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FINANCING  PROVISIONS  OF  THE  ADMINIS- 
TRATION'S HEALTH  SECURITY  ACT  AND 
OTHER  HEALTH  REFORM  PROPOSALS 


TUESDAY,  NOVEMBER  16,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

[The  press  releases  announcing  the  hearings  follow:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #14 

FRIDAY,   OCTOBER  29,    1993        COMMITTEE  ON  WAYS  AND  MEANS 

U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
(202)  225-1721 

THE  HONORABLE  DAN  ROSTENKOWSRI    (D . ,    ILL . ) ,  CHAIRMAN, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  PUBLIC  HEARINGS  ON  THE  FINANCING  PROVISIONS 
OF  THE  ADMINISTRATION'S  HEALTH  SECURITY  ACT 
AND  OTHER  HEALTH  REFORM  PROPOSALS 


The  Honorable  Dan  Rostenkowski   (D.,   111.),  Chairman, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  today- 
announced  public  hearings  on  the  financing  provisions  of  the 
Administration's  Health  Security  Act  and  other  health  care  reform 
proposals.     The  hearings  will  be  held  on  Tuesday,  November  16, 
Thursday,  November  18,  and  Friday,  November  19,   1993,  beginning 
at  10:00  a.m.  each  day  in  the  Committee's  main  hearing  room,  1100 
Longworth  House  Office  Building. 

In  announcing  these  hearings,   Chairman  Rostenkowski  stated: 
"It  is  important  that  the  Committee  understand  how  the 
Administration  proposes  to  finance  the  ambitious  health  reform 
plan  it  has  submitted  to  us .     We  must  not  only  examine  the  impact 
of  the  proposal  on  the  Federal  budget  deficit,  but  we  must  also 
understand  the  effects  it  will  have  on  our  economy  --on  our 
businesses,  the  jobs  they  generate,  and  the  workers  employed  in 
those  jobs . " 

Chairman  Rostenkowski  further  stated:   "In  our  examination  of 
the  financing  of  this  and  other  health  reform  proposals,  we  must 
always  keep  in  mind  the  underlying  goals  of  health  reform: 
universal  coverage,   restraint  in  the  rate  of  growth  of  health 
care  expenditures,   and  the  maintenance  of  high-quality  care  and 
individual  choice . " 

On  Tuesday,  November  16,  1993,  the  Committee's  first  witness 
will  be  the  Honorable  Lloyd  Bent sen,   Secretary  of  the  Treasury. 

BACKGROUND 

A.   THE  ADMINISTRATION'S  HEALTH  SECURITY  ACT 

The  Administration  is  proposing  to  finance  its  health  reform 
proposal  largely  through  a  requirement  that  employers  and 
individuals  pay  the  Federally-mandated  premiums  for  the 
guaranteed  package  of  benefits.     The  employer's  liability  would 
be  capped  at  7.9  percent   (not  indexed)  of  payroll.  The 
individual's  liability  would  be  capped  at  3.9  percent  (indexed) 
of  income.     Small,  low-wage  employers  and  low- income  individuals 
would  receive  discounts  for  a  portion  of  the  premiums  for  which 
they  are  liable. 

The  premium  would  include  a  number  of  additional  assessments 
to  cover  the  costs  of  certain  Federally-financed  programs,  such 
as  grants  to  academic  health  centers,  graduate  medical  education, 
development  of  rare  technology,  alliance  administrative  costs, 
and  technical  assistance.     States  could  add  further  to  the 
premium  for  uncollectible  premiums  (or  bad  debts)  and  for 
payments  to  essential  community  providers.     States  would  also 
operate  State  guaranty  funds,  to  be  funded  by  a  two-percent 
assessment  on  health  plans  within  that  State. 

In  nonparticipating  States,  a  15 -percent  surcharge  would  be 
imposed  on  premiums  charged  by  the  regional  alliance  within  that 
State. 
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In  addition,  the  Administration  proposes  to  charge 
corporations  with  more  than  5,000  employees  one  percent  of 
payroll  if  those  corporations  do  not  elect  to  participate  in  the 
regional  alliances,   effective  January  1,  1996. 

A  temporary  assessment  would  also  be  imposed  on  employers 
whose    retiree  health  benefit  costs  would  be  reduced  by  the 
Health  Security  Act. 

The  Administration  also  proposes  to  cap  the  current  income 
and  employment  tax  exclusion  for  employer-provided  health 
benefits  at  the  value  of  the  guaranteed  benefits  package. 

Under  the  Health  Security  Act,   the  Medicare  hospital 
insurance  tax  would  be  extended  to  all  State  and  local  government 
employees . 

Finally,   the  Federal  excise  tax  on  cigarettes  would  be 
increased  by  75  cents  per  pack,  and  on  other  tobacco  products  by 
a  proportionate  amount  based  generally  on  tobacco  content. 

Cost  savings  in  other  Federal  programs  provide  the  remainder 
of  the  financing.     The  Committee  is  not  seeking  testimony  on 
these  savings  at  this  time. 

B.   OTHER  HEALTH  REFORM  PROPOSALS 

A  number  of  other  health  reform  bills  adopting  approaches 
different  from  the  Administration's  have  been  introduced  by 
Members  of  Congress  including  H.R.  1200,   the  American  Health 
Security  Act  of  1993,   introduced  by  Mr.  McDermott  and  others; 
H.R.   2610,   the  Mediplan  Health  Care  Act  of  1993,   introduced  by 
Mr.  Stark  and  others;  H.R.  3080,  the  Affordable  Health  Care  Now 
Act  of  1993,   introduced  by  Mr.  Michel  and  others;  and  H.R.  3222, 
a  bill  to  contain  health  care  costs  and  improve  access  to  health 
care  through  accountable  health  plans  and  managed  competition, 
introduced  by  Mr.   Cooper  and  others.     The  Committee  welcomes 
testimony  on  the  financing  provisions  of  these  and  other  health 
reform  bills  introduced  during  this  Congress. 

ISSUES  TO  BE  ADDRESSED 

The  Committee  encourages  witnesses  who  wish  to  testify  at 
these  hearings  to  focus  on  one  or  more  of  the  following  four 
issue  areas: 

A.   EMPLOYER /INDIVIDUAL  PREMIUM  PAYMENT 

1.  What  kind  of  collection  mechanism  would  be  most  efficient 
in  collecting  premiums  from  employers  and  individuals?  Should 
special  mechanisms  exist  for  multistate  employers?    What  should 
the  Federal  Government's  role  be  in  this  process?    How  should  the 
various  special  assessments  be  collected  and  distributed? 

2 .  Are  caps  on  the  employer  and  employee  contributions 
appropriate?     If  so,  what  should  the  levels  of  the  caps  be? 
Should  they  be  indexed?    Who  should  pay  for  the  amounts  in  excess 
of  the  caps?    What  economic  effects  will  the  caps  have? 

3.  How  could  a  percent -of -payroll  cap  on  employer  premium 
payments  affect  the  way  a  business  sets  up  its  operations? 

4.  Since  the  guaranteed  benefits  package  will  be  available 
to  all  citizens  whether  they  are  employed  or  not,  has  the  status 
of  health  insurance  as  a  benefit  of  employment  been  changed 
entirely? 

5 .  How  would  an  employer/individual  premium  payment 
requirement  affect  job  creation  in  the  short-  and  long-term? 


(MORE) 
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6.  How  should  the  guaranteed  benefits  package  be  financed  in 
States  that  fail  to  implement  the  reforms  envisioned  in  the 
Administration's  proposal? 

7.  How  should  the  baseline  be  established  for  premium 
levels?     What  would  be  the  consequences  if  the  National  Board's 
assumptions  in  establishing  the  premium  baseline  prove 
inaccurate? 

8.  If  the  alliances  or  States  were  to  incur  debt  to  fulfill 
their  responsibilities  under  the  Health  Security  Act,  would  the 
"full  faith  and  credit"  of  the  Federal  Government  guarantee  that 
debt? 

9.  How  would  the  discounts  to  low- income  individuals  be  most 
effectively  administered? 

10.  How  could  the  small  business  discounts  proposed  by  the 
Administration  influence  the  composition  of  an  entity's 
workforce?    What  kind  of  anti-abuse  rules  would  be  necessary  to 
ensure  that  only  small  businesses  qualify  for  the  subsidies? 

11.  How  would  a  requirement  that  all  employers  and 
individuals  pay  a  portion  of  the  premium  for  the  guaranteed 
benefits  package  affect  employer -employee  wage  negotiations? 
How  would  wages  be  affected  in  the  short-  and  long-term? 

B.  CORPORATE  ASSESSMENT 

1.  What  is  the  rationale  for  such  an  assessment? 

2.  Upon  what  size  entity  should  it  be  imposed? 

3 .  What  is  an  appropriate  rate  for  such  an  assessment? 

4.  How  should  the  corporate  assessment  be  collected? 

5 .  What  should  the  revenues  raised  from  the  assessment  fund? 

6.  Why  would  a  corporation  want  to  remain  outside  the  system 
proposed  by  the  Administration? 

7.  What  is  the  justification  for  imposing  such  an  assessment 
before  the  system  of  regional  alliances  is  in  place? 

C.  CAP  ON  CURRENT  INCOME  AND  EMPLOYMENT  TAX  EXCLUSION 

1.  Since  the  premiums  to  insure  the  guaranteed  benefits 
package  will  vary  regionally,   should  the  value  of  the  cap  on  the 
employee  exclusion  vary  regionally  also?    What  tax  policy  issues 
does  this  raise? 

2.  What  difficulties  would  there  be  in  valuing  a  guaranteed 
benefits  package? 

3.  How  should  the  cap  be  enforced?       Is  use  of  the  W-2  form 
adequate  enforcement? 

4.  Should  the  employer  deduction  be  similarly  limited? 

D.  TOBACCO  TAXES 

1.  Do  smokers  inflict  significant  external  costs  on  the  rest 
of  society?     If  so,   should  the  tobacco  tax  be  raised  to  deal  with 
this? 

2 .  Can  we  measure  how  much  health  care  costs  would  be 
reduced  by  increasing  the  tobacco  tax  to  the  level  suggested  by 
the  Administration? 

(MORE) 


5 


3 .  What  would  be  the  effects  of  the  tax  increase  proposed  by 
the  Administration  on  tobacco  production? 

4 .  Should  the  tax  on  cigars  and  pipe  and  smokeless  tobacco 
be  increased  in  the  same  proportion  as  the  tax  on  cigarettes? 

E.   OTHER  SOURCES  OF  FINANCING 

1.  What  other  sources  of  financing  are  there  for  these 
proposals? 


DETAILS  FOR  SUBMISSION  OF  REQUESTS  TO  BE  HEARD; 

Individuals  and  organizations  interested  in  presenting  oral 
testimony  before  the  Committee  on  any  of  the  proposals 
specifically  described  herein  must  submit  their  requests  to  be 
heard  by  telephone  to  Harriett  Lawler,  Diane  Kirkland,  or 
Karen  Ponzurick   [(202)   225-1721]   no  later  than  close  of  business 
Monday,  November  8,   1993,   to  be  followed  by  a  formal  written 
request  to  Janice  Mays,  Chief  Counsel  and  Staff  Director, 
Committee  on  Ways  and  Means,   U.S.  House  of  Representatives, 
1102  Longworth  House  Office  Building,  Washington,   D.C.  20515. 
The  Committee  staff  will  notify  by  telephone  those  scheduled  to 
appear  as  soon  as  possible  after  the  filing  deadline.  Any 
questions  concerning  a  scheduled  appearance  should  be  directed  to 
the  Committee   [(202  225-1721)].     Please  note  that  requests  to 
testify  must  be  made  specifically  for  these  hearings.  Requests 
made  to  testify  at  the  health  reform  hearings  conducted  by  the 
Subcommittee  on  Health  do  not  constitute  requests  made  to  testify 
at  these  hearings . 

Persons  and  organizations  having  a  common  position  are  urged 
to  make  every  effort  to  designate  one  spokesperson  to  represent 
them  in  order  for  the  Committee  to  hear  as  many  points  of  view  as 
possible.     Time  for  oral  presentations  will  be  strictly  limited 
with  the  understanding  that  a  more  detailed  statement  may  be 
included  in  the  printed  record  of  the  hearing  (see  formatting 
requirements  below) .     This  process  will  afford  more  time  for 
Members  to  question  witnesses.     In  addition,  witnesses  may  be 
grouped  as  panelists  with  strict  time  limitations  for  each 
panelist . 

In  order  to  assure  the  most  productive  use  of  the  limited 
amount  of  time  available  to  question  hearing  witnesses,  all 
witnesses  scheduled  to  appear  before  the  Committee  are  required 
to  submit  200  copies  of  their  prepared  statements  to  the 
Committee  office,  room  1102  Longworth  House  Office  Building,  at 
least  24  hours  in  advance  of  their  scheduled  appearance.  Failure 
to  comply  with  this  requirement  may  result  in  the  witness  being 
denied  the  opportunity  to  testify  in  person. 

WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE; 

Persons  submitting  written  statements  for  the  printed  record 
of  the  hearing  should  submit  at  least  six  (6)  copies  by  the  close 
of  business  on  Tuesday,  November  30,  1993,   to  Janice  Mays,  Chief 
Counsel  and  Staff  Director,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,   1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.     If  those  filing  written  statements  for 
the  record  of  the  printed  hearing  wish  to  have  their  statements 
distributed  to  the  press  and  the  interested  public,   they  may 
provide  100  additional  copies  for  this  purpose  to  the  Committee 
office,  room  1102  Longworth  House  Office  Building,  before  the 
hearing  begins. 
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FORMATTING  REQUIREMENTS: 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any 
written  statement  or  exhibit  submitted  for  the  printed  record  or  any  written 
comments  in  response  to  a  request  for  written  comments  must  conform  to  the 
guidelines  listed  below.     Any  statement  or  exhibit  not  in  compliance  with  these 
guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee  files  for 
review  and  use  by  the  Committee : 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be 
typed  in  single  space  on  legal-size  paper  and  may  not  exceed  a  total 
of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be 
accepted  for  printing.     Instead,   exhibit  material  should  be 
referenced  and  quoted  or  paraphrased.     All  exhibit  material  not 
meeting  these  specifications  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

3  .        Statements  must  contain  the  name  and  capacity  in  which  the  witness 
will  appear  or,   for  written  comments,   the  name  and  capacity  of  the 
person  submitting  the  statement,  as  well  as  any  clients  or  persons, 
or  any  organization  for  whom  the  witness  appears  or  for  whom  the 
statement  is  submitted. 

4.        A  supplemental  sheet  must  accompany  each  statement  listing  the  name, 
full  address,   a  telephone  number  where  the  witness  or  the  designated 
representative  may  be  reached  and  a  topical  outline  or  summary  of  the 
comments  and  recommendations  in  the  full  statement.  This 
supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  submitted  for 
printing.     Statements  and  exhibits  or  supplementary  material  submitted  solely  for 
distribution  to  the  Members,   the  press  and  the  public  during  the  course  of  a 
public  hearing  may  be  submitted  in  other  forms. 
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Chairman  Rostenkowski.  The  Committee  on  Ways  and  Means 
begins  the  first  of  3  days  of  hearing  on  the  financing  provisions  of 
the  administration's  Health  Security  Act  and  other  reform  propos- 
als. It  is  important  that  this  committee,  in  light  of  its  unique  juris- 
dictional responsibilities,  understands  how  the  administration 
plans  to  finance  the  comprehensive  health  reform  plan  it  has  sub- 
mitted to  us.  In  addition,  we  need  to  understand  how  other  propos- 
als for  health  reform  would  be  financed. 

We  not  only  must  examine  the  impact  of  the  various  proposals 
on  the  Federal  budget  deficit,  but  we  must  also  understand  the  ef- 
fects these  proposals  will  have  on  our  economy,  on  our  businesses, 
the  jobs  they  generate,  and  the  workers  employed  in  those  jobs. 

As  we  undertake  our  examination,  we  should  keep  in  mind  the 
underlying  goals  of  health  reform — universal  coverage,  restraint  in 
the  rate  of  growth  of  health  care  expenditures,  and  the  mainte- 
nance of  high  quality  care  and  individual  choice.  We  must  also  en- 
sure that  the  method  of  financing  is  fair  and  does  not  impose 
undue  burdens  on  individuals  or  businesses. 

We  must  be  sensitive  to  the  needs  of  those  who  are  least  able  to 
pay,  and  the  financing  must  be  adequate  for  the  benefits  that  are 
promised  under  the  plan. 

The  committee  expects  to  hold  additional  hearings  in  December 
on  the  issues  of  cost  containment  and  the  larger  effects  of  health 
reform  on  the  economy.  Today  the  committee  has  asked  witnesses 
to  focus  on  a  number  of  specific  questions  about  the  financing  pro- 
visions of  the  administration's  Health  Security  Act  and  other 
health  reform  proposals. 

I  urge  our  witnesses  over  the  next  3  days  of  hearings  to  be  as 
specific  as  possible  in  their  responses  to  these  questions.  I  would 
like  at  this  time  to  recognize  my  colleague,  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman.  I  want  to  personally 
welcome  my  former  constituent,  who  ran  off  and  left  me  and  went 
to  Austin,  Tex.,  back  to  the  committee.  You  are  no  stranger  to  this 
room,  Lloyd,  and  you  are  certainly  welcome  here. 

Recently,  Congressman  Bill  Thomas  and  I  sent  a  "Dear  Col- 
league" letter  around  which  attempted  to  summarize  the  myriad  of 
financing  and  tax-related  provisions  in  the  administration's  health 
care  proposal.  It  took  us  a  full  20  pages  of  single-spaced  text  mere- 
ly to  outline  those  provisions. 

I  am  sure  that  during  today's  hearing  we  will  only  just  scratch 
the  surface  in  considering  these  financing  mechanisms  in  what  is 
a  very,  very  complex  proposal.  Of  course,  understanding  these  fi- 
nancing provisions  is  only  the  beginning  task.  Far  more  important 
is  the  need  to  consider  the  devastating  effect  these  taxes  will  have 
on  small  businesses,  job  creation,  and  the  economy  generally. 

The  financing  provisions  in  the  administration's  package  which 
are  likely  to  generate  the  most  controversy  are  the  mandatory  em- 
ployer premiums,  the  employment  tax  increase  on  S-corporation 
shareholders,  the  extension  of  Medicare  taxes  to  all  State  and  local 
government  employees,  and  the  broad  powers  given  to  the  IRS  to 
treat  independent  contractors  as  employees. 

Our  significant  tax  provisions  include  an  increase  in  tobacco  ex- 
cise taxes,  a  1  percent  payroll  assessment  on  corporate  alliance  em- 
ployers, a  recapture  of  Medicare  part  B  and  early  retiree  health 
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care  subsidies  for  upper-income  persons,  limitations  on  the  exclu- 
sion of  employer-provided  health  benefits,  and  revision  of  a  health 
insurance  deduction  for  self-employed  individuals. 

I  would  also  like  to  stress  the  importance  of  characterizing  the 
mandatory  employer  premiums  in  this  package  for  what  they  truly 
are — a  big  tax  increase.  President  Clinton  will  add  a  $900  plus  bil- 
lion tax  program  to  the  $241  billion  net  tax  increase  the  adminis- 
tration just  delivered  up  a  few  months  ago.  We  all  need  to  under- 
stand what  the  administration  is  proposing. 

Under  this  plan  all  1,342  pages  of  it,  the  size  of  the  U.S.  Govern- 
ment would  increase  by  one-third.  The  national  health  budget 
would  explode  to  something  double  the  entire  budget  of  Japan. 

Mr.  Chairman,  I  am  pleased  that  we  have  an  opportunity  with 
Secretary  Bentsen  here  today  to  begin  discussion  of  the  tax  and 
other  financing  provisions  of  what  the  President  is  proposing,  and 
I  look  forward  to  your  testimony. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  I  want  to  welcome  the 
Secretary.  Thank  you  for  scheduling  these  hearings,  and,  Mr.  Sec- 
retary, thank  you  for  being  here  to  outline  for  us  the  details  of  the 
President's  proposal  insofar  as  financing  health  reform.  We  know 
the  need  for  reform,  and  I  believe  that  most  members  of  this  com- 
mittee share  the  President's  objectives. 

I  do  not  believe  that  providing  universal  access  to  insurance  will 
necessarily  require  allocating  more  of  our  economy  to  health  serv- 
ices. We  already  spend  over  $900  billion  on  that  each  year.  That 
should  be  sufficient.  The  reform,  however,  will  require  rearranging 
the  flow  of  funds,  reducing  collections  from  those  who  are  paying 
too  much  and  requiring  more  from  those  who  can  afford  it. 

Reform  financing,  along  with  effective  cost  containment,  can  pay 
the  cost  of  covering  those  who  are  currently  uninsured.  The  chal- 
lenge facing  this  committee  and  the  Secretary  is  to  find  a  fair  and 
balanced  approach  for  this  reallocation. 

In  some  cases  reallocated  funds  may  appear  on  the  Federal  budg- 
et as  new  spending  or  revenues,  even  though  they  would  not  be  a 
new  cost  for  society  as  a  whole.  I  urge  my  colleagues  to  consider 
the  costs  of  reform  from  the  perspective  of  the  costs  to  society  as 
a  whole,  and  not  reject  financing  proposals  merely  because  of  ar- 
cane accounting  rules  that  place  funds  either  on  or  off  the  Federal 
budget. 

I  would  also  note  that  there  are  often  many  ways  of  achieving 
the  same  objective.  I  believe  that  the  flow  of  funds  included  in  the 
President's  plan  is  unnecessarily  complex  and  could  be  substan- 
tially simplified.  On  Thursday,  I  will  present  a  proposal  to  this 
committee  that  would  simplify  the  flow  of  funds  while  continuing 
to  meet  all  of  the  President's  objectives  for  health  care  reform. 

I  would  like  to  make  two  brief  comments  about  specific  aspects, 
specifically  the  tobacco  taxes,  which  I  support,  and  I  would  encour- 
age an  increase  in  these  taxes  at  least  to  double  the  75  cents  per 
pack  that  has  been  proposed  by  the  administration. 

Second,  I  am  disappointed  that  the  plan  does  not  establish  a 
charity  standard  for  hospitals  to  earn  their  tax-exempt  status. 
There  was  an  old  standard,  and  it  was  dropped  with  the  enactment 
of  Medicare  and  Medicaid  under  the  misconception  that  those  pro- 
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grams  would  create  universal  access  and  eliminate  the  need  for 
such  charity  standards.  Unfortunately,  there  will  be  holes  in  any 
program,  perhaps  including  this  new  reform,  and  we  should  work 
to  set  a  reasonable  standard  for  charity  care. 

At  a  minimum  we  should  have  intermediate  sanctions  apply  to 
nonprofit  institutions  to  increase  compliance  with  the  current  rules. 
Again,  thank  you,  Mr.  Chairman,  and  welcome,  Mr.  Secretary,  to 
the  committee. 

Chairman  Rostenkowski.  Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  I  have  a  written  state- 
ment, ask  unanimous  consent  that  it  be  placed  in  the  record. 

Chairman  Rostenkowski.  Without  objection. 

Mr.  Thomas.  Very  briefly,  I,  too,  want  to  welcome  the  Secretary. 
I  was  pleased  to  share  my  name  in  cosponsorship  with  you  on  a 
number  of  what  I  thought  were  significant  issues  when  you  were 
the  Chairman  of  the  Senate  Finance  Committee,  the  super  IRA, 
just  to  name  one,  and  a  number  of,  I  thought,  other  good  ideas. 

Mr.  Chairman,  I  want  to  join  you  in  imploring  our  witnesses  to 
be  as  specific  as  possible.  Under  the  President's  plan  this  commit- 
tee has  a  specific  responsibility  for  the  funding  of  the  multibillion- 
dollar  Medicare  program.  Not  only  the  cuts  in  the  Medicare  pro- 
gram, the  tobacco  taxes  that  have  been  mentioned,  the  20  single- 
spaced  pages  to  which  my  leader  from  Texas  referred  on  the  many 
taxes  that  are  in  this  bill,  but  also  this  committee  has  a  primary 
responsibility  for  ensuring  that  subsidies,  tax  deductions,  and  the 
like  are  distributed  fairly  and  cost-effectively. 

I  share  my  chairman  of  the  Health  Subcommittee's  concern  that 
we  continue  to  think  the  world  operates  the  way  the  budget  rules 
of  Congress  operate,  and  it  does  not,  and  that  to  the  degree  we  can 
push  our  budget  rules  to  a  real  world  conformance,  we  will  be 
doing  not  only  the  changing  of  the  health  care  area  a  service  but, 
frankly,  any  area  that  the  Federal  Government  involves  itself  as 
well. 

I  look  forward  to  the  chairman's  testimony.  I  implore  him  to  be 
specific.  We  have  got  to  get  details  on  this  plan  so  we  can  analyze 
it,  and  I  thank  the  chairman. 

[The  prepared  statement  follows:] 
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OPENING  STATEMENT 

THE  HONORABLE  BILL  THOMAS 

before  the 
WAYS  AND  MEANS  COMMITTEE 

November  16,  1993 

Mr.  Chairman.  I  am  pleased  to  welcome  the  Secretary  of  the 
Treasury  to  the  Committee  and  I  look  forward  to  his  testimony. 

As  the  former  Chairman  of  the  Senate  Finance  Committee,   I  am 
sure  the  Secretary  is  cognizant  of  the  tremendous  responsibility 
this  committee  has  in  the  health  care  reform  debate.     Under  the 
President's  plan,  the  Ways  and  Means  Committee  has  the  primary 
responsibility  of  funding  the  $400  billion  health  care  program 
—  through  deep  cuts  in  the  Medicare  program,  tobacco  taxes, 
payroll/premium  taxes,   corporate  alliance  taxes,   and  other 
modifications  to  the  tax  code.     In  addition,  this  committee  has 
the  primary  responsibility  for  ensuring  that  subsidies  and  tax 
deductions  are  distributed  fairly  and  cost-effectively. 

I  am  sure  the  Secretary  can  appreciate  the  fact,  given  his 
experience,   that  even  a  1%  miscalculation  in  revenues,  spending 
cuts  or  subsidy  expenditures  could  result  in  the  addition  of  tens 
of  billions  of  dollars  to  our  budget  deficit.     To  ensure  that 
this  does  not  happen,  this  committee  must  be  provided  with  the 
most  accurate  and  detailed  information  possible. 

The  witnesses  from  the  Administration  who  have  preceded  the 
Secretary,   both  before  the  full  Committee  and  the  Subcommittee  on 
Health,  have  failed  to  provide  this  committee  with  the  details 
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necessary  to  effectively  analyze  the  President's  health  care  plan 
with  regard  to  financing.     This  in  spite  of  the  fact  that  such 
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information  was  promised,  by  the  First  Lady,  to  accompany  the 
bill  to  the  Hill.     I  read  the  Secretary's  testimony  before  the 
Senate  Finance  Committee  on  November  3,   1993,  and  was  discouraged 
to  find  that  detailed  information  was  lacking  from  that  testimony 
as  well. 

I  am  very  hopeful  that  the  Secretary  is  not  planning  on 
continuing  the  Administration's  silence  with  regard  to  the 
details  on  the  financing  of  the  President's  health  care  reform 
package  and  will,  today,  provide  this  committee  with  the 
information  it  needs  to  finally  and  precisely  ..consider  the 
President's  plan.     If  he  is  planning  on  providing  essentially  the 
same  testimony  he  gave  before  the  Senate  Finance  Committee, 
perhaps  his  time  could  be  better  spent  phoning  Members  of  the 
House  to  gain  their  support  for  the  North  American  Free  Trade 
Agreement   (NAFTA) . 
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COMMITTEE  ON  WAYS  AND  MEANS 


U.S.  HOUSE  OF  REPRESENTATIVES 
WASHINGTON,  DC  20515 


November  3,  1993 


Dear  Colleague: 

We  wanted  to  provide  you  with  the  attached  outline  of  the  tax  provisions 
in  the  President's  health  care  bill.  This  outline  was  prepared  by  the  Minority 
Staff  of  the  Ways  and  Means  Committee.  Because  the  Administration  has  yet 
to  release  any  detailed  explanation  of  the  final  proposed  legislation,  the 
information  contained  in  this  summary  should  be  viewed  as  preliminary. 

The  tax  provisions  in  the  proposed  legislation  which  are  likely  to 
generate  the  most  discussion  and  controversy  are  the  mandatory  employer 
premiums,  the  employment  tax  increase  on  S  corporation  shareholders  and 
limited  partners,  the  extension  of  medicare  taxes  to  all  state  and  local 
government  employees,  and  the  broad  powers  given  to  the  I.R.S.  to  treat 
independent  contractors  as  employees. 

Other  significant  tax  provisions  include  an  increase  in  tobacco  excise 
taxes,  a  1%  of  payroll  assessment  on  corporate  alliance  employers,  a  recapture 
of  medicare  part  B  and  early  retiree  health  care  subsidies  for  upper-income 
persons,  limitations  on  the  exclusion  of  employer-provided  health  benefits, 
revision  of  the  health  insurance  deduction  for  self-employed  persons,  the 
elimination  of  COBRA  health  care  continuation  rules,  revision  of  the  tax  status 
of  charitable  and  for-profit  medical  organizations  and  health  insurance  providers, 
benefits  for  long-term  care  insurance,  tax  incentives  for  health  service  providers 
in  underserved  areas,  and  a  temporary  assessment  against  employers  relating  to 
early  retirees. 

We  hope  you  find  this  summary  useful  pending  release  by  the 
Administration  of  a  detailed  explanation  of  its  legislation. 


Bill  Archer 

Ranking  Minority  Member 


William  M.  Thomas 
Ranking  Minority  Member 
Subcommittee  on  Health 
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November  3,  1993 


Tax  Aspects  of  the 
Clinton  Health  Plan 


INTRODUCTION.  In  addition  to  proposing  major  changes  to  the  nation's 
health  care  system,  President  Clinton's  health  bill  also  proposes  major  tax  law 
changes.  Most  of  the  changes  are  tax  increases  to  fund  the  new  health  system; 
some  are  tax  incentives.  This  document  is  intended  to  provide  a  detailed 
summary  of  the  tax  provisions  contained  in  the  health  bill  released  on  October 
27,  1993.  Because  the  only  tax  summary  released  by  the  A(iministration  is 
somewhat  brief,  and  because  we  have  not  had  any  significant  opportunity  to 
discuss  legislative  intent  with  the  Administration,  this  summary  should  be 
viewed  as  preliminary.  As  additional  information  becomes  "available,  it  may  be 
necessary  to  update  the  summary. 

The  major  tax  increase  provided  in  the  bill  is  the  mandatory  "premium 
contribution"  payroll  tax  imposed  on  employers.  This  provision  is  not  drafted 
as  an  amendment  to  the  Internal  Revenue  Code  and  is  viewed  by  the 
Administration  as  other  than  a  tax.  However,  for  purposes  of  this  summary,  the 
employer  "premium"  will  be  considered  a  tax.  See  the  attached  "Dear 
Colleague"  letter  for  further  explanation  of  why  the  employer  mandate  should 
be  treated  as  an  on-budget  tax. 

For  the  sake  of  comparison  to  the  text  of  the  legislation,  the  summary 
generally  follows  the  order  of  the  Clinton  health  bill.  Unless  otherwise 
indicated,  Section  references  are  to  the  text  of  the  President's  bill. 

Premium  Payments 

I.       Employer  Mandate.  Every  employer  (as  defined  in  the  Internal 
Revenue  Code)  must  make  payments  to  either  a  regional  alliance  or  a  corporate 
alliance  on  behalf  of  employees  (also  defined  in  the  Internal  Revenue  Code, 
under  broad  new  I.R.S.  powers  described  below).  However,  with  respect  to 
employees  in  single-payer  states,  the  obligations  under  the  single-payer  system 
supersede  the  obligation  to  pay  alliances.  (Sees.  1601(a)  and  (b),  1901(a)(1).) 

A.    Regional  Alliance  Employer  Premiums.  Regional  alliance 
employers  (those  having  qualifying  employees  covered  by  a  particular  regional 
alliance)  must  for  each  month  pay  the  specified  premium  amount. 
(Sec.  6121(a).) 
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B.    Qualifying  Employees.  For  an  employer  for  a  given  month, 
qualifying  employees  are  those  employees  (other  than  children  covered  under 
someone  else's  coverage)  who  are  employed  for  at  least  40  hours  during  the 
month.  Employees  are  counted  whether  or  not  they  are  medicare-eligible,  SSI 
recipients,  AFDC  recipients,  covered  under  a  military  or  veterans  health  plan, 
eligible  individuals  (defined  in  Sec.  1001(c))  under  the  Administration  health 
plan,  or  those  not  authorized  to  work  (e.g.,  illegal  aliens).  Employees  are 
counted  in  full-time  equivalent  employee  (FTE)  units:  those  working  at  least 
120  hours  per  month  are  1  FTE  while  those  working  between  40  and  120  hours 
per  month  (part-time  workers)  are  fractional  FTEs.  Rules  will  be  issued 
specifying  generally  how  to  compute  hours  and  also  dealing  with  hourly  wage 
earners,  salaried  employees,  and  those  employees  paid  on  a  commission  or 
bonus  basis.  (Sec.  1901(b).) 

1.  Premium  Amount.  The  employer  premium  amount  for  each 
month  with  respect  to  qualifying  employees  residing  in  a  particular  alliance  area 
is  the  sum  of  the  base  premium  amounts  for  each  class  of  family  enrollment  for 
employees  in  that  area.  This  base  amount  is  modified  by  a  discount  for  certain 
employers  (under  Sec.  6123),  a  provision  for  large  employers  electing  coverage 
in  a  regional  alliance  (Sec.  6124),  and  the  employer  collection  shortfall  add-on 
(Sec.  6125).  (Sec.  6121(b)(1).) 

a.  Base  Amount.  For  each  month,  the  base  amount  for  each 
class  of  family  enrollment  is  the  product  of  the  base  employer  monthly  premium 
(established  in  Sec.  6122)  and  the  number  of  FTEs  in  that  class  of  family 
enrollment.  (Sec.  6121(b)(2).) 

b.  Base  Employment  Monthly  Premium.  The  base  monthly 
premium  is  1/12  of  80%  of  the  weighted  average  premium  for  the  regional 
alliance  and  class  of  enrollment,  adjusted  for  family  size.  (Sec.  6122(a).) 

c.  Discount  for  Certain  Employers.  Subject  to  the  add-ons  and 
modifications  discussed  below,  the  employer  premium  is  limited  for  certain 
employers  to  a  percentage  of  wages  (as  defined  in  the  Internal  Revenue  Code). 
The  discount  does  not  apply  to  federal,  state  or  local  governmental  employers 
prior  to  2002.  The  limiting  percentage  for  employers  which  don't  qualify  as 
small  employers  is  7.9%.  For  small  (under  75  FTEs)  employers  (with  average 
number  of  FTEs  and  wages  per  FTE  below  amounts  specified  on  a  table),  the 
limiting  percentage  is  between  3.5%  and  7.9%.  Partners,  shareholders  owning 
more  than  2%  of  the  stock  of  an  S  corporation,  and  sole  proprietors  must 
include  their  entire  net  earnings  from  self-employment  in  making  the  average 
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wage  calculation.  [As  discussed  below,  the  net  earnings  from  self-employment 
for  S  corporation  shareholders  and  limited  partners  is  significantly  expanded, 
reducing  the  availability  of  smaller  limiting  percentages  for  certain  small 
businesses.]  (Sec.  6123.) 

d.  Add-On  For  Corporate  Alliance  Eligible  Employers. 
Corporate  alliance  eligible  employers  (generally  those  with  more  than  5,000 
employees  in  the  U.S.)  who  switch  from  corporate  alliance  to  regional  alliance 
coverage  or  which  were  eligible  for  corporate  alliance  coverage  at  the  beginning 
of  the  program  but  failed  to  elect  such  coverage,  must  pay  the  regional  alliance 
an  extra  risk  premium  each  month  based  on  the  particular  demographic  risk 
characteristics  of  the  employer's  employees  living  in  the  alliance  area.  The  risk 
adjustment  is  phased  down  over  7  years  (100%  in  the  first  4  years,  75%  in  year 
5,  50%  in  year  6,  25%  in  year  7,  and  0%  thereafter.)  For  employers  subject  to 
this  section,  the  employer  discount  discussed  above  is  phased  in  over  7  years. 
(Sec.  6124.) 

e.  Add-On  For  Employer  Collection  Shortfall.  Employers  will 
have  to  pay  an  additional  amount,  not  subject  to  the  limitation  percentage  under 
Sec.  6123,  for  regional  alliance  collection  shortfalls.  (Sec.  6125.) 

2.    Self-Emploved  Individuals.  Self-employed  individuals  (defined 
by  reference  to  the  Internal  Revenue  Code)  are  treated  as  their  own  employers 
paying  themselves  wages  equal  to  their  net  earnings  from  self-employment  (also 
defined  in  the  Internal  Revenue  Code).  Employer  premiums  due  as  a  result  of 
this  characterization  are  reduced  (but  not  below  zero)  by  other  employer 
premiums  paid  on  behalf  of  that  individual  (with  an  anti-abuse  exception  for 
closely-held  business  owners).  (Sec.  6126.) 

C.    Corporate  Alliance  Employer  Premiums.  For  each  month  for 
employees  enrolled  in  corporate  alliance  plans  (including  self-insured  plans)  and 
for  each  class  of  enrollment,  the  employer  must  pay  80%  of  the  weighted 
average  premium  of  the  corporate  alliance  health  plans  offered  by  the  corporate 
alliance  for  employees  in  that  enrollment  class.  (Sec.  6131.) 

1.    Supplemental  Premium  With  Respect  to  Low  Wage  Employees. 
The  employer  must  also  pay  any  employee  discount  available  to  low  wage 
employees  under  Sec.  6104(a)(2)[generally  those  making  less  than  $15,000  per 
year].  This  can  result  in  the  employer  paying  95%  of  the  total  premium. 
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D.  Information  Reporting  Requirements.  Significant  information 
reporting  obligations  are  imposed  on  employers  with  respect  to  wages  and 
premium  payments.  (Sec.  1602.) 

E.  Collecting  From  Delinquent  Employers.  The  Secretary  of  Labor  is 
to  provide  assistance  to  the  regional  alliance  in  collecting  from  employers.  The 
assistance  may  include  the  assessment  of  civil  monetary  penalties,  not  to  exceed 
the  greater  of  $5,000  or  three  times  the  amount  owed,  in  cases  where  there  is  a 
repeated  failure  to  pay.  (Sec.  1345(d)(1).) 

II.  Assessments  for  Insolvent  Self-Insured  Corporate  Alliance  Plans.  The 

Secretary  of  Labor  may  make  assessments  of  up  to  2%  of  premium  payments  to 
cover  insolvent  self-insured  plans  in  a  corporate  alliance.  (Sec.  1397.) 

III.  Employee  Premium.  Employees  must  pay  the  family  share  of  health 
insurance  premiums.    (Sec.  6101.) 

A.  Regional  Alliances.  For  regional  alliances,  the  family  share  of 
premiums  is  the  base  amount  for  a  plan  (for  a  particular  class  of  enrollment) 
increased  by  20%  of  the  family  collection  shortfall  and  decreased  (but  not  below 
zero)  by  the  alliance  credit  (the  employer  premium  payment),  an  income-related 
discount,  and  excess  premium  credit,  a  corporate  alliance  opt-in  credit,  and  an 
additional  credit  for  SSI  and  AFDC  recipients. 

B.  Corporate  Alliances.  For  corporate  alliances,  the  family  share  of 
premiums  is  the  base  amount  for  the  plan  (for  a  particular  class  of  enrollment) 
reduced  by  the  alliance  credit  (employer  premium  payment)  and  the  income- 
related  discount  (which  is  borne  by  the  employer). 

C.  Maximum  Obligation  for  Low-Income  Employees.  For  employees 
with  family  adjusted  incomes  of  under  $40,000,  the  maximum  premium 
obligation  is  3.9%  of  family  adjusted  income.  (Sec.  6104(c)(3).) 

IV.  Employers  May  Pay  Part  or  All  of  Employee  Premium.  Employers 
may  voluntarily  pay  part  or  all  of  the  employee's  share  of  premiums.  However, 
the  employer  may  not  discriminate  among  employees  and  must  make  the  same 
voluntary  payment  for  all  employees.  If  the  mandatory  employer  premium  plus 
the  voluntary  payment  exceed  the  total  plan  premium,  the  employer  must  rebate 
to  the  employee  (as  taxable  wages)  the  excess.  This  non-discrimination/rebate 
rule  does  not  apply  to  collectively-bargained  plans.  (Sec.  1607.) 
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Other  Federal  Tax  Provisions  to  Fund  Health  Care  or  to  Amend  the  Tax 
Treatment  of  Health-Related  Activities 

I.       Tobacco  Products 

A.  Tobacco  Excise  Taxes.  Tobacco  excise  taxes  are  all  increased 
effective  October  1,  1994.  The  increase  is  75  cents  per  pack  for  cigarettes,  for 
a  new  total  tax  of  99  cents  per  pack  (312.5%  increase).  Percentage  increases 
for  other  tobacco  products  are  3,333%  on  small  cigars,  312.5%  on  large  cigars, 
312%  on  cigarette  papers,  312.7%  on  cigarette  tubes,  3,472%  on  snuff,  10,417% 
on  chewing  tobacco,  and  1,852%  on  pipe  tobacco.  The  tobacco  excise  tax 
changes  are  estimated  by  the  Administration  to  raises  $65  billion  over  5  years. 
(Sec.  7111.) 

B.  Floor  Stocks  Taxes  Imposed.  Floor  stocks  taxes  will  be  imposed  on 
tobacco  products  on  hand  on  October  1,  1994. 

C.  Tobacco  Product  Export  Exemption  Modified.  To  retain  export  tax 
exemption,  tobacco  products  would  now  have  to  be  specially  marked  for  export. 
A  new  penalty  equal  to  the  greater  of  $1,000  or  5  times  taxes  would  be  imposed 
on  export-labelled  products  which  are  sold  in  U.S.  (Sec.  7112(a).) 

D.  Tobacco  Importers  Required  to  Obtain  Permits  and  Are  Subject  to 
Penalties  and  Forfeiture.  Tobacco  importers  would  be  required  to  obtain  a 
permit  from  the  U.S.  or  risk  a  $10,000  fine  and  5  years  imprisonment. 
Violation  of  the  import  permit,  inventory,  or  reporting  provisions  would  also 
subject  all  real  and  personal  property  of  the  importer  to  forfeiture.  (Sec. 
7112(b).) 

E.  Repeal  of  Tax  Exemption  for  Sales  to  Cigarette  Company 
Employees.  (Sec.  7112(c).) 

F.  Repeal  of  Tax  Exemption  for  Sales  to  United  States. 
(Sec.  7112(d).) 

G.  Imposition  of  Tax  on  Small  Packages  of  Cigarette  Papers. 
(Sec.  7112(e).) 

H.  Small  Tobacco  Manufacturers  and  Importers  Could  be  Denied 
Permits  to  Operate.  (Sec.  7112(g).) 
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I.     Cover  Over  of  Tax  to  Puerto  Rico  and  U.S.  Virgin  Islands  Limited 
to  Current-Law  Tax  Amounts.  (Sec.  7112(h).) 

J.     New  Tax  on  Roll-Your-Own  Tobacco.  Imposes  a  new  $12.50  per 
pound  tax  on  roll-your-own  tobacco.  (Sec.  7113.) 

II.      Assessment  on  Corporate  Alliance  Employers. 

A.  Additional  Tax  on  Corporate  Alliance  Employers.  In  addition  to 
other  employment  taxes  imposed  by  the  Internal  Revenue  Code,  effective 
January  1,  1996,  every  corporate  alliance  employer  is  required  to  pay  a  tax 
equal  to  1%  of  payroll.  This  provision  is  estimated  by  the  Administration  to 
raise  $24  billion  over  5  years.  (Sec.  7121.) 

B.  Definition  of  Corporate  Alliance  Employer  Very  Broad.  An 
employer  is  a  "corporate  alliance  employer"  if  just  one  of  its  employees  is,  by 
reason  of  employment,  covered  in  a  corporate  alliance.  [Because  all  members 
of  a  controlled  group,  etc.  are  treated  as  a  single  employer,  this  will  preclude 
controlled  groups  from  limiting  the  1%  payroll  assessment  to  just  those 
subsidiaries  participating  in  a  corporate  alliance.] 

C.  Special  Rule  for  Multiemployer  Plan  Participants.  If  the  only  reason 
an  employer  is  a  "corporate  alliance  employer"  is  that  some  employees  are 
covered  in  a  corporate  alliance  through  a  multiemployer  (union)  plan,  the  1% 
assessment  is  limited  to  the  payroll  for  those  covered  employees. 

D.  Definition  of  Payroll  Very  Broad.  For  purposes  of  this  assessment, 
payroll  includes  the  entire  amount  of  wages  paid  by  the  employer  during  the 
year,  the  net  self-employment  earnings  of  a  sole  proprietorship,  and  the  partner 
or  shareholder's  share  of  the  net  self-employment  earnings  of  a  partnership  or 
S  corporation.  (See  below  for  change  in  definition  of  those  earnings  for 

S  corporations.) 

E.  One-Time  Election  to  Opt  Out  for  Large  Employers  and  Others. 
Any  employer  eligible  to  sponsor  a  corporate  alliance  must,  by  January  1,  1996, 
irrevocably  waive  the  right  to  sponsor  a  corporate  alliance  plan  or  the  employer 
will  evermore  be  subject  to  the  1%  payroll  tax  even  if  it  does  not  sponsor  a 
corporate  alliance.  [This  imposes  a  permanent  penalty  tax  on  large  employers 
who  choose  to  evaluate  regional  alliances  before  making  a  permanent 
commitment  to  them].  This  forced-choice  rule  would  not  apply  to  employers 
subject  to  the  multiemployer  plan  rule  in  paragraph  C  above. 
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HI.     Recapture  of  Certain  Health  Care  Subsidies. 

A.  Certain  Subsidy  Amounts  Recaptured.  In  a  provision  reminiscent  of 
the  income  tax  on  social  security  benefits,  certain  subsidies  are  recaptured  as 
additional  tax  payments  for  taxpayers  with  incomes  exceeding  specified 
thresholds.  (Sec.  7131.) 

1.  Medicare  Part  B  Premium  Recapture.  Starting  in  1996,  the 
recapture  tax  includes,  with  respect  to  each  month,  the  excess  of  150%  of  the 
monthly  actuarial  rate  for  enrollees  65  or  older  over  the  total  monthly  premium. 
According  to  the  Treasury's  explanation,  this  provision  is  intended  to  raise  the 
contribution  of  higher  income  taxpayers  from  about  25%  to  about  75%  of 
program  costs.  The  recapture  amounts  are  appropriated  to  the  Supplemental 
Medical  Insurance  Trust  Fund.  (Sec.  7131(b).) 

2.  Alliance  Credit  Recapture.  The  recapture  tax  also  includes, 
starting  January  1,  1998,  reductions  through  Sec.  6114  in  liability  relating  to 
repayment  of  the  alliance  credit  by  certain /families.  According  to  the 
Treasury's  explanation,  this  provision  is  intended  to  tax  higher-income  retirees 
(between  the  ages  of  55  and  64)  on  the  "early-retiree"  discount  on  the  employer 
premiums  paid  by  their  former  employer.  [Note:  page  1342  of  the  bill  amends 
the  effective  date  provided  on  page  1094.] 

B.  Income  Thresholds  for  Recapture.  The  income  thresholds  for 
taxpayers  to  be  subject  to  recapture  are  "modified  adjusted  gross  incomes"  of 
$90,000  (single,  head  of  household),  $115,000  (married  filing  jointly)  and  $0 
(married  filing  separately,  unless  spouses  lived  apart  at  all  times  during  the 
year).  If  taxpayer  income  exceeds  the  relevant  threshold  by  less  than  $10,000, 
recapture  is  pro-rated  based  on  the  ratio  of  the  excess  to  $10,000.  Modified 
adjusted  gross  income  is  adjusted  gross  income  increased  by  tax-exempt  interest 
and  certain  foreign  exclusions.  [Because  taxable  social  security  benefits  are 
included  in  modified  adjusted  gross  income,  this  can  be  seen  as  another 
potential  surtax  on  such  benefits.] 

C.  Recapture  Amount  Sometimes  Treated  as  a  Tax.  The  recapture 
amount  is  treated  as  a  tax  for  purpose  of  filing  obligations,  tax  administration, 
and  penalties.  It  is  not  treated  as  a  tax  for  purposes  of  satisfying  the  taxpayer's 
minimum  tax  or  for  allowing  any  credit. 
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D.    New  Reporting  Requirements.  The  relevant  federal  agency  [HHS?] 
would  have  to  report  to  the  I.R.S.  the  number  of  months  for  which  a  Medicare 
part  B  premium  was  paid  for  a  taxpayer.  Alliances  would  have  to  file  reports  to 
show  the  liabilities  excused  pursuant  to  Sec.  6114.  (Sec.  7131(c).) 

IV.     Treatment  of  S  Corporation  Shareholders  for  Employment  Tax 
Purposes. 

A.  Shareholders  of  S  Corporations  in  Service-Related  Businesses 
Subject  to  Unlimited  Medicare  Tax  on  Entire  Share  of  Earnings.  Under  current 
law,  only  amounts  paid  as  compensation  to  an  S  Corporation  shareholder  are 
subject  to  the  2.9%  medicare  tax.  In  cases  where  insufficient  compensation  is 
paid  to  shareholders  who  perform  significant  services,  the  I.R.S.  will  impute 
compensation  subject  to  the  tax.  The  bill  would  treat  the  entire  service-related 
business  earnings  of  an  S  corporation  allocable  to  a  2%  or  greater  shareholder 
who  materially  participates  in  the  activities  of  the  S  corporation  as  subject  to  the 
tax.  Service-related  businesses  are  the  fields  of  health,  law,  engineering, 
architecture,  accounting,  actuarial  science,  performing  arts,  consulting,  athletics, 
financial  services,  brokerage  services,  or  any  trade  or  business  where  the 
principal  asset  of  such  business  is  the  reputation  or  skill  of  one  or  more  of  its 
employees.  [This  is  comparable  to  the  current  law  treatment  of  partners,  but  is 
nonetheless  a  major  tax  increase  on  many  S  corporation  shareholders.]  (Sec. 
7141(a).) 

B.  S  Corporation  Earnings  Also  Potentially  Subject  to  Social  Security 
Tax.  Because  the  bill  recharacterizes  the  service-related  S  Corporation  earnings 
of  materially  participating  2%  or  greater  shareholders  as  self-employment 
earnings,  those  earnings  will  be  subject  to  the  15.3%  combined  social  security 
tax  if  the  individual  does  not  otherwise  exceed  the  taxable  base  ($60,600  if  the 
rule  were  applicable  in  1994). 

C.  New  Definition  of  Earnings  Reduces  Possibility  of  Health  Insurance 
Premium  Subsidy  for  S  Corporations.  Because  the  full  earnings  of  S 
Corporation  shareholders  will  be  counted  in  determining  the  payroll  of  a 
business,  the  average  compensation  paid  by  S  Corporations  will  be  higher  than 
it  would  otherwise  be  and  the  possibility  of  reduced  (below  7.9%)  percentage 
limitations  (discussed  above  in  the  computation  of  mandatory  health  payments 
by  employers)  will  be  reduced. 
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V.  Modification  of  Employment  Tax  Rules  for  Limited  Partners. 

A.    Limited  Partners  Who  Materially  Participate  Lose  Exemption  from 
Employment  Taxes.  Current  law  excludes  from  self-employment  income 
subject  to  medicare  and  social  security  taxes  the  partnership  income  share  of  a 
"limited  partner,  as  such."  The  bill  would  exclude  only  the  shares  of  limited 
partners  who  do  not  materially  participate  in  the  activities  of  the  partnership. 
[While  the  target  of  this  provision  is  unclear,  it  appears  to  be  directed  at 
partners  who  take  shares  as  both  general  and  limited  partners  and  who  take  the 
position  that  there  are  no  employment  taxes  on  the  "limited  partner"  portion.] 
(Sec.  7141(b).) 

VI.  Extension  of  Medicare  Coverage  and  Medicare  Taxes  to  State  and 
Local  Government  Employees. 

A.  Medicare  Tax  Applicable  to  Services  Performed  After  September 
30.  1995.  The  2.9%  combined  medicare  tax  (1.45%  employer,  1.45% 
employee)  would  apply  to  the  wages  of  state  and  local  government  employees 
for  services  after  September  30,  1995.  Under  current  law,  state  and  local 
government  employees  who  began  work  prior  to  April  1,  1986  are  generally 
exempt  from  the  medicare  tax.  [The  last  time  the  Joint  Committee  on  Taxation 
scored  this  in  February  1993,  it  raised  $7.3  billion  in  the  period  1994  -  1998.] 
(Sec.  7142.) 

B.  Transition  Rule  for  Benefits.  The  employees  newly  subject  to  the 
medicare  tax  would  be  eligible  for  medicare  coverage,  subject  to  certain 
transition  rules. 

VII.  Limitation  on  Exclusion  for  Employer-Provided  Health  Benefits. 

A.    Current  Law.  The  Internal  Revenue  Code  provides,  in  17  words, 
that  "Gross  income  of  an  employee  does  not  include  employer-provided 
coverage  under  an  accident  or  health  plan."  The  bill  would  add  the  phrase 
"except  as  otherwise  provided"  to  the  beginning  of  that  sentence  and  then 
provide  several  new  pages. 
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B.    Bill  Limits  Exclusion.  Starting  on  January  1,  2003,  the  exclusion 
would  be  limited  to  "comprehensive  health  coverage"  and  "permitted  coverage." 
Anything  beyond  these  limited  amounts  would  be  taxed  to  the  employee  and 
included  in  wages  for  purposes  of  FICA,  FUTA,  and  withholding.  The  bill  does 
not  change  the  employer's  ability  to  deduct  extra  benefits.  (Sec.  7201.) 

1.  Comprehensive  Health  Coverage.  Comprehensive  health 
coverage  is  the  core  plan  specified  in  the  President's  bill  provided  through  an 
alliance. 

2.  Permitted  Coverage.  Permitted  coverage  means  sick  pay 
coverage,  coverage  for  permanent  injuries  under  I.R.C.  Sec.  105(c),  coverage 
provided  to  a  present  or  former  employee  after  age  65  unless  provided  by 
reason  of  current  employment  with  the  employer  providing  the  coverage, 
coverage  under  a  qualified  long-term  care  insurance  policy,  coverage  provided 
under  Federal  law  to  veterans  or  those  in  the  armed  services,  and  any  other 
coverage  determined  by  the  Secretary  of  the  Treasury  not  to  be  inconsistent  with 
the  purposes  of  the  rule  taxing  certain  benefits.  [This  is  a  very  broad  grant  of 
regulatory  authority  to  exempt  employer-provided  benefits  from  taxation, 
without  any  specification  of  standards  for  exercising  this  discretionary 
authority.] 

3.  Cafeteria  Plan  and  Flexible  Spending  Arrangement  Benefits 
Taxed  Sooner.  Cafeteria  plan  health  benefits  would  no  longer  be  permitted, 
and  health  benefits  provided  under  a  flexible  spending  arrangement  would  be 
taxed,  starting  on  January  1,  1997  (instead  of  the  general  2003  effective  date  for 
increased  benefits  taxation).  (Sees.  7201,  7202.) 

4.  First-Dollar  Benefits  Subject  to  Taxation.  According  to  the 
Treasury  explanation,  starting  on  January  1,  2003,  employer  payments  for 
supplemental  health  coverage,  including  comprehensive  plan  copayments  and 
deductibles,  will  be  taxable  to  the  employee. 

5.  Possibility  of  Cash  Benefits  Not  Per  Se  Taxable.  Under  the 
health  plan,  because  employers  cannot  discriminate  in  the  payment  of  benefits, 
they  will  have  to  offer  cash  benefits  to  employees  going  into  lower-cost  plans 
(see  discussion  above).  Employees  receiving  such  cash  benefits  will  be  taxed, 
but  other  employees  will  not  (despite  constructive  receipt  concepts  in  the  tax 
law  which  would  otherwise  apply). 
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VIII.  Health  Insurance  Deduction  for  Self-Employed. 

A.  Permanent  Extension  of  25%  Deduction.  The  25%  deduction  for 
purchase  of  health  insurance  by  self-employed  taxpayers  would  be  extended 
permanently  beyond  its  December  31,  1993  scheduled  expiration. 

(Sec.  7203(a).) 

B.  Changes  to  a  Deduction  of  Up  to  100%  of  Cost  of  Regional 
Alliance  Coverage.  Starting  on  the  earlier  of  January  1,  1997  or  the  date  the 
taxpayer  could  first  purchase  alliance  coverage,  self-employed  taxpayers  can 
deduct  100%  of  the  cost  of  comprehensive  benefits  purchased  from  an  alliance. 
(Sec.  7203(b).) 

1.  Deduction  Reduced  Where  Taxpayer  Has  Employees  for  Whom 
Taxpayer  Does  Not  Pay  100%  of  Cost.  Where  a  self-employed  taxpayer 

(S  Corporation  shareholder  or  partner)  has  employees,  the  deduction  is  reduced 
to  the  lowest  percentage  paid  by  the  employer  for  any  of  its  employees 
[probably  taking  into  account  any  reduction  available  as  part  of  the  small 
business  employer  subsidy  for  premiums]. 

2.  Deduction  Limited  to  Earned  Income. 

3.  Deduction  Not  Available  for  Taxpayers  Who  Are  Full-Time 
Employees  of  Some  Other  Employer. 

IX.  Limitation  on  Prepayment  of  Medical  Insurance  Premiums. 

A.    No  Deduction  for  Prepaid  Medical  Insurance  Premiums.  Starting  on 
January  1,  1997,  no  medical  expense  deduction  will  be  allowed  for  health 
insurance  premiums  paid  more  than  12  months  in  advance.  This  prepayment 
disallowance  rule  will  not  apply  to  payments  for  qualified  long-term  care 
policies  or  to  payments  (specifically  deductible  under  current  law)  made  before 
age  65  for  policies  to  cover  post-age  65  medical  expenses. 

X.  Employment  Status 

A.  Repeal  of  Section  530  of  1978  Tax  Act.  Current  law  (not  contained 
in  the  Internal  Revenue  Code)  has  since  1978  prohibited  the  I.R.S.  from  issuing 
rules  regarding,  and  provided  a  safe-harbor  for,  the  treatment  of  certain  workers 
as  independent  contractors.  The  I.R.S.  has  been  seeking  to  repeal  this  provision 
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with  some  regularity  since  1978.  Under  the  bill,  the  old  safe  harbor  would  be 
repealed  and  replaced  for  periods  after  1995,  but  the  I.R.S.  would  be  free  to 
issue  new  rules  as  soon  as  the  bill  is  enacted.  (Sec.  7303(c).) 

B.  New  Statutory  Definition  of  Employee.  The  Treasury  would  be 
permitted  to  issue  rules  defining  who  is  an  employee  for  purposes  of 
employment  taxes  (Social  Security,  Medicare,  FUTA,  wage  withholding,  etc.) 
and,  to  the  extent  provided  in  regulations,  income  taxes.  Because  the 
employment  tax  definition  of  "employee"  is  cross-referenced  in  the  Health  Plan 
definition  of  "employee"  (Sec.  1901(a)(1)(B)),  the  individuals  defined  as 
employees  for  tax  purposes  will  also  attract  mandatory  health  plan  premium 
payments  from  their  "employers."  This  new  provision  allows  the  I.R.S.  to 
override  all  other  provisions  of  law  except  the  new,  limited  safe  harbor 
discussed  below.  [This  provision  is  certain  to  be  of  extreme  concern  to  small 
business  as  it  gives  the  I.R.S.  carte  blanche  to  treat  workers  as  employees  and, 
thereby,  subject  them  to  the  full  panoply  of  employment  taxes  and  health  bill 
mandates.]  (Sec.  7301(a).) 

C.  Limited  Safe  Harbor.  The  old  safe  harbor  would  be  replaced  by  a 
new,  extremely  limited  safe  harbor.  To  avoid  being  penalized  for  misclassifying 
a  worker  during  a  particular  tax  period,  an  employer  would  have  to  satisfy 
consistency  requirements,  return  filing  requirements,  safe  harbor  requirements, 
and  non-notification  requirements. 

1 .  Consistency  Requirement.  The  employer  must  not  have  treated 
the  worker  (or  any  other  worker  holding  a  substantially  similar  position)  as  an 
employee  for  the  current  or  any  prior  period.  [This  same  rule  is  in  the  current 
safe  harbor.] 

2.  Return  Filing  Requirement.  The  employer  must  have  timely 
filed  all  returns  for  the  period  (including  information  returns)  with  respect  to  the 
worker  (and  workers  in  substantially  similar  positions),  and  those  returns  must 
have  been  consistent  with  the  position  that  the  worker  is  not  an  employee. 
There  are  de  minimis,  reasonable  cause,  and  substantial  compliance  exceptions 
to  the  requirement.  [This  is  tighter  than  the  current  safe  harbor  because  the 
returns  in  the  current  safe  harbor  are  limited  to  the  worker  in  question.] 

3.  Safe  Harbor  Requirements.  An  employer  must  satisfy  one  of 
the  following  safe  harbor  requirements:  (i)  reasonable  reliance  on  a  written 
I.R.S.  determination;  (ii)  reasonable  reliance  on  a  concluded  I.R.S.  audit  in 
which  the  rules  were  the  same  and  in  which  employment  status  was  actually 
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examined  and  found  to  be  acceptable  [the  current  safe  harbor  allows  reliance  on 
a  prior  audit  but  does  not  require  the  I.R.S.  to  have  raised  the  employment 
status  question  during  the  audit];  (iii)  reasonable  reliance  on  a  longstanding 
recognized  practice  of  a  significant  segment  of  the  employer's  industry  [this  safe 
harbor  is  in  current  law  and  disfavored  by  the  I.R.S.;  the  bill  makes  it 
inapplicable  after  the  issuance  of  regulations];  (iv)  support  by  substantial 
authority,  not  including  private  letter  rulings  issued  to  other  taxpayers 
[subsequent  authority  such  as  regulations  may  invalidate  this  safe  harbor  for 
future  periods]. 

4.   Non-notification  Requirement.  The  employer  must  not  have 
been  notified  in  writing  by  the  I.R.S.  to  treat  the  worker  (or  any  worker  holding 
a  substantially  similar  position)  as  an  employee.  [This  means  all  safe  harbors 
disappear  once  the  I.R.S.  decides  that  a  worker  is  an  employee.  No  appeal  of 
this  decision  is  permitted.] 

D.  New  Penalties.  The  penalty  for  any  failure  with  respect  to  an 
information  return  for  services  (other  than  as  an  employee)  would  be  increased 
to  the  greater  of  $50  or  5%  of  the  amount  required  to  be  reported  correctly  but 
not  so  reported.  This  penalty  would  remain  subject  to  an  overall  $250,000  per 
taxpayer  per  year  cap.  (Sec.  7302.) 

E.  Constitutional  Issue.  The  new  employment  status  rules  give  the 
Treasury  discretion  to  override  current  statutory  law.  This  could  raise  questions 
as  to  whether  the  provision  is  an  impermissible  delegation  of  legislative 
authority. 

F.  Revenues.  Published  reports  (e.g.,  Wall  St.  Journal,  10/29/93) 
indicate  that  the  Administration  scores  the  employment  status  provisions  as 
raising  only  $100  million  per  year,  all  from  the  penalty  increase.  [This  estimate 
may  understate  actual  federal  revenues  to  be  obtained  as  there  is  likely  to  be 
little  or  no  revenue  attributed  to  the  vast  grant  of  regulatory  authority  due  to  the 
uncertainty  over  how  and  when  that  authority  would  be  exercised.] 

XI.     Tax  Treatment  of  Funding  of  Retiree  Health  Benefits 

A.    Limitation  of  Deduction  for  Reserve  for  Retiree-Health  and  Life 
Insurance  Benefits.  Current  law  allows  employers  a  reserve  deduction  for  pre- 
funding  retiree  health  and  life  insurance  benefits  (typically  through  VEBAs). 
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The  deduction  is  to  be  taken  over  the  actuarially-calculated  working  lives  of  the 
employees.  The  bill  raises  revenue  by  providing  that  the  deduction  cannot  be 
taken  over  a  period  shorter  than  10  years.  (Sec.  7401(a).) 

B.  Additional  Rules  for  Treatment  of  Reserves.  Reserves  for  prefunded 
retiree  health  and  life  insurance  benefits  would  have  to  be  maintained  as  a 
separate  account.  Any  payment  from  the  reserve  account  for  other  than  post- 
retirement  medical  benefits  or  life  insurance  benefits  would  be  subject  to  a 
100%  penalty  tax.  No  reserve  deduction  would  be  allowed  for  funding  a  benefit 
to  the  extent  the  benefit  can  reasonably  be  anticipated  to  be  includible  in  gross 
income  when  provided.  The  separate  account  rule  would  apply  to  contributions 
made  after  the  date  of  enactment.  The  other  rules  for  reserves,  including  the 

10  year  rule  in  paragraph  A,  would  apply  to  contributions  made  on  or  after 
January  1,  1995. 

C.  Health  Benefit  Accounts  Maintained  bv  Pension  Plans. 
Contributions  to  retiree  health  accounts  in  pension  plans  would  be  disallowed 
starting  on  January  1,  1995,  except  in  the  case  of  collectively-bargained  plans 
which  (if  ratified  on  or  before  October  29,  1993)  would  be  given  up  to  three 
additional  years.  Employers  who  have  a  retiree  health  cost  reduction  due  to  the 
enactment  of  the  President's  plan  will  be  protected  from  failing  the  requirements 
of  I.R.C.  Sec.  420. 

XII.  Coordination  With  COBRA  Continuing  Care  Provisions 

A.    COBRA  Repealed  for  All  bv  1998.  The  right  of  employees  to 
continue  to  participate  in  employer  group  health  plans  after  leaving  employment 
will  cease  on  January  1,  1998,  or,  if  earlier,  when  all  of  the  States  have  a 
regional  alliance  in  effect.  Prior  to  that  time,  COBRA  coverage  will  cease  to 
apply  to  particular  individuals  when  they  become  eligible  for  alliance  coverage. 
(Sec.  7501.) 

XIII.  Tax-Exempt  Health  Care  and  Related  Organizations. 

A.    Charitable  Exemption  for  Hospitals  and  Other  Entities  Providing 
Health  Care  Services.  Hospitals  and  other  entities  providing  health  care  services 
will  lose  their  charitable  tax  exemptions  under  I.R.C.  Sec.  501(c)(3)  on  January 
1,  1995  unless  the  organization,  at  least  annually  and  with  the  participation  of 
community  representatives,  assesses  the  health  care  needs  of  the 


27 


community  and  develops  a  plan  to  meet  those  needs.  Health  maintenance 
organizations  would  be  subject  to  an  additional  requirement  [requirement  is 
unclear  because  of  an  apparently  incorrect  cross-reference].  (Sec.  7601.) 

B.  Clarification  of  When  an  HMO  is  Providing  Commercial-Type 
Insurance.  Under  current  law,  an  organization  is  not  eligible  for  tax  exemption 
if  any  substantial  part  of  its  activities  consists  of  providing  commercial-type 
insurance.  The  bill  provides  that  HMO  insurance  related  to  care  provided  other 
than  pursuant  to  a  pre-existing  arrangement  with  the  HMO  is  not  commercial- 
type  insurance.  On  the  other  hand,  the  bill  specifies  that  the  following  kinds  of 
insurance  are  commercial-type:  care  provided  by  the  HMO  to  its  members  at  its 
own  facilities  by  professionals  who  do  not  provide  substantial  health  care 
services  other  than  on  behalf  of  the  HMO;  primary  care  by  a  health  care 
professional  to  a  member  of  the  HMO  if  the  amount  paid  to  the  professional 
does  not  vary  with  the  amount  of  the  care  provided  to  the  member;  services 
other  than  primary  care  provided  pursuant  to  a  pre-existing  arrangement  with 
the  HMO;  and  emergency  care  provided  to  a  member  of  the  HMO  at  a  location 
outside  the  member's  area  of  residence.  The  Treasury's  explanation  appears  to 
be  in  conflict  with  the  statutory  language  of  the  bill  and  states  that  the  bill 
"clarifies  that,  except  for  'point  of  service'  benefits,  most  types  of  insurance 
provided  by  health  maintenance  organizations  are  not  commercial-type 
insurance."  [However,  our  reading  of  the  bill  is  that  the  primary  type  of 
insurance  provided  by  HMOs  is  commercial.  The  bill  says  that  most  HMO's 
are  taxable].  This  change  would  take  effect  on  date  of  enactment.  (Sec. 
7601(b).) 

C.  Clarification  That  Holding  Companies  Are  Not  Private  Foundations. 
The  bill  clarifies  that  tax-exempt  organizations  which  act  as  holding  companies 
to  other  medical  tax-exempt  organizations  are  not  private  foundations.  This 
change  would  take  effect  on  date  of  enactment.  (Sec.  7601(c).) 

D.  Regional  Alliances  Treated  as  Tax-Exempt.  Effective  on  the  date  of 
enactment,  regional  health  alliances  established  under  the  bill  will  be  exempt 
from  tax.  (Sec.  7603.) 

XIV.  Tax  Treatment  of  Taxable  Organizations  Providing  Health  Insurance 
and  Other  Prepaid  Health  Care  Services. 

A.    Taxable  Organizations  Treated  as  Property  and  Casualty  Insurance 
Companies.  Starting  on  January  1,  1997,  taxable  companies  issuing  accident 
and  health  insurance  contracts  (or  reinsurance  contracts  for  such  risks),  operating 
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as  an  HMO  [under  the  rules  discussed  above,  most  HMOs  would  be  taxable],  or 
entering  into  arrangements  under  which  fixed  premiums  (that  don't  vary  based 
on  the  amount  of  services  provided)  are  received  in  consideration  of  the 
provision  of  health  care  services,  will  be  treated  as  property  and  casualty 
insurance  companies.  (Sec.  7602.) 

1 .    Transition  Rules.  Transition  rules  are  provided  for  insurance 
companies  newly  subject  to  property  and  casualty  insurance  company  treatment. 
Previously  taxable  companies  will  have  to  take  any  tax  accounting  adjustments 
into  income  in  the  first  year.  Previously  tax-exempt  organizations  will  not  have 
to  take  into  income  any  accounting  adjustment  and  will  receive  a  fair  market 
value  basis  for  assets. 

B.    Blue  Cross/Blue  Shield  Organizations  Lose  Special  Tax  Benefits. 
Blue  Cross/Blue  Shield  Organizations  would  lose  (with  a  two-year  phase-out) 
the  special  deduction  they  have  under  current  law  (the  difference  between  25% 
of  their  health  claims  and  adjusted  surplus)  and  would  be  required  to  recapture 
(over  6  years)  prior  advantageous  treatment  of  unearned  premium  reserves. 

XV.    Tax  Treatment  of  Long-Term  Care  Insurance  and  Services. 

A.  Long-Term  Care  Services  Treated  as  Medical  Care.  Under  current 
law,  a  medical  expense  deduction  is  allowable  only  for  medical  care  (as  opposed 
to  custodial  care).  Starting  on  January  1,  1996,  the  bill  would  allow  long-term 
care  services  for  incapacitated  individuals  to  qualify  for  the  medical  expense 
deduction  (subject  to  the  7.5%  floor  of  current  law).  Qualifying  services  are 
necessary  diagnostic,  curing,  mitigating,  treating,  preventive,  therapeutic,  and 
rehabilitative  services  and  maintenance,  and  personal  care  services  (wherever 
performed).  The  primary  purpose  for  the  services  must  be  the  provision  of 
needed  assistance  with  at  least  one  of  the  activities  of  daily  living  or  protection 
from  threats  to  health  and  safety  due  to  severe  cognitive  impairment.  The 
services  must  be  provided  pursuant  to  a  continuing  care  plan  prescribed  by  a 
physician,  registered  professional  nurse,  or  other  professional  meeting 
requirements  established  by  the  Treasury  in  consultation  with  HHS.  Services 
provided  by  related  parties  would  not  qualify.  (Sec.  7701.) 

B.  Treatment  of  Long-Term  Care  Insurance.  The  bill  provides  several 
tax  benefits  relating  to  qualified  long-term  care  policies  (QLTP).  Long-term 
care  policies  are  defined  by  reference  to  a  model  act  published  by  the  NAIC. 
To  qualify  for  tax  benefits  these  policies  must  meet  several  non-tax 
requirements  specified  in  Sees.  2321  -  2326  relating  to  standardized  formats  for 
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ease  of  comparison,  coverage,  premiums,  sales  practices,  continuation,  and 
payment  of  benefits.  Another  condition  on  tax  benefits  is  that  the  policies  limit 
benefits  to  persons  certified  to  be  unable  to  perform  2  or  more  activities  of  daily 
living  or  to  have  a  severe  cognitive  impairment  Finally,  to  qualify  for  tax 
benefits,  the  policies  must  meet  certain  tax  requirements:  level  premiums  over 
the  insured's  life  expectancy  (or  20  years,  if  shorter);  no  cash  value;  dividends 
and  refunds  must  be  applied  to  purchase  future  or  increased  coverage;  refunds 
can't  exceed  premiums  paid  (and  refunds  are  treated  as  taxable  to  the  extent  of 
previous  deductions);  the  policy  does  not  provide  benefits  covered  under 
comprehensive  health  plans  or  under  Title  XVIII  of  the  Social  Security  Act;  and 
the  benefits  (whenever  paid)  under  all  policies  owned  by  the  individual  cannot 
exceed  a  specified  dollar  amount  ($150  per  day,  indexed  for  inflation  in  the  cost 
of  nursing  home  services).  (Sec.  7702.) 

1.  Premiums  Deductible  as  a  Medical  Expense.  Starting  January  1, 
1996,  premiums  for  QLTP  would  be  deductible  as  medical  expenses  (subject  to 
the  7.5%  floor  of  current  law). 

2.  Employer-Provided  Coverage.  For  policies  issued  after  1995, 
employer-provided  QLTP  coverage  would  be  deductible  to  the  employer  and 
excludible  (for  income  and  employment  tax  purposes)  by  the  employee. 
However,  in  order  for  this  tax  benefit  to  apply,  the  employer  must  offer  the 
coverage  on  a  non-discriminatory  basis.  This  means  that  all  employees  (except 
certain  classes  specified  below)  must  be  allowed  to  participate  and  the  benefits 
must  be  identical  for  all  employees  who  choose  to  participate.  The  employer  is 
permitted  to  exclude  employees  with  less  than  3  years  of  service,  employees 
under  age  25,  part-time  or  seasonal  employees,  and  non-resident  alien  employees 
with  no  income  from  U.S.  sources. 

3.  Benefits  Excludible.  For  policies  issued  after  1995,  benefits 
(other  than  dividends  or  premium  refunds)  paid  under  QLTP  (up  to  the  indexed 
$150  per  day  maximum  specified  above)  are  excludible  from  income. 

4.  Policies  Treated  as  Guaranteed  Renewable  Contracts.  QLTP  are 
treated  as  guaranteed  renewable  contracts  within  the  meaning  of  I.R.C.  Sec. 
816(e)  which  brings  the  issuers  within  the  ambit  of  life  insurance  company 
taxation. 

5.  Policies  Issued  as  Part  of  Life  Insurance  Contracts.  Special 
rules  are  provided  for  segregating  long-term  care  policies  (whether  or  not 
QLTP)  issued  as  part  of  life  insurance  contracts. 
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6.   Policy  Issuance  and  Exchange.  Policies  issued  before  1996 
which,  on  January  1,  1996,  qualify  as  QLTP  will  be  treated  as  issued  on  January 
1,  1996.  Prior  to  1996,  taxpayers  with  existing  long-term  care  policies  may 
exchange  them  for  QLTP  without  recognizing  gain  or  loss.  If,  in  addition  to 
receiving  a  QLTP,  the  individual  receives  cash  or  other  property,  gain 
recognition  is  limited  to  the  value  of  the  cash  or  property.  Reinvestment  of 
policy  surrender  proceeds  within  60  days  will  be  treated  as  an  exchange. 

C.  Tax  Treatment  of  Accelerated  Death  Benefits  Under  Life  Insurance 
Contracts.  Building  on  recent  Treasury  regulations,  for  taxable  years  beginning 
after  1993,  life  insurance  policy  distributions  to  terminally  ill  persons  will  be 
treated  as  paid  by  reason  of  death  and  therefore  qualify  for  exclusion  from 
income.  A  person  will  be  treated  as  terminally  ill  if  the  insurer  determines, 
after  receiving  certification  from  a  licensed  physician,  that  the  individual  can 
reasonably  be  expected  to  die  within  12  months.  The  bill  also  specifies  detailed 
rules  for  computing  the  amount  of  the  distribution  relative  to  the  value  of  the 
life  insurance  policy.  (Sec.  7703.) 

D.  Tax  Treatment  of  Companies  Issuing  Qualified  Accelerated  Death 
Benefit  Riders.    Policies  of  life  insurance  will  continue  to  qualify  as  such, 
notwithstanding  the  addition  of  qualified  accelerated  death  benefit  riders. 
(Sec.  7704.) 

XVI.  Tax  Incentives  for  Health  Services  Providers. 

A.    Credit  for  Primary  Health  Service  Providers.  Starting  on  January  1, 
1995,  there  would  be  a  $500  per  month  ($1,000  for  physicians)  non-refundable 
tax  credit  for  qualified  practitioners  practicing  in  an  area  certified,  at  the 
beginning  of  the  practice  period,  to  be  suffering  a  shortage  of  qualified 
practitioners.  [This  credit  is  likely  to  eliminate  income  tax  for  most  eligible 
providers.]  (Sec.  7801.) 

1 .  Credit  Limited  to  60  Consecutive  Month  Period.  Practitioners 
cannot  get  the  credit  for  more  than  one  60  consecutive  month  period  during 
their  lifetime. 

2.  Qualified  Practitioners.  Qualified  practitioners  are  physicians, 
physician  assistants,  nurse  practitioners,  and  certified  nurse-midwives. 


3.    Credit  Recaptured  if  Service  Lasts  Less  Than  Five  Years.  If  a 
taxpayer  leaves  qualifying  practice  during  the  first  two  years,  100%  of  the 
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credits  are  recaptured;  during  the  third  year  -  75%  is  recaptured;  during  the 
fourth  year  -  50%  is  recaptured;  and  during  the  fifth  year  -  25%  is  recaptured. 
The  Secretary  of  HHS  can  waive  the  recapture  when  caused  by  extraordinary 
circumstances.  The  recapture  is  not  treated  as  a  tax  payment  for  purposes  of 
satisfying  minimum  tax  liability. 

B.    Expensing  of  Medical  Equipment  Used  in  a  Shortage  Area.  The 
expensing  deduction  under  Section  1 79  of  the  Internal  Revenue  Code  (currently 
for  up  to  $17,500  of  qualifying  property  each  year)  would  be  increased  by  up  to 
$10,000  for  health  care  property  used  in  a  health  professional  shortage  area. 
Health  care  property  is  medical  equipment  used  in  the  screening,  monitoring, 
observation,  diagnosis,  or  treatment  of  patients  in  a  laboratory,  medical  or 
hospital  environment.  The  deduction  would  be  available  starting  January  1, 

1995.  (Sec.  7802.) 

XVII.  Miscellaneous  Tax  Provisions. 

A.    Credit  for  Cost  of  Personal  Assistance  Services  Required  by 
Employed  Individuals.  Moderate-income  employed  persons  would  be  permitted 
to  claim  a  non-refundable  tax  credit  of  up  to  $7,500  per  year  for  personal 
assistance  (PAS)  expenses.  This  provision  would  be  effective  on  January  1, 

1996.  (Sec.  7901.) 

1 .  PAS  Expenses.  PAS  services  would  have  to  be  necessary  in 
order  for  the  individual  to  engage  in  any  substantial  gainful  activity.  Qualifying 
PAS  services  would  include  assistance  to  carry  out  activities  of  daily  living, 
incidental  homemaker  chores,  assistance  with  life  skills  for  cognitively  impaired 
persons,  communication  services,  work-related  support  services,  coordination  of 
covered  PAS  services,  assistive  technology  and  devices  (including  training),  and 
certain  modifications  to  the  taxpayer's  principal  residence. 

2.  Credit  Amount.  The  credit  is  50%  of  the  qualifying  PAS 
expenses,  but  qualifying  PAS  expenses  are  limited  to  the  lesser  of  $15,000  or 
the  individual's  earned  income. 

3.  Phase-Out  of  Credit.  The  credit  percentage  is  reduced  by  10 
percentage  points  for  each  $5,000  by  which  the  taxpayer's  modified  adjusted 
gross  income  (AGI  increased  by  tax-exempt  interest  and  foreign  income 
exclusions)  exceeds  $45,000  ($2,500  for  each  $5,000  over  $22,500  for  married 
persons  filing  separately).  [According  to  the  Treasury  explanation,  there  is  no 
reduction  for  persons  with  income  under  $50,000  and  no  credit  for  persons  with 
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income  over  $70,000.] 

4.  Indexing  for  Inflation.  The  $15,000,  $22,500,  and  $45,000 
figures  are  all  indexed,  in  $1,000  increments,  for  inflation  after  1996. 

5.  No  Credit  for  Payments  to  Related  Persons.  Payments  to 
persons  related  to  the  taxpayer  are  not  eligible  for  the  credit. 

6.  No  Double  Benefit.  No  medical  expense  deduction  is  permitted 
for  amounts  on  which  the  credit  is  claimed.  Basis  in  any  property  on  which  the 
credit  was  claimed  is  to  be  reduced  by  the  amount  of  any  credit  allowed. 


B.  Denial  of  Tax-Exempt  Status  for  Borrowings  of  Health  Care-Related 
Entities.  Bond  proceeds  used  by  a  regional  or  corporate  alliance  or  a  State 
guaranty  fund  will  be  treated  as  used  in  a  private  business  use.  As  a  result, 
bond  issues  for  which  more  than  10%  of  the  proceeds  are  used  to  finance  the 
activities  of  the  alliances  or  State  guaranty  funds  will  be  treated  as  private 
activity  bonds  and  the  interest  on  the  bonds  would  be  taxable.  (Sec.  7902.) 

C.  Disclosure  of  Return  Information.  To  facilitate  the  administration  of 
programs  providing  assistance  under  the  health  bill,  the  Internal  Revenue 
Service  would  be  permitted  to  share  tax  return  information  with  federal  and 
State  agencies  (but  not  local  agencies).  (Sec.  7903.) 

D.  Early  Retiree  Health  Assessment.  According  to  the  Treasury 
explanation,  a  temporary  assessment  will  be  levied  on  employers  who  provided 
health  insurance  benefits  to  their  retired  workers  between  the  ages  of  55  and  64 
("early  retirees").  Beginning  in  1998,  the  assessment  will  be  levied  for  three 
years.  In  each  of  these  three  years,  employers  will  pay  50%  of  the  greater  of 
(1)  the  amount  that  firms  would  have  paid  for  covering  their  early  retirees  in  the 
absence  of  the  health  bill,  or  (2)  the  annual  average  of  the  actual  early-retiree 
health  benefits  paid  by  the  employer  during  the  period  1991-93,  adjusted  for 
medical  cost  inflation.  The  assessment  will  apply  to  both  government  and 
private  employers.  (Sec.  1201  [sic]  which  appears  at  page  1337  of  the  bill.) 

E.  Assessment  on  Premiums  in  Regional  Alliances.  According  to  the 
Treasury  explanation,  beginning  October  1,  1995,  a  1.5%  assessment  will  be 
applied  to  premiums  for  comprehensive  health  coverage  purchased  through 
regional  alliances. 
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CHARLES  H  MAIN.  ASSIST  AWT  STAFF  DWf  CTO* 
mOJJP  0  WOSELfY.  MMKMBTY  CHIf F  Of  STAFF 


COMMITTEE  ON  WAYS  AND  MEANS 

U&  HOUSE  OF  REPRESENTATIVES 
WASHINGTON,  DC  20615-6348 

October  28,  1993 


THE  CLINTON  HEALTH  PLAN:   IMPLICATIONS  FOR  THE  BUDGET 

Dear  Colleague: 

I  am  gravely  concerned  that  the  Administration  is 
shielding  the  President's  health  plan  from  fiscal 
accountability  by  declaring  it  be  "of f -budget . "     While  such 
a  position  must  seem  as  absurd  to  you  as  it  does  to  me,  I  do 
want  to  give  you  some  background  information  showing  why  the 
plan,   if  enacted,  must  be  counted  as  part  of  the  federal 
budget . 

Consider  the  magnitude  of  what  the  President  is 
proposing.     The  size  of  the  U.S.  government  would  increase 
by  one -third.     The  national  health  budget  would  explode  to 
something  double  the  entire  budget  of  Japan.     The  plan's 
employer  mandates  can  only  be  viewed  as  taxes.  President 
Clinton  will  add  a  $900+  billion  tax  program  to  the  $241 
billion  in  tax  increases  he  loaded  on  the  economy  just  two 
months  ago. 

My  reasons  for  insisting  that  President  Clinton  must 
be  held  fully  accountable  and  fiscally  responsible  by  having 
his  entire  plan  shown  as  part  of  the  federal  budget  are 
shown  in  the  attached  staff  analysis.     Included  are  two 
examples  of  comparable  federal  programs  already  shown  in  the 
U.S.  budget. 

Let's  call  the  plan  what  it  is:     the  largest  federal 
entitlement  ever  proposed. 


Ranking  Republican  Member 
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WHY  THE  CLINTON  HEALTH  PLAN  MUST  BE  COMPLETELY  "ON  BUDGET" 

1.  The  plan  is  a  federal  health  insurance  entitlement.  All 

essential  operating  features  would  be  prescribed  by  Federal  law. 
States  and  regional  alliances  would  be  acting  as  agents  of  the 
Federal  government,  not  autonomous  units. 

o  Not  only  would  Federal  law  pre-empt  state  law 
in  any  case  of  conflict,  but  the  plan  would  go  into  effect 
throughout  each  state  even  if  the  state  chose  not  to  enact 
the  enabling  legislation. 

o  Though  the  regional  alliances  would  be  not-for-profit 
corporations  operating  under  state  supervision,  they  would 
be  created  at  the  behest  of  the  Federal  government  and  all 
of  their  essential  features  would  be .determined  by  Federal 
law.     They  would  be  operating  arms  of  a  national  health 
system  created  and  governed  by  the  Federal  government. 

2 .  The  use  of  states  to  oversee  the  plan  and  the  use  of 
regional  health  alliances  to  operate  the  system  is  purely  a 
matter  of  administrative  convenience  to  the  Federal  government, 
not  a  matter  of  a  dispersion  of  power.     Neither  the  states  nor 
the  regional  alliances  would  have  autonomy:  their  operations 
would  be  purely  magisterial  "in  nature. 

3  .     The  insurance  premiums  would  be  compulsory  social 
insurance  taxes  arising  from  the  Federal  government's  sovereign 
power  rather  than  being  voluntary  exchange  transactions  between 
willing  participants. 

The  distinction  between  compulsory  taxes  and  insurance 
premiums  is  easy  to  discern  from  the  market .     Insurance  premiums 
involve  a  market -driven  payment  for  services.     The  premiums  are 
closely  related  to  the  value  to  the  buyer.     In  contrast,  taxes 
are  compulsory  assessments  by  the  government.     The  payments  are 
related  to  the  tax  base  and  rates  determined  by  the  government. 
Which  approach  would  prevail  in  this  case? 

Consider  the  case  of  two  similar  individuals  working  for 
the  same  employer.     One  of  these  has  an  annual  salary  of 
$100,000,  and  the  other  has  an  annual  salary  of  $20,000. 
Assuming  a  "premium"  at  7.9%,  the  Federal  government  would 
be  requiring  the  employer  and  employee  to  pay  $7,900  for 
"insurance"  in  the  first  case,  and  $1,580  for  the  same 
amount  of  insurance  in  the  second  case.     The  higher  payments 
for  the  higher  income  individual  have  nothing  to  do  with 
insurance :  they  involve  a  tax  to  support  lower  charges  to 
lower  income  individuals . 

The  plan  calls  for  the  states  to  be  given  responsibility  in 
the  first  instance  for  mandating  the  premiums        but  the  states 
would  be  compelled  to  do  so  by  the  Federal  government,  and  any 
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failure  of  a  state  to  comply  with  Federal  requirements  would  be 
overridden  by  Federal  law. 

Hence,  the  states  and  regional  alliances  would  simply  be 
agents  for  raising  and  spending  Federal  social  insurance  taxes. 
One  does  not  convert  Federal  money  into  non-Federal  money  simply 
by  bypassing  the  Treasury.     The  fiscal  reality  would  be  that  the 
Federal  government  would  mandate  annual  collections  of  roughly 
$0.9  trillion  of  social  insurance  taxes,  and  the  spending  of  the 
proceeds  from  those  taxes.     Failure  to  flow  these  funds  through 
the  budget  would  be  an  egregious  gap  in  financial  reporting  by 
the  government. 

4.     The  very  wording  taken  from  the  plan  --  the  objective  is 
to  create  a  "national  health  budget"  --  clearly  describes  its 
nature.     This  national  health  budget  is  not  intended  to  be  simply 
a  planning  document  --  it  is  intended  to  allow  the  Federal 
government  to  allocate  economic  resources   (financed  through 
compulsory  assessments)  greater  than  social  security  and  medicare 
combined. 

SIGNIFICANT  PROVISIONS  OF  THE  CLINTON  HEALTH  PLAN 
THAT  SHOULD  BE  RECORDED  ON  THE  FEDERAL  BUDGET 

1.  All  premium  charges  collected  by  the  alliances  (except 
those  paid  by  the  Federal  government)  would  arise  from  the 
Federal  government's  sovereign  power.     Hence,  they  should  be 
recorded  as  Federal  social  insurance  taxes   (i.e.,  Federal 
revenue,  not  offsetting  collections) . 

2 .  Any  penalties  assessed  by  the  alliances  would  be  Federal 
fines  or  penalties;  accordingly,   they  should  be  recorded  in  the 
budget  as  Federal  revenue . 

3.  The  cost  of  operating  the  alliances  --  both  the  payments 
to  health  plans  and  payments  for  administrative  expenses  --  would 
constitute  Federal  spending  and  should  be  recorded  as  budget 
outlays . 

4 .  Any  plans  set  up  by  large  employers  outside  of  the 
alliances  would  be  functionally  the  same  as  the  alliances,  and  it 
could  be  argued  that  they  have  a  similar  budgetary  impact. 

5.  Any  plans  established  by  States  under  this  program  would 
also  be  functionally  the  same  as  alliances,  and  should  be  treated 
by  the  budget  in  the  same  fashion  as  the  alliances . 

6 .  Any  Federal  payments  to  alliances   (such  as  medicare  and 
medicaid  buy- ins,  subsidies  for  low  wage  establishments,  and  the 
employer  share  of  Federal  employee  coverage)   should  be  recorded 
as  intra -governmental  transactions  --  payments  from  government 
accounts  to  other  government  accounts . 
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It  is  inappropriate  for  the  government  to  levy  taxes  and 
spend  the  proceeds  therefrom  outside  of  the  Treasury  financial 
management  system.    Accountability  would  be  greatly  improved  if  a 
separate  category  were  created  within  the  budget  to  isolate  these 
transactions  from  other  programs.     That  is,  summary  budget 
presentations  should  include  this  program  within  the  budget 
totals,  but  show  the  data  separately  so  that  users  could  readily 
see  the  size  of  the  health  care  program  and,  separately,  the 
other  Federal  programs. 

SIMILAR  FEDERAL  MANDATES  ARE  RECORDED  ON  BUDGET 

Consider  the  following  two  programs  similar  in  nature  to  the 
Administration  proposal  that  are  fully  recorded  in  the  U.S. 
budget . 

1.  The  Unemployment  Trust  Fund  is  the  best  single  example 
of  traditional  Federal  budget  practice  for  mixed  systems.  That 
fund  uses  two  major  financing  approaches:  " 

a.  The  Federal  government  directly  levies  social  insurance 
taxes  to  cover  administrative  costs  and  the  railroad  unemployment 
system. 

b.  The  Federal  government  induces  states  to  levy  social 
insurance  taxes,  deposit  the  proceeds  in  state  accounts  in  the 
Treasury,  and  withdraw  the  money  as  needed  to  make  unemployment 
benefit  payments. 

c .  Both  the  Federal  and  state  taxes  are  recorded  in  the 
Federal  budget  as  social  insurance  taxes  and  contributions,  and 
the  spending  financed  by  both  is  recorded  as  Federal  budget 
outlays . 

In  theory,  states  are  free  to  participate  in,  or  abstain 
from  participation  in,  the  system.      Federal  law,  however, 
stipulates  that  if  a  state  fails  to  participate  in  the  system, 
the  3%  Federal  tax  would  be  collected  but  no  Federal  unemployment 
benefits  would  be  provided  within  that  state. 

Because  provisions  of  the  Federal  law  are  so  coercive, 
Federal  budget  concepts  treat  the  states  as  acting  as  agents  of 
the  Federal  government  rather  than  acting  in  an  independent 
capacity.     Thus,  the  "state"  taxes  are  Federal  revenue,  and  the 
"state"  spending  is  Federal  budget  outlays. 

2.  The  UMWA  Benefits  Fund.     One  of  the  Administration's 
arguments  in  favor  of  excluding  the  national  health  plan  from  the 
Federal  budget  is  that  the  money  is  not  supposed  to  pass  into 
Treasury  hands :  it  is  to  flow  to  and  from  the  health  financing 
intermediaries   (mainly  regional  health  alliances) . 

The  budgetary  treatment  of  the  new  UMWA  Benefits  Funds 
refutes  this  approach. 
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a.  These  funds  were  created  by  Federal  law  to  finance 
health  benefits  for  retired  coal  miners.    Eligibility  for  . 
benefits  is  defined  in  Federal  law,  as  are  the  level  of  benefits 
and  the  types  of  health  care  plans  to  be  made  available. 
Benefits  are  to  be  funded  by  premiums  assessed  on  private  coal 
companies.     The  level  of  premiums  was  initially  established  by 
statute;  it  is  to  be  set  subsequently  by  the  Secretary  of  HHS. 

b.  The  funds  are  managed  by  a  board  of  directors  and 
staffed  by  personnel  defined  as  being  non-Federal  employees,  and 
the  law  designates  these  funds  as  being  private. 

c.  Despite  this,  both  OMB  and  CBO  concluded  that  the 
substance  of  the  program  constitutes  Federal  taxes  and  Federal 
spending,  and  the  funds  are  included  in  the  "budget  on  that  basis 
That  is,  the  budgetary  classification  is  based  on  the  substance 
of  the  transaction.     The  Federal  government,  has  created  agents 
(the  funds)  to  collect  taxes  and  spend  the  proceeds  of  the  taxes 
The  financial  operations  of  those  agents  --  even  if  they  do  not 
go  through  the  normal  Treasury  procedure  for  accounting  for 
Federal  money  --  are  operations  of  the  Federal  government  and 
should  be  reported  as  such  in  the  budget. 

CONCLUSION 

For  all  of  the  above  reasons,  the  entire  Clinton  health 
plan,  the  largest  federal  entitlement  ever  proposed,  must  be 
properly  shown  as  a  part  of  the  federal  budget. 
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Chairman  Rostenkowski.  I  want  to  thank  you,  gentlemen.  Mr. 
Secretary,  you  are  no  stranger  to  this  committee,  both  in  your  ca- 
pacity as  Secretary  of  the  Treasury,  working  in  the  administration 
and  certainly  in  your  service  in  the  U.S.  Senate.  I  certainly  want 
you  to  know  that  we  appreciate  your  taking  time  out  to  work  with 
us  on  the  financing  provisions  of  the  administration's  Health  Secu- 
rity Act. 

I  understand  that  you  have  time  constraints  that  you  would  like 
to  be  out  of  the  committee  room  by  about  noon.  We  will  try  to  work 
within  that  framework.  I  would  like,  however,  to  point  out  that  Mr. 
Archer  and  I  may  have  to  leave  about  10:25  because  we  have  to 
appear  before  the  Rules  Committee  as  witnesses  on  another  sub- 
ject. 

Welcome,  Mr.  Secretary,  we  are  looking  forward  to  your  testi- 
mony. 

STATEMENT  OF  HON.  LLOYD  M.  BENTSEN,  SECRETARY  OF 

THE  TREASURY 

Secretary  Bentsen.  Thank  you  very  much,  Mr.  Chairman,  Mr. 
Archer,  and  members  of  the  committee.  I  am  delighted  to  be  here. 
I  must  say  that  having  been  in  this  committee  room  many  times, 
it  is  a  somewhat  different  perspective  from  this  side  of  the  table. 
I  have  a  longer  statement  that  I  would  like  to  put  in  the  record, 
but  if  I  might  summarize  

Chairman  Rostenkowski.  Without  objection. 

Secretary  Bentsen.  Thank  you.  I  have  a  deep  personal  interest 
in  the  issue  of  health  care  reform.  I  worked  with  many  of  you  on 
this  committee  on  various  phases  of  it  in  the  past.  Reforming  the 
Nation's  health  care  system  is  one  of  the  President's  highest  prior- 
ities. I  think  it  would  be  a  good  idea  to  look  at  why  reform  is  nec- 
essary before  I  take  us  through  some  of  the  details  of  the  approach 
that  we  have  chosen. 

First,  there  are  inefficiencies  and  inequities  in  our  system,  and 
I  think  we  are  all  aware  of  that,  but  they  raise  health  care  costs 
to  those  who  pay  the  bills.  Getting  sick  can  mean  that  the  cost  of 
your  coverage  escalates  beyond  reason  or  that  insurers  decide  to 
drop  a  person  or  even  an  entire  group  from  coverage. 

Our  current  system  does  not  engender  security.  It  fosters  insecu- 
rity about  having  health  insurance,  and  that  is  wrong.  We  are  the 
only  nation  in  the  industrialized  world  without  universal  coverage, 
and  that  is  wrong.  If  you  look  at  that  chart  over  there  you  can  see 
the  differential,  the  great  discrepancy  with  the  other  industrialized 
nations  of  the  world  and  the  substantial  number  of  people  that  we 
have  without  health  insurance— 37  million  of  them.  One-quarter  to 
one-third  of  them  are  children  who  don't  have  the  security  of 
health  insurance.  Another  22  million  have  inadequate  protection, 
and  that  is  wrong. 

Furthermore,  our  system  contains  a  built-in  brake  on  the  econ- 
omy which  we  want  to  eliminate.  It  is  called  job  lock.  I  think  all 
of  us  have  had  a  relative,  a  friend,  someone  we  know,  who  has  not 
been  able  to  take  a  job  that  would  have  meant  increased  pay  for 
his  or  her  family  because  he  or  she  had  a  child,  a  spouse,  someone 
with  a  preexisting  condition,  and  he  or  she  was  locked  in. 
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Almost  two-fifths  of  the  insurers  in  this  Nation  exclude  preexist- 
ing conditions  of  new  policyholders.  Surveys  show  that  nearly  one- 
third  of  the  workers  in  this  country  say  they  feel  locked  into  their 
job  because  of  the  fear  of  losing  their  health  insurance. 

A  third  problem  we  must  resolve  is  the  issue  of  affordability.  Mil- 
lions and  millions  of  Americans  go  without  insurance  because  they 
can't  afford  insurance  even  if  they  have  a  job.  Recent  estimates  in- 
dicate that  by  next  year  there  will  be  about  $25  billion  in  what  we 
call  uncompensated  care. 

I  know  of  two  hospitals  in  Texas,  two  alone  that  last  year  had 
a  total  of  over  $80  million  worth  of  uncompensated  care.  Because 
of  this  cost-shifting  problem,  those  who  have  insurance  pay  the  cost 
of  care  for  those  who  do  not  have  coverage,  and  according  to  some 
studies,  that  cost-shift  drive  drives  up  insurance  premiums  for  the 
rest  of  Americans  by  around  10  percent. 

This  Nation  pays  far  too  much  for  health  care.  We  spend  about 
14  percent  of  the  gross  domestic  product  on  health  care,  but  the 
state  of  our  health  is  no  better  than  that  of  other  industrialized  na- 
tions that  spend  no  more  than  10  percent  of  their  GDP  on  health 
care.  In  fact,  we  are  behind  in  some  areas.  The  cost  of  health  care 
is  rising  far  faster  than  inflation,  and  if  we  don't  control  it,  we  will 
be  devoting  nearly  19  percent  of  the  GDP  to  health  care  by  the 
turn  of  the  century,  and  that  is  just  unsustainable. 

It  is  eating  up  the  pay  of  working  Americans,  and  if  you  look  at 
that  chart,  you  will  see  that  if  insurance  costs  had  stayed  at  the 
same  share  of  payroll  for  the  past  20  years,  our  workers  could  be 
making  an  extra  thousand  dollars  each  a  year.  Some  projections 
say  if  we  do  nothing,  all  projected  wage  increases  in  the  next  dec- 
ade could  go  to  increasing  health  care  costs.  Talk  about  going  back- 
ward. 

Finally,  there  are  serious  inefficiencies  in  our  system.  Excess  ca- 
pacity and  waste.  We  have  studies  showing  that  we  are  losing 
about  $80  billion  a  year  to  fraud  and  abuse.  We  could  put  that 
money  to  better  use.  As  a  nation,  we  spent  roughly  $45  billion  last 
year  on  paperwork.  We  have  more  hospital  beds  than  we  can  fill, 
and  prices  keep  rising.  It  is  not  a  pretty  picture. 

For  our  economy  to  function  at  its  best,  we  must  make  this  sys- 
tem more  efficient  and  more  cost-effective.  If  we  do  that,  we  will 
make  available  the  resources  needed  to  provide  universal  coverage. 

Mr.  Chairman,  when  you  announced  these  hearings,  you  said  you 
wanted  to  look  at  what  effect  the  President's  program  would  have 
on  the  economy,  and  I  would  like  to  address  that  point.  What  I  be- 
lieve will  happen  is  that  many  businesses  will  see  their  expenses 
for  health  insurance  fall.  As  everyone  is  brought  into  the  system, 
and  as  we  control  costs,  the  administration  projects  that  by  the  end 
of  the  decade,  business  will  be  spending  at  least  $10  billion  less  per 
year  on  health  services.  That  money  will  probably  go  mostly  for 
better  wages  and  benefits,  but  a  portion  may  also  be  invested  in 
plant  and  equipment  that  will  improve  productivity,  be  paid  out  to 
shareholders,  or  even  be  used  to  lower  prices. 

Each  option  contributes  in  a  meaningful  way  to  stimulating  the 
economy.  There  are  also  going  to  be  some  important  benefits  for 
small  businesses.  Those  who  do  provide  coverage  for  their  employ- 
ees, and  about  two-thirds  do  that  right  now,  will  see  their  insur- 
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ance  administrative  costs  come  down.  There  is  no  reason  they 
should  be  paying  40  percent  for  administration.  Furthermore,  as 
free  riders  throughout  the  system  are  eliminated,  premiums  for 
those  already  providing  coverage  to  their  workers  will  be  lowered, 
and  they  will  benefit  from  being  part  of  health  alliances  that  can 
negotiate  prices  for  them. 

Lastly,  getting  rid  of  health-related  job-lock  and  welfare-lock  will 
add  efficiency  to  the  economy  over  the  long  term. 

In  our  view,  Mr.  Chairman,  the  key  to  the  success  of  any  health 
program  reform  is  universal  coverage.  I  recall  Lawton  Chiles,  who 
was  a  colleague  of  mine  in  the  Senate.  What  he  discovered  when 
he  became  Governor  of  Florida  was  that  he  had  to  modify  his  ear- 
lier views  on  universal  coverage  and  cost  containment.  While  in  the 
Senate,  he  thought  you  had  to  control  costs  first,  then  extend  cov- 
erage to  everyone.  After  becoming  Governor  of  Florida,  he  came  be- 
fore the  Senate  Finance  Committee  and  testified  that  he  had 
changed  his  mind,  that  universal  coverage  addresses  the  cost  shift- 
ing and  thus  is  critical  to  controlling  costs. 

If  I  might,  I  would  like  to  discuss  how  President  Clinton's  pro- 
gram is  structured  and  how  the  revenue  included  in  the  plan  will 
be  obtained.  To  avoid  major  disruptions,  the  new  system  will  be  fi- 
nanced primarily  like  the  current  system.  The  key  to  making  this 
plan  effective  is  to  build  on  the  system  of  insuring  individuals 
through  their  employers. 

Most  businesses,  small  and  large,  already  cover  their  workers. 
Nine  out  of  every  10  Americans  with  private  health  insurance  get 
it  through  work.  Just  as  they  do  today,  employer  and  individual 
health  insurance  premiums  will  pay  for  the  bulk  of  health  cov- 
erage. In  general,  employers  will  pay  80  percent  of  the  average  pre- 
mium. 

Requiring  a  contribution  from  the  employer  minimizes  the  dis- 
ruption to  our  current  system.  However,  to  help  ease  firms  into  the 
new  system,  the  plan  limits  to  7.9  percent  the  percentage  of  payroll 
that  would  be  devoted  to  health  care  premiums.  Small,  low-wage 
firms  and  individuals  of  modest  means  would  be  provided  special 
discounts,  and  of  course,  through  the  bargaining  power  of  health 
alliances  premium  rates  can  be  lowered. 

Now,  before  I  deal  with  some  of  the  specific  revenue  issues,  there 
are  four  general  points  I  want  to  make.  First,  our  plan  is  the  only 
comprehensive  proposal  that  spells  out  exactly  what  benefits  will 
be  provided  and  how  it  will  be  financed.  That  is  the  only  fiscally 
responsible  way  to  do  it. 

During  the  development  of  the  plan,  the  administration  con- 
sulted with  some  of  the  Nation's  best  actuaries  and  health  care  ex- 
perts. I  feel  confident  we  have  approached  the  difficult  and  complex 
estimating  process  in  a  very  responsible  way. 

Second,  we  have  protected  both  the  private  sector  and  the  public 
sector  from  cost  overruns  by  insisting  on  accountability;  third,  this 
plan  will  be  phased  in  to  allow  sufficient  time  to  make  adjustments 
should  we  find  that  further  modifications  are  needed;  and,  fourth, 
there  are  plenty  of  plans  out  there,  and  some  have  asked  me  why 
we  didn't  set  up  a  system  with  just  one  payer  like  the  Canadian 
system. 
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The  President  decided  he  didn't  want  to  create  a  big  new  govern- 
ment program,  but  rather  wanted  to  build  on  what  we  have,  and 
I  agree.  We  have  faith  in  the  markets.  What  we  have  done  should 
free  insurers  from  having  to  resort  to  practices  such  as  cherry  pick- 
ing to  stay  in  business. 

Our  plan  clearly  spells  out  the  costs  to  the  Federal  Government 
and  how  we  are  going  to  pay  for  them.  Major  costs  include  dis- 
counts to  eligible  businesses  and  to  individuals,  long-term  care,  and 
the  new  Medicare  drug  benefit. 

Now,  funding  for  these  and  improvements  in  coverage  will  come 
largely  from  slowing  the  growth  in  Medicare  and  Medicaid;  a  75- 
cent  increase  in  the  tax  on  a  pack  of  cigarettes;  an  assessment  on 
large  companies  that  choose  to  establish  corporate  alliances;  and 
increased  revenues  as  compensation  shifts  from  nontaxable  health 
care  benefits  to  taxable  wages. 

As  to  the  excise  tax  on  cigarettes,  we  would  raise  it  from  the  cur- 
rent 24  cents  to  99  cents  per  pack.  The  administration  also  pro- 
poses to  increase  the  Federal  excise  tax  rates  on  all  other  tobacco 
products.  As  members  on  both  sides  of  the  aisle  in  this  committee 
have  been  saying  for  years,  increases  in  tobacco  taxes  will  promote 
better  health,  not  just  among  adults,  but  very  importantly  among 
our  children.  I  am  particularly  concerned  about  the  use  of  tobacco 
products  by  adolescents. 

The  health  security  plan  also  contains  a  1  percent  payroll  assess- 
ment on  large  employers  who  opt  to  form  their  own  health  alli- 
ances. That  will  contribute,  among  other  things,  to  underwriting 
important  work  in  health  research  from  which  every  American  ben- 
efits. 

Another  major  revenue  source  in  the  package  is  the  tax  receipts 
that  will  be  resulting  therefrom,  and  that  accounts  for  about  $23 
billion  over  the  estimating  period.  As  health  care  costs  fall  and  em- 
ployers devote  these  savings  to  taxable  wages,  more  personal  in- 
come and  payroll  tax  revenue  will  be  generated. 

Now,  there  are  other  tax  provisions  in  the  President's  health 
plan  to  accomplish  many  of  the  goals  of  this  committee.  For  exam- 
ple, the  individual  income  tax  health  insurance  deductions  for  self- 
employed  taxpayers  will  be  increased  to  100  percent  of  the  cost  of 
a  comprehensive  benefit  package,  and  how  many  of  us  have  urged 
that  that  change  in  tax  law  be  made?  This  plan  brings  that  about. 

We  have  tax  incentives  to  encourage  doctors,  nurses,  and  other 
health  professionals  to  work  in  rural  areas  and  inner  cities,  and 
furthermore,  we  propose  to  modify  the  current  tax  treatment  of 
long-term  care  expenses  and  insurance,  and  we  propose  basing 
Medicare  part  B  premiums  on  income,  with  additional  premiums 
being  paid  bv  single  taxpayers  with  incomes  above  $90,000  and 
married  couples  with  incomes  above  $115,000. 

In  conclusion,  the  administration  has  offered  a  bold  and  com- 
prehensive plan  to  give  Americans  health  security  and  to  take 
charge  of  health  care  costs.  Next  year  alone,  before  we  fully  phase 
in  our  plan,  the  Nation's  health  care  costs  will  exceed  $1  trillion. 
That  is  $1  out  of  every  $7  in  our  economy  as  illustrated  by  that 
chart. 

There  has  been  a  sea  change  in  public  opinion  about  health  care. 
Americans  recognize  that  our  health  care  system  needs  a  com- 
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prehensive  overhaul.  It  is  clear  to  me  we  are  going  to  do  something 
about  it  in  this  Congress.  You  need  only  look  at  the  legislative 
landscape  to  figure  that  out.  There  are  no  fewer  than  a  half  dozen 
plans  on  the  table.  And  there  is  quite  a  bit  of  similarity  among 
many  of  them. 

For  example,  all  but  one  call  for  some  form  of  competition.  Every 
plan  gets  rid  of  exclusions  for  preexisting  conditions,  every  one  of- 
fers a  choice  of  health  plans  and  providers,  several  call  for  the  cre- 
ation of  a  National  Health  Board,  and  many  propose  increasing  the 
deduction  for  self-employed  Americans.  So  we  have  a  significant 
amount  of  common  ground  here,  but  the  President's  plan  is  one  of 
only  two  that  are  truly  universal  and  comprehensive. 

It  provides  universal  coverage,  builds  on  our  existing  system  of 
obtaining  insurance,  contains  a  Medicare  drug  benefit,  a  long-term 
care  benefit,  cigarette  taxes,  and  a  requirement  that  employers 
help  pay  for  health  insurance.  While  it  is  designed  to  encourage 
managed  competition,  it  also  has  a  budget  to  ensure  its  account- 
ability under  OMB  and  CBO  scoring  rules. 

I  have  been  waiting  for  a  long  time  for  a  President  willing  to 
take  the  lead  on  this  issue.  The  health  care  problem  will  cripple 
our  economy  if  we  don't  act,  and  I  am  proud  to  be  part  of  an  ad- 
ministration willing  to  seize  this  opportunity.  The  President  wants 
a  bipartisan  solution  to  this  problem.  It  is  an  American  issue,  not 
a  partisan  issue. 

The  President  and  I  look  forward  to  working  with  each  of  you  on 
this  committee  and  others  in  the  Congress  to  enact  a  comprehen- 
sive and  lasting  reform  of  our  health  care  system.  Thank  you. 

[The  prepared  statement  follows:] 
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RECORD  TESTIMONY  OF  TREASURY  SECRETARY  LLOYD  BENTSEN 
BEFORE  THE 
HOUSE  WAYS  AND  MEANS  COMMITTEE 
NOVEMBER  16,  1993 

Chairman  Rostenkowski ,  Congressman  Archer,  members  of  the 
committee:     It  is  a  pleasure  to  have  the  opportunity  to  discuss 
the  President's  comprehensive  health  reform  plan  with  you  today. 

I  have  a  deep  personal  interest  in  this  topic.  I'm  sure  you 
recall  we've  worked  closely  over  the  years  when  I  was  chairman  of 
the  Senate  Finance  Committee  on  many  of  these  issues. 

Reforming  the  nation's  health  care  system  is  one  of 
President  Clinton's  highest  priorities.     I  think  it  would  be  a 
good  idea  to  look  at  why  reform  is  necessary  before  I  take  us 
through  some  of  the  details  of  the  approach  we  have  chosen. 

First,  there  are  inefficiencies  and  inequities  in  our  system 
that  raise  health  care  costs  to  those  who  pay  the  bills.  Getting 
sick  can  mean  that  the  cost  of  your  coverage  escalates  beyond 
reason,  or  that  insurers  decide  to  drop  a  person  or  even  an 
entire  group  from  coverage.    Our  system  doesn't  engender 
security,  it  fosters  insecurity  about  having  health  insurance. 
That's  wrong. 

We  are  the  only  nation  in  the  industrialized  world  without 
universal  coverage.    That's  wrong.     Fifteen  percent  of  all 
Americans  —  37  million  of  them,  one  third  of  them  children  — 
don't  have  the  security  of  health  insurance.     Twenty-two  million 
more  have  inadequate  protection.    That's  wrong. 

Furthermore,  our  system  contains  a  built-in  brake  on  the 
economy  which  we  want  to  eliminate.     It's  called  job-lock. 
Almost  two-fifths  of  the  insurers  in  this  nation  exclude  pre- 
existing conditions  of  new  policyholders.     Surveys  show  that 
nearly  one-third  of  the  workers  in  this  country  say  they  feel 
locked  into  their  job  because  of  health  insurance. 

We  have  a  relatively  mobile  work-force,  far  more  mobile  than 
that  of  Europe.     Eliminating  this  particular  problem  could 
improve  that  mobility,  free  more  workers  to  upgrade  their  jobs 
and  improve  their  standard  of  living. 

A  third  problem  we  must  resolve  is  the  issue  of 
af fordability.    Millions  and  millions  of  Americans  go  without 
insurance,  many  because  they  can't  afford  it,  even  if  they  do 
have  a  job.    Recent  estimates  indicate  that  by  next  year  there 
will  be  about  $25  billion  in  what  we  call    "uncompensated  care," 
all  of  it  picked  up  by  those  who  have  insurance.     I  know  of  two 
hospitals  in  Texas  which  together  had  about  $80  million  in 
uncompensated  care  just  last  year. 

Because  of  this  cost-shifting  problem,  those  who  have 
insurance  pay  the  cost  of  care  for  those  who  do  not  have  the 
coverage.     And,  according  to  some  studies,  that  cost-shift  drives 
up  insurance  premiums  for  all  Americans  more  than  10  percent. 

This  nation  also  pays  far  too  much  for  health  care.  We 
spend  about  14  percent  of  our  Gross  Domestic  Product  on  health 
care,  and  the  state  of  our  health  is  no  better  than  that  of  other 
industrialized  nations  that  spend  no  more  than  10  percent  of 
their  GDP  on  health  care.     In  fact,  we're  behind  in  some  areas. 
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We've  seen  some  moderation  in  the  rate  of  inflation  in  the 
health  field  of  late,  but  it's  still  going  up  three  times  the 
rate  of  overall  consumer  price  inflation.     If  we  don't  get  this 
issue  under  control,  the  percentage  of  our  GDP  devoted  to  health 
care  costs  will  be  more  than  19  percent  by  the  turn  of  the 
century.     That's  unacceptable. 

What  this  unrelenting  increase  is  doing  is  eating  up  the  pay 
of  working  Americans.  If  insurance  costs  had  stayed  at  the  same 
share  of  payroll  for  the  past  20  years,  our  workers  could  be 
making  an  extra  $1,000  each  a  year.     Some  projections  show  that 
if  nothing  is  done,     every  bit  and  more  of  projected  wage 
increases  in  the  coming  decade  could  be  consumed  by  health  care 
costs.     Talk  about  going  backwards! 

Finally,  there  are  serious  inefficiencies  in  our  system, 
excess  capacity,  and  waste.     We've  seen  studies  showing  that 
we're  losing  about  $80  billion  a  year  to  fraud  and  abuse  — 
that's  about  8  percent  of  our  total  spending.     We  could  sure  put 
that  money  to  better  use.     We  spent  more  than  5  percent  of  our 
total  health  budget        or  roughly  $45  billion  last  year  —  on 
paperwork.     We  have  more  hospital  beds  than  we  can  fill,  and 
prices  keep  going  up. 

It  is  not  a  pretty  picture.     For  our  economy  to  function  at 
its  best,  we  must  make  this  system  more  efficient  and  more  cost- 
effective.     If  we  do  that,  we  will  make  available  the  resources 
we  need  to  provide  universal  coverage. 

Mr,  Chairman,  when  you  announced  these  hearings,  you  said 
you  wanted  to  look  at  what  effect  President  Clinton's  program 
will  have  on  the  economy.     I'd  like  to  address  that  point. 

What  I  think  will  happen  is  that  many  businesses  will  see 
their  expenses  for  health  coverage  fall.     As  everyone  is  brought 
into  the  system,  and  as  we  cut  costs,  we  project  that  by  the  end 
of  the  decade  business  will  be  spending  about  $10  billion  less 
per  year  on  health  services. 

That  money  will  probably  go  mostly  for  better  wages  and 
benefits,  but  a  portion  may  also  be  invested  in  plant  and 
equipment  that  will  improve  productivity,  be  paid  out  to 
shareholders,  or  even  be  used  to  lower  prices.     Every  one  of 
those  options  contributes  in  a  meaningful  way  to  stimulating  the 
economy. 

There  are  also  going  to  be  some  important  benefits  for  the 
small  businesses  in  this  nation.     Those  who  do  provide  coverage 
for  their  employees  • —  and  about  two  thirds  do  right  now  —  will 
see  their  insurance  administrative  costs  come  down.     There  is  no 
reason  they  should  be  spending  up  to  40  percent  for 
administration.     Furthermore,  as  free  riders  throughout  the 
system  are  eliminated,  premiums  for  those  already  providing 
coverage  to  their  workers  will  be  lowered.     And  they'll  benefit 
from  being  part  of  health  alliances  that  can  negotiate  prices  for 
them. 

Lastly,  and  I  mentioned  this  a  bit  earlier,  getting  rid  of 
health-related  job  lock  and  welfare  lock  will  add  efficiency  to 
the  economy  over  the  long-term. 

In  our  view,  Mr.  Chairman,  the  key  to  the  success  of  any 
health  reform  program  is  universal  coverage.     You  recall  when 
Lawton  Chiles  was  chairman  of  the  Budget  Committee  in  the  Senate. 
He  was  convinced  that  it  was  necessary  to  control  health  care 
costs  before  extending  coverage  to  everyone.     Lawton  left  the 
Senate  and  became  governor  of  Florida.     Within  less  than  a  year 
he  was  back  telling  the  Finance  Committee  that  he  had  changed  his 
mind.     Having  universal  coverage  ends  the  cost-shifting,  and  is 
critical  to  controlling  costs. 
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If  I  might,  I'd  like  now  to  discuss  how  President  Clinton's 
program  is  structured  and  how  the  revenue  will  be  obtained. 

To  avoid  major  disruptions,  the  new  system  will  be  financed 
primarily  like  the  current  system.     The  key  to  making  this  plan 
effective  is  to  build  on  the  system  of  insuring  individuals 
through  their  employers.    Most  businesses,  small  and  large, 
already  cover  their  workers.    Nine  of  every  10  Americans  with 
private  health  insurance  get  it  through  work.    Just  as  they  do 
today,  employer  and  individual  health  insurance  premiums  will  pay 
for  the  bulk  of  health  coverage. 

In  general,  employers  will  be  required  to  pay  80  percent  of 
the  average  premium.     Requiring  a  contribution  from  the  employer 
minimizes  the  disruption  to  our  current  system.     However,  to  help 
ease  firms  into  the  new  system,  the  plan  limits  to  7.9  percent 
the  percentage  of  payroll  that  would  be  devoted  to  health  care 
premiums.     Small  low-wage  firms  and  individuals  of  modest  means 
would  be  provided  special  discounts.    And,  through  the  bargaining 
power  of  health  alliances,  premium  rates  can  be  lowered. 

Before  I  deal  with  some  of  the  specific  revenue  issues, 
there  are  four  general  points  I  want  to  make. 

First,  our  plan  is  the  only  comprehensive  proposal  that 
spells  out  exactly  what  benefits  will  be  provided  and  how  it  will 
be  financed.    This  is  the  only  fiscally  responsible  thing  to  do. 
During  the  development  of  the  plan,  the  administration  consulted 
with  the  nation's  best  actuaries  and  health  care  experts.     I  feel 
confident  we  have  approached  a  difficult  and  complex  estimating 
process  in  a  very  responsible  way. 

Second,  we  have  protected  both  the  private  sector  and  the 
public  sector  from  cost  overruns  by  insisting  on  accountability. 

Third,  this  plan  will  be  phased  in,  which  allows  sufficient 
time  to  make  adjustments  should  we  find  that  modifications  are 
needed. 

And  fourth,  there  are  plenty  of  plans  out  there,  and  some 
people  have  asked  me  why  we  didn't  set  up  a  system  with  just  one 
payer,  like  the  Canadian  system.    The  President  decided  from  the 
early  days  that  he  didn't  want  to  create  a  big,  new  government 
program,  but  rather  wanted  to  build  on  what  we  have.     I  agree 
with  him.     We  have  faith  in  the  markets.     What  we've  done  should 
free  our  insurers  from  having  to  resort  to  practices  such  as 
cherry-picking  to  stay  in  business.     A  market-based  approach  will 
encourage  them  to  compete  on  the  basis  of  quality  and  price, 
without  competitors  skimming  off  only  the  healthy  population,  the 
cream  of  the  insurance  business. 

Our  plan  clearly  spells  out  the  costs  to  the  federal 
government  and  how  we  are  going  to  pay  for  them,  including 
discounts  to  eligible  businesses  and  individuals,  long  term  care 
and  the  new  Medicare  drug  benefit.     Funding  for  these,  and  for 
program  improvements  will  come  largely  from  slowing  the  growth  in 
Medicare  and  Medicaid,  a  75-cent  increase  in  the  tax  on  a  pack  of 
cigarettes,  an  assessment  on  large  companies  that  choose  to 
establish  corporate  alliances,  and  increased  revenues  as 
compensation  shifts  from  non-taxable  health  care  benefits  to 
taxable  wages. 

Now,  as  to  some  specific  revenue  items  in  the  bill.  Our 
proposal  contains  a  number  of  provisions  that  have  been  of 
particular  interest  to  this  committee  over  the  years. 
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As  you  know,  the  plan  includes  a  proposal  to  increase  the 
tax  on  tobacco  products.     Specifically,  the  excise  tax  on 
cigarettes  would  be  increased  by  75  cents  per  pack  —  raising  the 
federal  tax  from  the  current  level  of  24  cents  to  just  under  a 
dollar  a  pack.     The  administration  also  proposes  to  increase  the 
federal  excise  tax  rates  on  all  other  tobacco  products. 

As  members  on  both  sides  of  the  aisle  in  this  committee  have 
been  saying  for  years,  increases  in  tobacco  taxes  will  promote 
better  health  —  not  just  among  adults,  but  very  importantly 
among  our  children.     I  am  particularly  concerned  about  the  use  of 
tobacco  products  by  adolescents. 

Although  we  know  it  will  promote  better  health,  I  want  to 
elaborate  briefly  on  this  point.    This  is  an  entirely  appropriate 
way  to  finance  health  care  for  several  reasons. 

First,  tobacco  consumption  is  the  leading  preventable  cause 
of  death  and  disease  in  the  United  States.     As  members  of  this 
committee  know,  it  accounts  for  about  half  a  million  deaths  a 
year  and  billions  of  dollars  in  health  care  costs. 

Second,  since  the  President's  health  care  plan  does  not 
generally  allow  differential  health  insurance  premiums  for 
smokers  and  non-smokers,  the  fact  of  the  matter  is  that  non- 
smokers  will  bear  some  of  the  increased  health  costs  of  smokers. 
This  proposal  helps  make  up  for  that. 

Studies  by  the  Department  of  Health  and  Human  Services,  as 
well  as  the  Canadian  experience,  demonstrate  that  raising  tobacco 
taxes  can  successfully  discourage  the  use  of  tobacco  products  by 
the  young.     This  is  particularly  true  for  the  proposed  increase 
in  taxes  on  smokeless  tobacco.     Studies  have  shown  that  nearly  20 
percent  of  male  high  school  students  use  this  type  of  tobacco, 
and  it  presently  is  taxed  at  a  disproportionately  low  rate  in 
comparison  to  cigarettes. 

The  health  security  plan  also  contains  a  1  percent  payroll 
assessment  on  large  employers  who  opt  to  form  their  own  health 
alliances.     That  will  contribute,  among  other  things,  to 
underwriting  important  work  in  health  research  from  which  every 
American  benefits. 

Another  major  revenue  source  in  the  package  is  the  tax 
receipts  that  will  result.     This  accounts  for  about  $23  billion 
over  the  estimating  period.     Let  me  explain.  Increased 
competition,  greater  cost-consciousness  on  the  part  of  both 
consumers  and  providers,  and  other  cost  containment  measures  will 
lower  health  insurance  costs.     Standard  revenue  estimating  rules 
assume  that  as  tax-preferred  employer  health  care  costs  go  down, 
more  worker  compensation  will  come  in  the  form  of  taxable  wages. 
That  will  generate  more  income  and  payroll  taxes,  despite  the 
increased  number  of  workers  covered. 

There  are  other  tax  provisions  in  the  President's  health 
plan  that  will  accomplish  many  of  the  goals  of  this  committee. 

For  example,  the  individual  income  tax  health  insurance 
deductions  for  self-employed  taxpayers  will  be  increased  to  100 
percent  of  the  costs  of  the  comprehensive  benefit  package. 
Members  of  both  parties  on  this  committee  have  been  trying  to  get 
that  done  for  years.     It's  time  we  got  it  done.     We  propose  that 
a  self-employed  taxpayer  could  claim  the  full  100  percent 
deduction  once  the  state  of  residence  establishes  a  regional 
alliance.     Until  then,  the  25  percent  health  insurance  deduction 
for  self-employed  workers  will  continue. 
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In  addition,  I  know  that  many  of  you  here  are  very 
interested  in  making  certain  our  rural  residents,  and  those  who 
live  in  the  inner  cities,  have  adequate  access  to  quality  health 
care.     This  plan  does  that  with  incentives  that  encourage  doctors 
and  nurses  to  locate  in  underserved  areas. 

We  are  proposing  two  tax  incentives  to  encourage  adequate 
medical  care  in  all  areas  of  the  country.  A  physician  who  starts 
working  full-time  in  an  area  designated  as  being  short  of  health 
professionals  can  receive  a  tax  credit  of  up  to  $1,000  per  month 
for  up  to  60  months.  Other  health  care  providers  doing  the  same 
in  these  areas  can  receive  a  tax  credit  of  up  to  $500  per  month. 
In  addition,  all  physicians  who  work  in  these  areas  will  be  able 
to  expense  an  additional  $10,000  for  medical  equipment  each  year. 

There  are  other  ways  the  tax  system  will  be  used  to  achieve 
other  objectives  of  the  health  plan.     For  example,  we  encourage 
through  the  tax  system  private  long  term  care  insurance. 

The  plan  proposes  to  modify  the  current  tax  treatment  of 
long-term  care  expenses  and  insurance.     Long-term  care  expenses 
incurred  by  certain  incapacitated  individuals  will  be  treated  as 
deductible  medical  expenses,  and  taxpayers  will  be  able  to 
exclude  up  to  $150  a  day  from  taxable  income  for  benefits  paid 
under  qualified  long-term  care  policies.     In  addition,  employers 
could  deduct  the  premiums  paid  for  these  policies,  and  employees 
will  also  be  able  to  exclude  the  value  of  this  employer-provided 
coverage  from  taxable  income. 

There  is  another  point  that  many  on  this  committee  have  been 
discussing  for  some  time.     This  legislation  will  base  the 
Medicare  Part  B  premiums  on  income,  for  high-income  enrollees. 
Many  members  have  supported  this  proposal.     High-income  taxpayers 
who  enroll  in  part  B  will  see  their  premiums  gradually  increased 
from  about  25  percent  of  program  costs  to  up  to  75  percent  of 
program  costs.     The  additional  premiums  will  be  paid  by  single 
taxpayers  with  income  above  $90,000,  and  married  couples  with 
income  above  $115,000.     We  anticipate  this  will  affect  about  2.5 
percent  of  beneficiaries. 

Lastly,  there  have  been  some  concerns  raised  about  whether 
employers  will  be  able  to  shift  their  work  force  to  independent 
contractor  status  to  avoid  any  responsibility  for  financial 
support  of  health  reform.     We're  are  intent  that  this  will  not  be 
permitted  to  happen. 

Under  the  Act,  a  worker's  status  is  to  be  determined  under 
the  same  rules  that  apply  for  employment  tax  purposes  under  the 
Internal  Revenue  Code.     We  believe  that  following  the  existing 
employment  tax  rules  will  not  impose  additional  administrative 
burden  on  employers  and  is  preferable  to  developing  a  new  set  of 
rules  that  would  apply  only  for  health  care  purposes. 

We  are  aware  that  in  some  cases  the  employment  tax  rules  are 
not  clear.     The  subjective  nature  of  the  common  law  test  on  which 
those  rules  are  based  makes  it  difficult  both  for  taxpayers  to  be 
certain  they  are  correctly  classifying  their  workers  and  for  the 
government  to  achieve  even-handed  administration.     Because  the 
stakes  are  increased  significantly  by  health  care  reform,  the  Act 
includes  provisions  that  are  intended  to  ensure  that  anti-abuse 
rules  can  be  developed  to  prevent  gaming  of  the  employer  mandate 
and  premium  discounts.     Let  me  emphasize,  however,  that  we  do  not 
foresee  these  new  rules  as  substantially  departing  from  the 
current  law  or  resulting  in  significant  reclassification  of 
workers.    Rather,  we  would  strive  to  develop  clearer  and  more 
objective  standards  on  which  employers  can  rely. 

We  realize  that  worker  classification  issues  are  difficult 
and  that  others  have  sought  solutions  to  these  issues  in  the 
past.     We  want  to  open  a  dialogue  between  the  administration, 
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Congress  and  employers  on  how  these  goals  can  be  achieved. 
Over  the  past  several  years,  for  example,  the  IRS  has  worked  with 
several  industry  groups  as  part  of  its  Compliance  2000  initiative 
to  develop  standards  for  worker  classification  in  those 
particular  industries.     Representatives  of  those  industry  groups 
have  confirmed  to  us  that  these  efforts  have  been  productive,  and 
we  intend  to  build  on  that  work.     In  addition,  we  anticipate  and 
look  forward  to  guidance  from  Congress  as  this  legislation 
proceeds. 

CONCLUSION 

The  administration  has  offered  a  bold  and  comprehensive  plan 
to  give  Americans  health  security  and  take  charge  of  health  care 
costs.     Next  year  alone,  before  we  can  fully  phase  in  our  plan, 
our  nation's  health  care  bill  will  exceed  $1  trillion.  That's 
one  dollar  of  every  seven  in  our  economy. 

The  plan  we  have  drafted  accomplishes  everything  many  of  us 
tried  to  do  in  the  last  Congress,  and  much  more.     You  may  recall, 
Mr.  Chairman,     that  last  year  we  worked  together  to  fashion 
several  proposals  that,  taken  together,  would  have  made  important 
but  incremental  progress  in  extending  health  coverage  to  low 
income  families.     I  helped  develop  some  of  those  bills  because  at 
the  time  it  was  as  far  as  I  thought  we  could  go  in  achieving 
reform  of  the  health  care  system. 

Things  have  changed.     It  has,  in  fact,  been  a  sea  change. 
Americans  recognize  that  our  health  care  system  needs  a 
comprehensive  overhaul.     You  can  see  that  reflected  in  every  poll 
in  every  newspaper  you  pick  up.     Americans  are  concerned  about 
what's  become  of  our  system  of  health  care,  and  they  have  a  right 
to  be. 

It  is  clear  to  me  that  we  are  going  to  do  something  this 
Congress.     You  need  only  look  at  the  legislative  landscape  to 
figure  that  out.     There  are  no  fewer  than  half  a  dozen  plans  on 
the  table.     There  is  quite  a  bit  of  similarity  among  many  of 
them.     For  example,  all  but  one  call  for  some  form  of 
competition.     Every  plan  wants  to  get  rid  of  exclusions  for  pre- 
existing conditions.     Every  plan  offers  a  choice  of  health  plans 
and  providers.     Several  call  for  creation  of  a  national  health 
board.     And  many  propose  increasing  the  deduction  for  self- 
employed  Americans. 

We  have  a  significant  amount  of  common  ground  here.  But 
only  the  President's  plan  is  truly  universal  and  comprehensive. 
It  provides  universal  coverage,  builds  on  our  existing  system  of 
obtaining  insurance,  contains  a  Medicare  drug  benefit,  a  long 
term  care  benefit,  cigarette  taxes,  a  requirement  that  employers 
help  pay  for  health  insurance,  and,  while  it  is  designed  to 
encourage  managed  competition,  it  also  has  a  backup  mechanism  to 
ensure  savings. 

I've  been  waiting  a  long  time  for  a  president  willing  to 
take  the  lead  on  this  issue.     The  health  care  problem  will 
cripple  our  economy  if  we  don't  act.     I'm  proud  to  be  part  of  an 
administration  willing  to  seize  this  opportunity. 

President  Clinton  is  committed  to  universal  coverage  and 
comprehensive  benefits,  with  lifetime  coverage,  and  cost 
protections  for  every  American.     He  is  committed  to  choice  in 
health  care. 

Furthermore,  President  Clinton  is  intent  on  seeing  that  the 
quality  of  health  care  improves.     He  wants  to  reduce  the 
paperwork  burden  for  individuals  and  employers.     He  wants  to  make 
everyone  responsible  for  health  care.     And,  he  is  intent  on 
financing  the  Health  Security  plan  in  a  responsible  manner.  This 
plan  does  all  of  that  with  minimal  government  intrusion. 

The  President  wants  a  bipartisan  solution  to  this  problem. 
It  is  an  American  issue,  not  a  partisan  one.     The  President  and  I 
look  forward  to  working  with  each  of  you  on  this  committee,  and 
others  in  Congress,  to  enact  a  comprehensive  and  lasting  reform 
of  our  health  care  system. 


Thank  you. 
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Mr.  Pickle  [presiding].  Mr.  Secretary,  we  appreciate  your  state- 
ment very  much  and  we  appreciate  the  leadership  that  you  and  the 
President  and  the  administration  are  giving  to  help  us  to  advance 
this  plan. 

Now,  we  are  going  to  ask  the  members  for  their  comments,  and 
I  am  going  to  start. 

I  am  going  to  tell  the  members  we  will  be  limited  on  the  time 
for  each  one,  so  I  will  commence.  Mr.  Secretary,  first,  under  the 
plan  that  has  been  proposed  by  Mr.  Cooper,  and  by  our  colleague, 
Mr.  Grandy,  everyone  would  have  access  to  a  basic  benefit  plan. 
But  if  a  plan  is  offered  that  is  more  generous  and  extra  benefits 
are  given,  under  that  plan,  as  I  understand  it,  the  extra  benefits 
would  be  taxed  based  on  the  increased  value. 

Now,  the  idea  sounds  good,  but  my  concern  is  how  are  we  going 
to  administer  those  extra  values  or  benefits?  Would  the  govern- 
ment be  able  to  check  it?  Can  you  handle  that  administratively? 
Would  the  IRS  be  able  to  handle  this  or  what  would  be  your  plans 
on  that  particular  approach? 

Can  you  comment  on  that? 

Secretary  Bentsen.  I  think  what  you  see  in  that  provision,  Mr. 
Chairman,  is  that  we  are  trying  to  make  people  cost  conscious,  ob- 
viously, to  put  incentives  into  the  system  for  savings.  And  you 
would  have  a  standard  benefit  plan  where  the  excess  above  that 
value  of  the  standard  benefit,  as  you  have  properly  stated,  would 
be  subject  to  tax.  Employees  will  simply  exclude  from  taxable  in- 
come employer  payments  for  the  standard  plan.  The  package  will 
not  have  to  be  valued  in  any  other  way. 

Mr.  Pickle.  Would  this  be  an  administrative  nightmare  for  the 
Internal  Revenue  Service?  Would  it  have  to  be  brought  in  to  each 
one  of  these  decisions? 

Secretary  Bentsen.  I  think  because  the  standard  benefit  plan  is 
defined,  it  becomes  quite  obvious  when  benefits  exceed  the  stand- 
ard. 

Mr.  Pickle.  Well,  I  would  like  to  know  more  about  it  because  I 
still  think  that  it  will  be  an  intense  problem.  Now,  I  want  to  ask 
you  a  question  with  respect  to  independent  contractors. 

As  you  stated  in  your  remarks,  there  would  be  discounts  offered 
to  employers  and  with  discounts  being  offered  to  small  employers 
it  would  seem  to  me  that  many  businesses  might  have  an  incentive 
to  improperly  classify  their  workers  as  an  independent  contractor 
rather  than  as  an  employee.  Is  this  a  concern?  Will  you  be  able  to 


Secretary  Bektsen.  Congressman,  I  think  you  are  right  that 
there  is  an  incentive  in  this  plan  for  a  lot  of  employers  to  try  to 


done  is  that  we  have  included  language  entitling  us  to  develop  tar- 
geted antiabuse  rules.  The  act  includes  targeted  antiabuse  provi- 
sions which  balances  recognition  of  the  varied  relations  involving 
workers  with  a  need  to  limit  employers'  ability  to  avoid  health  care 
obligations  by  intentionally  misclassifying  their  workers  as  inde- 
pendent contractors.  These  rules  are  essential  to  preserving  the  in- 
tegrity and  the  overall  fairness  of  a  reformed  health  care  system. 
Mr.  Pickle.  Who  will  issue  the  rules? 
Secretary  Bentsen.  I  beg  your  pardon? 


classify  workers  as  independent 
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Mr.  Pickle.  Who  will  issue  the  rules?  How  do  you  control  an  em- 
ployer? 

Secretary  Bentsen.  The  Treasury  Department.  First,  the  act  au- 
thorizes the  Treasury  Department  to  issue  prospective  regulations 
for  determining  the  classification  of  workers  for  health  care  and 
employment  tax  purposes,  and  the  focus  of  that  will  be  to  keep  peo- 
ple from  gaming  the  health  care  system  in  the  future. 

It  will  be  to  provide  clear  and  more  objective  rules  without  re- 
sulting in  substantial  reclassification  of  workers.  It  is  prospective 
guidance. 

Mr.  Pickle.  Well,  I  think  a  prospective  approach  probably  will 
be  more  fair,  but  I  think  this  is  a  potential  problem  that  we  snould 
address  at  the  very  beginning  because  otherwise  some  employers 
might  abuse  it. 

Lastly,  Mr.  Secretary,  your  revenue  estimate  for  the  increase  in 
tax  on  tobacco  products  is  approximately  $65  billion. 
Secretary  Bentsen.  That  is  correct. 

Mr.  Pickle,  can  you  give  me  a  breakdown  on  the  taxes  involved? 
I  know  there  will  be  a  75-cent  increase  per  pack  on  cigarettes. 
What  about  the  other  tobacco  products  that  you  also  tax?  What 
amount? 

I  am  particularly  concerned  about  cigars  because  many  of  my 
cigar  people  said  they  are  going  to  be  completely  put  out  of  busi- 
ness. Can  you  give  me  a  breakdown  on  the  other  items  over  and 
above  cigarettes? 

Secretary  Bentsen.  First,  let  me  give  you  the  amount  of  money 
we  are  talking  about.  You  are  quite  right  when  you  say  the  amount 
we  are  to  collect.  We  are  looking  at  some  $60  billion  on  cigarettes 
alone.  We  are  looking  at  about  .76  billion  on  cigars,  about  3.6  on 
smokeless,  .3  billion  on  pipe,  and  .15  on  others,  roll  your  owns  and 
the  rest  of  it. 

Let  me  give  it  to  you  in  another  way.  The  tax  on  cigarettes  would 
go  to  99  cents,  on  small  cigars  the  tax  would  be  77  cents  per  pack, 
on  large  cigars  it  would  be  10  cents  per  cigar,  on  pipe  tobacco  it 
would  be  82  cents  per  ounce,  on  snuff  it  would  be  96  cents  per  tin, 
on  chewing  tobacco  it  would  be  $2.37  per  pouch. 

Mr.  Pickle.  Mr.  Secretary,  if  you  will  give  us  that  for  the  com- 
mittee, I  think  other  members  would  like  to  have  that  same  infor- 
mation. I  am  glad  to  have  it. 

Secretary  Bentsen.  I  would  be  delighted. 

Mr.  Pickle.  I  am  sure  many  of  us  are  getting  complaints  because 
people  in  the  tobacco  field  recognize  they  are  going  to  be  taxed  and 
they  don't  want  to  carry  the  whole  burden  because  some  of  them 
contend  that  the  other  "sins"  could  also  enjoy  a  little  increase  in 
excise  tax. 

Secretary  Bentsen.  Congressman,  what  we  are  looking  at  here 
is  a  directly  related  health  problem. 
Mr.  Pickle.  I  understand. 

Secretary  Bentsen.  Attributed  to  tobacco  to  a  very  substantial 
degree  more  than  to  these  others. 
Mr.  Pickle.  I  understand.  Well,  thank  you,  Mr.  Secretary. 
Now  the  Chair  will  recognize  Mr.  Thomas. 
Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 
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Mr.  Secretary,  as  I  indicated  in  my  opening  statement,  let  me 
say  I  just  have  two  questions  that  I  want  to  ask  during  my  initial 
questioning  period.  The  first  one  is  that  the  gentleman  from  Texas, 
Jake  Pickle  and  I  were  proud  to  be  cosponsors  of  the  super  IRA 
which  in  part  allowed  for  a  tax-free  accumulation  of  dollars  to  be 
spent  for,  among  other  purposes,  medical  expenses,  along  with 
fir st- time  home  buying  and  college. 

In  your  opening  statement,  you  clearly  explained  why  the  Presi- 
dent did  not  move  in  the  direction  of  the  single-payer  system,  and 
I  agree  with  your  analysis  on  that.  I  would  be  curious,  just  briefly, 
if  there  was  any  discussion,  either  within  the  task  force  or  your  in- 
volvement with  the  task  force  given  your  background  in  terms  of 
tax-free  accumulation  of  dollars  in  accounts  to  be  spent  for  medical 
purposes  partially,  if  there  was  any  serious  discussion  about  the 
Medisave  concept  or  a  tax-free  accumulating  amount  to  be  spent 
for  medical  purposes.  If  there  was,  why  wasn't  it  included.  If  there 
wasn't,  do  you  believe  that  the  President's  plan  could  accommodate 
such  a  concept? 

Secretary  Bentsen.  Well,  the  President's  plan,  like  the  Medisave 
plan,  relies  on  consumers  to  make  the  informed  choices  about  their 
health  insurance.  Both  approaches  assume  that  consumers  will 
share  the  financial  responsibility  for  purchasing  insurance  coverage 
and  paying  for  care  at  the  point  of  service  in  order  to  encourage 
cost-conscious  decision  making. 

The  Medisave  model,  however,  does  not  guarantee  universal  cov- 
erage. That  is  the  big  point.  Without  such  coverage  

Mr.  Thomas.  I  agree  with  that,  but  could  it  be  a  component  in 
the  plan  that  the  President  has  offered  which  does  guarantee  that; 
that  is,  an  option  for  people  along  with  the  other  components  or  do 
you  see  it  as  incompatible? 

Secretary  Bentsen.  Insofar  as  what  can  be  done  in  the  way  of 
cost  savings  and  bringing  it  about  and  the  discipline  of  the  manda- 
tory coverage,  I  would  question  it,  frankly. 

Mr.  Thomas.  I  appreciate  it.  Earlier  comments  by  the  chairman 
of  the  subcommittee  addressed  the  difficulty  we  have  had  with  the 
budget  rules,  and  you  indicate  the  President's  plan  had  to  live  up 
to  these  budget  rules.  What  appear  to  be  safeguards,  that  is,  if  you 
desire  to  spend  more  than  you  had  anticipated,  are  the  so-ca'  lied 
PAYGO  rules.  These  require  you  to  fund  additional  increases,  mak- 
ing it  appear  as  though  once  you  begin  a  process  of  reducing  Medi- 
care or  Medicaid  that  you  can  actually  achieve  some  real  savings. 

My  concern,  Mr.  Secretary,  is  reflected  in  the  chart  over  on  the 
easel.  I  hope  you  have  a  copy  in  front  of  you,  and  if  you  don't,  we 
would  like  to  provide  it  to  vou. 

[The  chart  referred  to  follows:] 
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CBO  Baseline  Projections 
For  Medicare  &  Medicaid 

(by  fiscal  year  in  $billions) 

Medicaid 

 1992  1993  1994  1995  1996  Totals 

Jan.  1991*      $57  $64  $72    $80    $90  $363  billion 

Jan.  1993**  $68  $80  $92  $105  $118  $463  billion 
Difference. 

1993-1991   +11  +16  +20    +25    +28  $100  billion 

$100  billion  added  to  Medicaid  CBO  baseline  between  Jan.  1991  &  Jan. 
1993  Budget  Outlooks  due  to  "technical  corrections."  Technical 
adjustments  not  subject  to  PAYGO  requirements. 

Medicare 

 1992  1993  1994  1995  1996  Totals 

Jan.  1991*    $127  $140  $156  $173  $194  $790  billion 

Jan.  1993**  $129  $146  $167  $188  $211  $841  billion 
Difference, 

1993-1991     +2  +6    +11    +15    +17    $51  billion 

$51  billion  added  to  Medicare  CBO  baseline  between  Jan.  1991  &  Jan. 
1993  Budget  Outlooks  due  to  "technical  corrections."  Technical 
adjustments  not  subject  to  PAYGO  requirements. 


*  The  Economic  and  Budget  Outlook  Fiscal  Years  1992-1996,  January  1991.  Congressional  Budget  Office,  p.  91 
**The  Economic  and  Budget  Outlook:  Fiscal  Years  1994-1998,  January  1993,  Congressional  Budget  Office,  p.49 
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Mr.  Thomas.  Those  numbers  might  be  kind  of  small  for  you.  All 
it  does  is  show,  for  example,  what  the  CBO  estimate  in  January 
1991  was  for  the  Medicaid,  1992  to  1996.  That  total  was  $363  bil- 
lion, and  the  Medicare  in  January  1991  over  the  period  1992  to 
1996,  that  total  was  $790  billion. 

Interestingly,  by  January  1993,  through  technical  corrections, 
CBO  has  now  adjusted  Medicaid  to  be  not  $363  billion  but  $463  bil- 
lion over  that  same  period.  There  is  $100  billion  added  through 
technical  corrections  which  are  not  subject  to  the  PAYGO  provi- 
sions. Similarly,  Medicare,  in  the  1991  to  1993  period,  went  from 
a  $790  billion  estimate  to  a  $841  billion  estimate.  Once  again,  $51 
billion  was  added  to  the  cost  in  the  same  years  by  technical  correc- 
tions, not  subject  to  the  PAYGO  provisions. 

Are  you  folks  at  all  concerned  about  this  budget  business  in 
which  future  technical  corrections  can  swamp  any  savings  that  we 
may  have  anticipated  through  these  kinds  of  technical  corrections 
which  don't  require  Congress?  If  Congress  isn't  required,  it  is  pret- 
ty obvious  they  are  not  going  to  pay. 

Secretary  Bentsen.  Let  me  say  that  in  this  we  have  done  our  es- 
timates. We  have  massaged  them,  we  have  done  them  through 
HCFA,  we  have  done  them  through  Treasury,  we  have  done  them 
through  the  hiring  of  outside  experts  such  as  the  Urban  Institute. 
This,  I  think,  is  as  extensive  an  analysis  of  costs  and  estimates  as 
I  have  ever  seen. 

Now,  to  tell  you  that  they  are  totally  correct  in  every  respect,  of 
course  not.  There  will  be  mistakes,  and  that  is  one  of  the  reasons 
that  we  have  put  the  caps  on  subsidies,  to  put  some  circuit  break- 
ers into  the  plan  to  protect  the  taxpayer. 

Mr.  Thomas.  Mr.  Secretary,  I  am  not  talking  about  mistakes.  I 
am  talking  about  between  1991  and  1993,  $151  Trillion  added  to  the 
cost  of  the  Medicare  and  Medicaid  program  through  technical  cor- 
rections. We  can  be  eaten  alive  when  we  are  dealing  with  hundreds 
of  billions  of  dollars  in  these  adjustments,  and  I  know  you  share 
my  concern  as  well.  We  have  got  to  examine  the  current  budget 
system  which  simply  isn't  the  real  world,  and  I  appreciate  your 
statements. 

Secretary  Bentsen.  Thank  you. 

Mr.  Pickle.  Thank  you,  Mr.  Thomas. 

Now  the  Chair  recognizes  Mr.  Rangel  for  questions. 

Mr.  Rangel. 

Mr.  Rangel.  I  thank  the  chairman. 

Mr.  Secretary,  welcome  home,  and  we  think  that  it  is  just  a  great 
task  that  the  administration  has  performed  in  bringing  to  the  Na- 
tion the  importance  of  improving  our  health  delivery  system,  and 
not  only  as  a  budget  deficit  reduction,  but  just  as  important  as  re- 
lates to  our  productivity  and  competition.  It  also  deals  with  a  lot 
of  bad  health  habits  that  are  very  costly. 

I  just  received  some  figures,  and  I  assume  that  they  are  the  same 
as  yours,  that  an  annual  loss  of — annual  cost  of  health  care  as  re- 
lates to  tobacco  use  would  be  around  $21  billion,  and  further  the 
Lung  Association  would  say  that  if  you  included  in  that  figure  lost 
productivity,  it  could  get  as  high  as  $65  billion.  Has  the  adminis- 
tration compiled  an  estimate  of  the  health  costs  as  relates  to  to- 
bacco use? 


57 

Secretary  Bentsen.  Well,  we  find  that  smokers  inflict  significant 
costs  on  others  as  well  as  on  themselves.  Raising  that  tax  on  to- 
bacco products  is  a  way  of  making  the  price  more  reflective  of  the 
social  cost  of  smoking,  which  is  the  leading  preventable  cause  of 
death  and  disease  in  this  country.  It  accounts  for  about  a  half  mil- 
lion deaths  a  year,  billions  of  dollars  in  increased  health  care  costs 
as  you  were  citing,  Congressman. 

Mr.  Rangel.  But  the  billions,  you  don't  have  anything  more  spe- 
cific than  that? 

Secretary  Bentsen.  No,  I  don't. 

Mr.  Rangel.  Well,  really  what  I  was  leading  up  to,  I  was  hoping 
if  you  did  have  some  costs  that  you  might  share  with  me  the  cost 
of  drug  abuse  as  it  relates  to  the  health  costs  annually. 

Secretary  Bentsen.  No,  I  don't  have  that. 

Mr.  Rangel.  Well,  I  can  tell  you,  it  would  be  very  important  to 
me  if  you  could  provide  the  health  costs  as  relates  to  drug  abuse. 
You  might  even  include  the  relationship  between  drug  abuse  and 
homelessness  which  directly  is  responsible  for  the  sharp  and  dra- 
matic increase  in  tuberculosis.  The  Lung  Association,  of  course,  in- 
cluded lost  productivity,  and  when  you  get  involved  with  the  health 
costs,  and  since  you  are  Treasury  and  are  concerned  with  the  over- 
all budget  expenses,  you  might  even  consider  including  the  cost  of 
crime  as  it  relates  to  drug  abuse;  that  is,  cops,  jails.  Because  in  the 
last  administration  they  came  up  with  a  figure  that  when  you  com- 
pile all  of  that,  it  came  to  $300  billion  a  year,  including  lost  reve- 
nues and  lost  productivity.  And,  it  just  seemed  to  me  that  the 
health  approach  is  really  the  most  dramatic  thing  that  I  have  seen 
in  just  highlighting  the  problem  we  have  with  drugs  in  this  coun- 
try. Because,  without  this  I  don't  see  really  any  movement  at  all, 
certainly  not  this  year  as  relates  to  the  problem  we  have  with 
drugs  and  deaths  on  the  street.  So  indirectly  you  have  really  pro- 
vided a  national  service. 

And  it  would  be  even  more  helpful  if  you  could  attach  some  fig- 
ures to  that.  It  has  been  difficult  for  me  to  get  them  from  the  Sec- 
retary of  Health  and  Human  Services.  Do  you  think  you  can  help 
me  with  that? 

Secretary  Bentsen.  Well,  I  will  certainly  try,  Congressman.  Let 
me  see  what  I  can  get  from  HHS  for  you. 

Mr.  Rangel.  Because  we  would  want  to  really  reduce  the  abuse 
of  drugs,  not  just  through  a  health  plan  give  addicts  access  to 
health  care.  We  want  to  create  conditions,  I  am  certain,  that  would 
avoid  the  addiction  in  the  first  place.  Here  again  there  is  the  dra- 
matic shortfall.  So  thanks  to  the  direction  that  you  are  going  that 
we  might  be  able  to  get  a  handle  on  it  that  way,  just  in  terms  of 
the  revenue  we  are  losing. 

Secretary  Bentsen.  Let  me  see  what  I  can  get  for  you. 

Mr.  Rangel.  Thank  you,  Mr.  Secretary.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Pickle.  The  Chair  recognizes  the  chairman  of  the  Health 
Subcommittee,  Mr.  Stark  of  California. 
Mr.  Stark? 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  I  just  wanted  to  comment 
briefly  on  the  chart  that  is  still  up  there  and  note  that  Medicaid, 
which  is  a  State-run  program,  may  be  somewhat  less  precise  in  its 
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administration,  but  that  in  the  Medicare  program  about  a  5  per- 
cent variance  in  budgeting  isn't  bad  for  government  or  private 
work.  Indeed  many  of  the  decisions  that  we  make  from  time  to 
time  do  have  imprecise  consequences  and  it  is  something  I  think 
CBO  could  explain,  but  we  should  certainly  not  abandon  trying  to 
continue  to  save  on  costs.  So  it  is  not  as  alarming  as  the  aggregate 
figures  may  show. 

Mr.  Secretary,  the  President's  reform  plan  designates  many  of 
the  responsibilities  that  we  currently  have  known  here  at  the  gov- 
ernment level  to  a  variety  of  administrative  entities,  most  of  it 
going  to  health  alliances  over  which  the  Federal  Government  really 
would  have  no  control. 

Those  responsibilities  include  collecting  and  dispersing  premium 
payments,  pooling  premiums  and  making  income  determinations  to 
calculate  the  income-related  subsidies.  I  point  out  to  you  that  those 
subsidies  to  small  business  amount  to  some  $400  or  $500  billion 
over  5  years,  and  that  as  I  read  the  1,300  pages,  it  sounds  to  me 
like  the  people  who  might  want  to  be  receiving  these  subsidies  are 
going  to  be  filling  out  something  that  sounds  strangely  like  an  in- 
come tax  return.  What  I  am  really  suggesting  is  that  these  new  al- 
liances will  cost  up  to  $10  billion  a  year  in  new  administrative 
costs,  this  is  2.5  percent  of  the  premiums,  and  most  of  these  activi- 
ties are  already  being  done  or  could  be  done  through  your  depart- 
ment and  through  the  Internal  Revenue  Service. 

Now,  technically,  not  necessarily  politically  or  philosophically, 
my  question  is  why  many  or  all  of  these  functions  relating  to  the 
collection  and  disbursement  of  premiums  could  not  be  handled 
through  the  IRS  and,  in  fact,  the  second  part  of  the  question  is 
doesut  the  IRS  already  have  most  of  the  information  necessary  to 
determine  the  income-related  subsidies  envisioned  under  the  Presi- 
dent's plan? 

Secretary  Bentsen.  Well,  I  would  say,  that  while  it  is  feasible  to 
decouple  premium  collection  and  delivery  of  care,  what  the  Presi- 
dent really  wanted  to  do  was  to  build  on  the  present  health  care 
system,  and  felt  that  that  was  the  least  disruptive  way  to  go,  and 
tnen  to  rely  on  the  States  to  help  run  the  system.  The  Governors 
were  very  insistent  in  urging  that  that  be  done. 

Mr.  Stark.  Mr.  Secretary,  I  have. no  quarrel  with  allowing  States 
to  run  the  system,  but  I  read  that  bill  pretty  carefully  and  basically 
the  structure  that  is  envisioned  is  to  have  the  individual  worker  fill 
out  a  form  and,  believe  me,  as  I  read  that,  that  form  sounds  very 
much  like  the  1040,  and  then  the  form  would  be  turned  over  to  the 
alliance.  That  is  where  we  get  this  $10  billion  a  year,  and  you  real- 
ly have  kind  of  a  parallel.  They  will  be  collecting  money  and/or  al- 
locating Federal  subsidies,  and  it  just  appears  to  me  that  as  the 
Secretary  well  knows  as  well  as  the  members  of  this  committee, 
this  is  something  we  do  very  efficiently,  and  we  might  get  the  pub- 
lic very  upset  with  us  thinking  that  they  are  filling  out  two  income 
tax  forms.  All  I  am  suggesting  is  that  in  the  ascertainment  of 
whether  or  not  we  will  pay  Federal  subsidies  and  in  helping  the 
States  collect  this  revenue,  is  it  a  technical  possibility  that  we 
could  add  that  function  to  the  current  IRS  function? 

That  is  the  question,  could  we  consider  that  as  an  alternative  in 
its  technical  application?  I  don't  know  whether  or  not  we  could  do 
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it  politically,  but  is  that  something  that  is  within  the  realm  of  pos- 
sibility? 

Secretary  Bentsen.  Well,  obviously,  Congressman,  you  can  con- 
sider it  from  a  technical  standpoint  but  I  would  also  state  to  you 
what  you  are  talking  about  is  putting  hundreds  of  billions  of  dol- 
lars in  premiums  on  the  Federal  Government's  books,  while  we  are 
trying  to  decentralize  the  process. 

You  have  the  regional  administration  of  the  health  plans,  so  I 
think  that  the  collection  and  the  distribution  of  the  premiums 
should  correlate  to  the  region. 

Mr.  Stark.  I  thank  the  Secretary  and  appreciate  his  comments. 

Mr.  Pickle.  Mr.  Secretary,  may  I  add  that  we  need,  I  need  a 
model  of  how  these  alliances  will  work  on  a  State  basis,  a  good 
model  to  follow  because  that  is  potentially  one  of  the  biggest  quag- 
mires we  have  in  this  whole  program,  and  at  some  time  I  hope  we 
can  get  that  as  a  committee. 

Now,  the  Chair  recognizes  Mr.  Sundquist. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  I  ap- 
preciate your  being  here.  Recently  President  Clinton  said  that  he 
didn't  want  to  raise  any  money  from  anybody  to  do  anything  other 
than  to  pay  for  health  care  reform.  However,  he  stated,  "I  think 
that  higher  tobacco  taxes  discourage  use,  and  that  is  a  good  thing, 
but  that  wasn't  behind  the  tax  increase." 

Now,  the  smokeless  tobacco  manufacturers  have,  I  think,  been 
exemplary  in  informing  the  public  that  their  products  are  for 
adults  only.  Through  strict  industry  marketing  code,  public  out- 
rage, support  for  age  purchase  laws,  outreach  to  retailers,  public 
service  announcements,  national  letter  writing  campaigns,  et 
cetera,  they  have  mounted  a  successful  campaign  to  keep  their 
products  out  of  the  hands  of  children.  That  is  one  of  the  reasons 
why  the  Healthy  People  2000  goals  are  likely  to  be  met  for  rates 
of  consumption  of  smokeless  tobacco  by  those  under  the  age  of  18. 

Now,  when  you  look  at  the  increases  between  the  different  to- 
bacco taxes  that  you  outlined  earlier,  you  find  that  the  increase  on 
a  percentage  basis  of  chewing  tobacco  is  over  10,000  percent.  Now, 
that  seems  to  me  to  be  a  gross  inconsistency  between  the  taxing 
within  the  tobacco  industry.  I  would  like  to  know:  Are  you  raising 
revenues  or  are  you  trying  to  kill  an  industry? 

What  is  the  economic  rationale  for  a  10,000  percentage  increase 
on  excise  tax? 

Secretary  Bentsen.  Well,  let  me  say,  Congressman,  in  the  first 
place,  as  related  to  the  cigarette  tax,  the  tax  on  chewing  tobacco 
was  far,  far  less,  and  what  we  have  done  is  to  try  to  restore  some 
balance  into  the  rate  structure.  Looking  at  chewing  tobacco,  we 
propose  a  tax  of  $2.37  per  pouch.  I  look  at  what  the  inspector  gen- 
eral at  HHS  has  stated  in  June  1993  where  he  recommended  rais- 
ing the  Federal  excise  tax  on  smokeless  tobacco  because  it  is  cur- 
rently relatively  low  and  increasing  the  tax  would  discourage  the 
Nation's  youth  from  using  these  addictive  and  carcinogenic  prod- 
ucts. 

Mr.  Sundquist.  Well,  Mr.  Secretary,  I  don't  think  the  numbers 
bear  out  the  fact  that  one  is  undertaxed  when  you  have  a  10,000 
percentage  increase. 
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Secretary  Bkntsen.  I  am  talking  about  the  fact  that  they  are 
very  low  today. 

Mr.  Sundquist.  Seventy-five  cents  is  what  the  increased  tax  is 
on  cigarettes,  if  I  am  not  mistaken. 
Secretary  Bkntsen.  That  is  correct. 

Mr.  Sundquist.  What  is  the  increase  on  moist  snuff  and  chewing 
tobacco? 

Secretary  Bkntsen.  On  a  pouch  it  is  $2.37  on  chewing  tobacco. 
Mr.  Sundquist.  From  what?  What  is  the  present  tax? 
Secretary  Bentsen.  Two  cents  per  pouch. 
Mr.  Sundquist.  No,  no,  what  is  it? 

Secretary  Bkntskn.  Only  2  cents  per  pouch,  that  is  all  it  is  now. 
It  is  far  lower  than  it  is  on  cigarettes. 
Mr.  Sundquist.  It  is  a  $2.37  increase,  right? 
Secretary  Bentsen.  That  is  correct.  Virtually  so,  $2.35. 
Mr.  Sundquist.  Increase  versus  75  cents  per  pack  on  cigarettes? 
Secretary  Bentsen.  That  is  correct. 

Mr.  Sundquist.  That  is  incredible.  Would  you  consider  a  change 
so  there  is  a  consistency  in  the  tax  increases?  I  mean,  I  think  it 
is  confiscatory,  and  a  10,000  percent  increase  is  not  justifiable  on 
any  product  in  this  country.  It  is  not  that  much  money  for  the 
health  package,  and  the  President  said  he  is  trying  to  pay  for 
health  care  insurance,  not  discourage  it. 

Secretary  Bentsen.  Congressman,  this  plan  calls  for  an  increase 
on  all  tobacco  of  $12.50  per  pound  regardless  of  the  product. 

Mr.  Sundquist.  You  are  talking  about  finished  product,  though. 
When  you  ultimately  end  up  with  $2  a  pack,  isn't  it  true  there  was 
a  tax  increase  in  1990  on  smokeless  tobacco? 

Secretary  Bentsen.  Yes,  I  think  that  is  correct. 

Mr.  Sundquist.  So  you  are  trying  to  end  the  product,  not  tax  it? 

Secretary  Bentsen.  Frankly,  we  are  trying  to  discourage  young 
people  from  using  it.  I  am  answering  you  just  as  straight  as  I  can 
say  it  to  you.  It  is  a  serious  health  problem. 

Mr.  Sundquist.  I  disagree.  I  agree  it  is  a  health  problem;  I  dis- 
agree with  your  means.  Thank  you. 

Mr.  Pickle.  The  Chair  recognizes  Mr.  Jacobs. 

Mr.  Jacobs.  Mr.  Secretary,  one  of  your  colleagues  when  you  were 
a  freshman  in  the  House  of  Representatives  began  smoking  a  pipe 
when  he  was  12  years  old. 

Secretary  Bentsen.  Are  you  talking  about  your  father? 

Mr.  Jacobs.  It  was  my  father.  He  died  last  Christmas  of  lung 
cancer  because  he  smoked.  When  he  began  smoking  at  the  age  of 
12  nobody  had  any  idea  at  all  what  the  consequences  might  be. 
Now  this  is  1993  and  everybody  knows  what  the  consequences 
probably  will  be  for  the  use  of  tobacco  products. 

I  remember  as  a  kid  hearing  a  man  named  Arthur  Godfrey  ad- 
vertise for  a  cigarette  company  saying  time  and  time  again  "We 
don't  want  teenagers  to  smoke."  And  yet  I  remember  an  artist 
named  Tom  Lehrer  who  did  a  song  saying  'They  give  the  kids  free 
samples  because  they  know  so  well  that  today's  young  innocent  vic- 
tims are  tomorrow's  clientele."  Of  course  the  tobacco  companies 
want  teenagers  to  smoke,  if  they  want  to  stay  in  business  for  an- 
other generation. 
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Nobody  else  these  days  will  smoke,  nobody  else  is  insecure 
enough  to  think  it  is  important  to  smoke  and  will  start  smoking. 
So  whatever  the  protestations  are  and  whatever  the  forensics  are 
in  technical  advertisements  or  whatever  the  campaign,  Mr.  Sund- 
quist,  might  be,  the  advertisements  are  all  virile  athletes  and 
handsome  men  and  handsome  women  with  cigarettes  in  their 
hands,  "I  like  the  taste."  And  my  nephew  is  a  cartoonist  and  he  did 
one  recently  where  the  attractive  person  said,  MI  smoke  them  be- 
cause I  like  them,"  and  a  sort  of  consumptive  little  figure  looked 
up  at  him  and  said,  "I  smoke  them  because  he  does." 

The  whole  purpose  of  the  advertising  campaign  is  to  keep  the 
needle  threaded  so  that  the  industry  stays  in  business.  When  Dr. 
Bowen  advocated  the  same  kind  of  thing  when  he  was  Secretary 
of  Health  and  Human  Services,  he  pointed  out  that  not  even  ad- 
justing for  inflation  the  tax  was  8  cents  on  a  pack  of  cigarettes  in 
1952,  and  today  I  believe  it  is  24  cents. 

In  real  copper  pennies  it  still  isn't  as  high  as  it  was  in  1952 
when  nobody  knew  for  sure  the  connection  with  bad  health,  but  Dr. 
Bowen  provided  a  statistic  that  showed  when  the  tax  was  increased 
from  8  to  16  cents,  teenage  smoking  was  off  by  17  percent,  so  I 
commend  the  administration,  particularly  for  not  accepting  a  deal 
I  read  about  in  the  paper  the  other  day  on  NAFTA  with  regard  to 
the  proposed  cigarette  tax.  I  commend  the  administration  for  that, 
and  point  out  that  if  you  didn't  get  5  cents  from  it,  if  Mr.  Pickle's 
tobacco  people  went  out  of  business,  you  would  already  accomplish 
something,  it  seems  to  me,  by  way  of  human  life  and  human  health 
in  this  country,  so  your  old  joke  about  the  taxidermist  and  the  vet- 
erinarian, either  way  you  get  your  dog  back,  which  I  enjoyed  hear- 
ing you  tell  some  years  ago,  works  with  this  tax. 

Either  way  you  get  better  health.  You  either  get  the  money  to 
deal  with  the  health  care  plan  or  you  get  people  to  stop  smoking 
and  you  win  either  way.  I  think  you  may  agree  with  that. 

Secretary  Bentsen.  Well,  I  certainly  think  that  what  we  have 
proposed  is  an  approach  that  helps  improve  health  in  our  country, 
and  I  do  not  consider  it  out  of  line  at  all.  I  think  it  is  

Mr.  Jacobs.  Well,  what  if  cocaine  were  legal  in  this  country  and 
what  if  the  tax  were  zero  and  you  made  the  tax  75  cents,  what  per- 
cent increase  would  that  be?  Infinite. 

Secretary  Bentsen.  That  is  right. 

Mr.  Jacobs.  So  when  you  say  that  there  is  a — with  all  due  re- 
spect to  my  good  friend  who  introduced  me  to  okra  and  grits,  and 
I  love  them  both,  and  him  a  10,000  percent  increase  of  aarn  near 
nothing,  it  might  not  be  much  of  an  increase  at  all  in  terms  of  what 
is  needed. 

Secretary  Bentsen.  We  were  talking  about  2  cents  which  is  what 
it  is  now,  that  is  on  chewing  tobacco. 
Mr.  Jacobs.  Figures  never  lie. 

Mr.  Pickle.  The  Chair  thanks  Mr.  Jacobs  for  his  contribution. 
The  Chair  recognizes  Mr.  Cardin  now. 
Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  it  is  a  pleasure  to  have  you  before  our  committee. 
I  share  the  President's  desire  for  us  to  pass  legislation  that  will 
guarantee  universal  insurance  coverage  regardless  of  their  health 
status  or  economic  status  or  their  employment  status,  and  I  also 
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am  pleased  to  see  that  the  administration  has  chosen  an  employ- 
ment-based model  in  order  to  achieve  that  universal  coverage. 

I  would  like  to  raise  the  issue  of  the  problems  encountered  by 
small  companies.  The  approach  the  President  has  taken  makes  a 
good  deal  of  sense  for  larger  companies.  They  currently  provide 
health  care  benefits  for  their  employees  and  it  is  a  win  situation 
for  them  in  getting  health  care  costs  under  control.  They  no  longer 
will  be  subsidizing  those  people  who  do  not  provide  health  care  for 
their  employees.  But  with  small  companies  you  run  into  many 
problems. 

First,  some  small  companies  provide  health  benefits,  others  do 
not.  The  administration  has  made  the  point  that  it  is  unfair  for  a 
small  company  to  pay  not  only  for  the  cost  of  their  own  employees, 
but  to  be  subsidizing  the  costs  of  those  employers  who  do  not  pro- 
vide health  care  benefits.  Their  employees  get  health  care,  they 
don't  pay  for  their  health  care,  and  they  end  up  not  only  paying 
them  for  their  own  employees,  they  pay  for  their  competitor's  em- 
ployees. But  there  are  many  companies  today,  small  companies 
today  who  have  made  a  point  to  me  that  their  employees  are  cov- 
ered through  other  employment  opportunities,  and  that  the  Presi- 
dent's proposal  would  require  these  companies  to  contribute  toward 
the  cost  of  their  employees  even  though  they  currently  have  cov- 
erage through  other  employment. 

I  understand  the  administration  has  chosen  to  deal  with  the 
lower  caps  on  the  maximum  premiums  that  small  companies  would 
have  to  pay,  which  could  be  as  low  as  3.5  percent,  but  I  would  like 
to  get  your  comments  on  a  different  way  to  deal  with  the  problems 
of  small  companies,  and  that  is  to  have  them  contribute  only  to- 
ward the  cost  of  those  employees  that  do  not  have  coverage  through 
their  spouse's  employment  or  other  employment. 

I  particularly  want  to  call  your  attention  to  self-employed  indi- 
viduals. Some  cases  have  been  brought  to  my  attention  where  a 
self-employed  individual's  spouse  has  insurance  coverage  through 
another  job,  and  the  self-employed  under  the  Clinton  proposal 
would  be  required  to  also  now  contribute  toward  health  care  costs, 
even  though  they  have  full  coverage  through  their  spouse's  pro- 
gram. 

I  understand  the  philosophy  of  trying  to  treat  dual  employment 
fairly,  but  I  ask  you  to  focus  on  this  area  to  provide  some  help  for 
small  companies  consistent  with  the  rationale  of  why  it  is  unfair 
for  some  companies  to  pay  for  health  care  benefits  and  others  not. 
I  would  appreciate  your  comments. 

Secretary  Bentsen.  Well,  I  think  you  have  made  the  point,  that 
the  reason  is,  you  don't  want  some  companies  to  get  a  free  ride, 
whereas,  other  companies  are  picking  up  the  cost  of  the  benefits. 
I  think  universal  coverage  is  key,  that  you  have  to  have  each  of 
these  companies  carrying  their  equitable  and  fair  share  of  the  cost. 
That  is  my  concern,  and  I  think  that  is  the  concern  of  the  adminis- 
tration on  this  issue,  but  we  will  be  happy  to  take  a  look  at  your 
proposal. 

Mr.  Cardin.  I  appreciate  that.  We  already  have  made  a  decision 
that  small  companies  are  going  to  be  given  certain  breaks  by  reduc- 
ing the  7.9  percent  gap  down  to  potentially  3.5  percent,  so  I  think 
we  have  already  crossed  the  bridge  that  there  is  a  need  to  pay  spe- 
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cial  attention  to  small  business.  I  just  think  there  are  some  other 
alternatives  that  may  work  better  to  alleviate  the  hardships  that 
could  be  imposed  by  requiring  all  companies  to  contribute  to  the 
cost  of  their  employees. 

Secretary  Bentsen.  Congressman,  we  will  be  happy  to  take  a 
look  at  it,  but  I  have  stated  my  concern  for  you. 

Mr.  Cardin.  Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  The  Chair  recognizes  Mr.  Bunning. 

Mr.  Bunning.  Thank  you,  Mr.  Chairman.  Welcome,  Secretary 
Bentsen. 

Secretary  Bentsen.  Thank  you. 

Mr.  Bunning.  When  Secretary  Shalala  appeared  before  this  com- 
mittee in  October  she  told  us  that  we  would  be  able  to  examine  the 
models  that  the  administration  used  to  come  up  with  its  financing 
figures.  Specifically  she  promised  me  that  I  would  be  able  to  look 
at  assumptions  behind  the  tobacco  tax  revenues  that  are  in  the 
President's  plan. 

It  has  been  2  months  since  the  President  announced  and  ad- 
dressed Congress  on  health  care,  and  over  a  month  since  Secretary 
Shalala  came  before  the  Ways  and  Means  Committee.  Still  we 
haven't  seen  the  models  and  the  assumptions  behind  the  adminis- 
tration's numbers. 

Can  you  tell  us,  Mr.  Secretary,  when  will  we  be  able  to  look  at 
the  process  the  administration  used  in  coming  up  with  the  financ- 
ing structure  of  this  health  care  plan? 

Secretary  Bentsen.  Well,  I  tell  you,  we  would  be  happy  to  meet 
with  your  staff  and  to  provide  the  assumptions  on  which  these  esti- 
mates were  based. 

Mr.  Bunning.  What  about  the  models  and  the  things  that  you 
actually  used? 

Secretary  Bentsen.  Frankly,  I  don't  know  the  status  of  the  mod- 
els. I  will  be  happy  to  look  into  that. 

Mr.  Bunning.  All  right.  You  just  mentioned  that  you  wanted  to 
make  sure  that  employers  paid  their  fair  share.  You  just  made  that 
statement  to  the  last  person  that  questioned  you.  I  am  particularly 
interested  in  the  excise  tax  increase  on  products  measured  in  the 
Consumer  Price  Index  and  how  the  CPI  increases  translate  into  in- 
creased Federal  spending  on  certain  indexed  programs. 

As  you  are  aware,  many  Federal  programs  are  indexed  to  the 
CPI.  In  short,  excise  tax  increases  raise  the  CPI  and  in  turn,  in- 
crease Federal  spending  on  indexed  programs.  For  instance,  a  re- 
cent Wall  Street  Journal  article  stated  that  a  75  percent  increase 
in  cigarette  prices  would  lead  to  a  $65  increase  in  Social  Security 
benefits. 

According  to  the  Bureau  of  Labor  Statistics,  a  75  percent  in- 
crease on  cigarettes  would  increase  the  CPI  by  7/io  of  1  percent, 
thus  raising  the  amount  of  Federal  spending  on  indexed  programs 
and  taking  away  from  money  needed  to  finance  the  President's 
health  care  program. 

Can  you  tell  me  if  the  administration  has  accounted  for  this  reve- 
nue shortfall  in  its  predictions  and  projections?  If  not,  can  you  tell 
me  why  not? 

Secretary  Bentsen.  Well,  obviously,  the  CPI  impact  has  been  ef- 
fectively put  into  the  estimates.  It  has  been  a  part  of  the  assump- 
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tions.  Now,  let  me  understand  the  followup  on  your  question 
though.  Let  me  further  understand  it.  Will  you  restate  that? 

Mr.  BUNNING.  The  Bureau  of  Labor  Statistics  portion  of  it  or 
what  other  portion  of  it?  Do  you  mean  raising  the  amount  of  Fed- 
eral spending  on  indexed  programs? 

Secretary  Bentsen.  Yes. 

Mr.  Bunning.  Well,  your  own  Bureau  of  Labor  Statistics,  not 
mine,  has  said  a  75  percent  increase  on  the  tax  on  cigarettes  will 
raise  the  CPI  by  seven-tenths  of  1  percent. 

Secretary  Bentsen.  OK 

Mr.  Bunning.  It  would  raise  the  amount  of  Federal  spending  on 
indexed  programs.  Obviously,  if  the  CPI  goes  up  seven-tenths  of  1 
percent,  all  Federal  spending  would  be  increased  when  you  put 
them  on  indexed  programs. 

Secretary  Bentsen.  Well,  let  me  ask  you  which  one  of  the  in- 
dexes do  you  prefer? 

Mr.  Bunning.  Take  your  choice. 

Secretary  Bentsen.  Take  your  choice,  and  you  will  find  either 
one  of  them  is  imperfect,  either  one  of  them. 

Mr.  Bunning.  The  significant  point,  Mr.  Secretary,  is  that  if  you 
are  increasing  taxes  on  certain  products,  they  have  a  direct  effect 
on  the  CPI  and  all  of  the  cost  of  living  adjustments  that  we  have 
in  Federal  programs. 

Secretary  Bentsen.  Mr.  Congressman,  no  one  argues  that:  Of 
course,  it  does. 

Mr.  Bunning.  Well,  I  ask  you  if  that  has  been  taken  into  consid- 
eration? 

Secretary  Bentsen.  It  is  taken  into  consideration. 
Mr.  Bunning.  Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  Thank  you.  Now  the  Chair  recognizes  Mr.  Hoagland. 
Mr.  Hoagland.  Well,  let  me  welcome  you  to  the  committee  if  I 
might,  Mr.  Secretary.  It  is  a  pleasure  to  have  you  here. 
Secretary  Bentsen.  Good  to  be  here. 

Mr.  Hoagland.  I  wanted  to  follow  up  on  the  questions  Mr.  Ja- 
cobs was  asking  in  relation  to  tobacco  and  apply  it  to  other  major 
problems  we  are  having  in  our  communities  right  now,  particularly 
crime  and  alcohol  abuse. 

Secretary  Bentsen.  Particularly  what? 

Mr.  Hoagland.  Crime  and  alcohol  abuse. 

Secretary  Bentsen.  OK 

Mr.  Hoagland.  In  Omaha  lately,  and  I  know  many  similar 
medium-sized  communities  around  the  country  have  had  a  wave  of 
drive-by  shootings.  We  have  had  senseless  random  acts  of  violence 
that  have  resulted  in  death  or  severe  wounding.  Major  costs  are 
imposed  on  the  hospitals,  on  the  emergency  rooms  as  a  result  of 
this,  and  I  am  wondering  what  sort  of  incentives  might  be  built 
into  the  health  care  plan  that  would  discourage  crime  and  that 
would  fairly — other  sources  of  taxes — Senator  Moynihan  has  talked 
about  taxes  on  bullets.  Congressman  Reynolds  has  been  an  advo- 
cate for  a  long  time  of  taxes  on  handguns  to  try  and  help  hospitals 
defray  the  cost,  if  the  administration  has  any  ideas  as  to  how  we 
might  use  this  vehicle  as  another  means  of  discouraging  crime  in 
our  communities. 
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Secretary  Bentsen.  Well,  obviously,  the  administration  has  very 
much  supported  the  Brady  bill.  In  all  candor,  speaking  personally, 
I  don't  think  that  it  goes  far  enough.  I  think  we  have  to  do  more 
than  that. 

Chairman  Moynihan  has  talked  about  a  tax  on  a  particular  type 
of  bullet,  and  that  obviously  should  be  given  consideration.  Also  to 
be  given  consideration  is  the  banning  of  that  type  of  bullet.  I  think 
those  are  the  things  that  the  administration  has  to  give  some  at- 
tention to. 

Mr.  Hoagland.  Now,  as  in  the  case  of  tobacco,  the  long-term 
costs  associated  with  alcohol  abuse  are  really  extraordinary.  As  in 
the  case  of  a  tax  on  tobacco,  a  tax  on  alcohol  could  be  viewed  as 
a  down  payment  for  medical  costs  to  be  incurred  by  people  years 
later  as  the  consequences  of  alcohol  abuse  come  home  to  roost. 

I  wonder  if  we  are  looking  broadly  enough  for  additional  reve- 
nues that  would,  as  in  the  case  of  smoking,  would  discourage  be- 
havior that  is  unhealthy. 

Secretary  Bentsen.  Congressman,  obviously  excess  consumption 
of  alcohol  is  something  that  hurts  health  without  a  question,  but 
the  association  between  alcohol  and  poor  health,  is  less  closely  cor- 
related than  it  is  with  tobacco.  That  is  why  it  was  not  included  in 
the  package. 

Mr.  Hoagland.  Well,  let  me  just  conclude  by  commending,  once 
again,  the  administration's  efforts  in  this  the  tobacco  area,  because 
clearly  it  will  be  of  enormous  benefit  to  society  if  we  can  further 
curtail  smoking.  Thank  you,  Mr.  Secretary. 

Secretary  Bentsen.  Thank  you. 

Mr.  Pickle.  The  Chair  recognizes  Mrs.  Kennelly  to  inquire. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman,  and  Mr.  Secretary, 
it  is  an  honor  always  to  see  you  and  listen  to  you. 

When  Mr.  Clinton,  our  President,  proposed  a  health  care  plan,  I 
was  somewhat  concerned  as  I  studied  it.  I  come  from  a  high  income 
per  capita  State,  the  State  of  Connecticut,  and  the  maintenance  of 
effort  pricing  came  up  as  a  situation  where  we  would  be  asked  to 
maintain  the  same  efforts  that  we  had  in  the  past  concerning 
health  care  costs. 

Connecticut,  Mr.  Secretary,  has  had  some  wonderful  years.  That 
is  why  we  happen  to  be  right  now  the  highest  per  capita  State  still, 
but  the  past  4  years  have  been  very  difficult.  We  have  a  downsizing 
in  our  defense  industry,  problems  in  the  banking  industry,  com- 
mercial real  estate  problems,  insurance  companies  are  laying  off. 

Last  week  Southern  New  England  Telephone  Co. — you  went 
there  to  work,  you  stayed  there  all  your  life,  and  you  just  had  a 
wonderful  pension  plan — laid  off  1,500.  In  the  past  we  were  able 
to  be  very,  very  generous  when  you  talked  about  such  things  as 
Medicaid  adding  on,  and  as  a  result  of  that  because  of  our  per  cap- 
ita income  we  didn't  get  as  good  a  match  as  some  States,  so  my 
question  to  you,  sir,  is  that  it  was  my  understanding  that  Connecti- 
cut would  have  to  maintain  the  effort  that  we  had  in  the  past,  but 
I  had  the  good  fortune  to  have  Ira  Magaziner  into  Connecticut  this 
weekend  to  discuss  the  President's  proposal,  and  it  was  my  under- 
standing that  he  said  you  have  noticed  this  problem,  and  now  the 
way  you  are  looking  at  it  is  the  only  maintenance  of  effort  would 
be  the  basic  Medicaid  package  components. 
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Now,  is  that  your  understanding?  That  there  has  been  a  change 
in  the  policy  since  the  program  was  first  discussed? 

Secretary  Bentsen.  Let  me  see  if  I  understand  what  he  is  talk- 
ing about  here. 

Mrs.  Kennelly.  Because  we  are  a  high  per  capita  State  we  gave 
a  lot. 

Secretary  Bentsen.  I  understand.  I  come  from  a  State  with  a 
lower  per  capita  income. 

Mrs.  Kennelly.  See,  what  I  am  afraid  of  is  the  high  cost  

Secretary  Bentsen.  And  we,  in  Texas,  had  a  higher  percentage 
of  Federal  assistance  than  a  State  like  Connecticut.  There  is  no 
question  about  that  one. 

Mrs.  Kennelly.  But  we  can  no  longer  afford  to  subsidize  the  rest 
of  the  United  States  in  these  areas  as  we  have  in  the  past.  The 
budget  was  a  perfect  example  on  some  of  the  changes  there. 

Secretary  Bentsen.  Well,  I  would  have  to  say,  Congresswoman, 
that  is  news  to  me,  but  I  wonder  why  not,  why  shouldn't  it  be  that 
way,  meaning  that  what  he  stated  to  you,  I  don't  see  why  it 
shouldn't  be  as  he  stated  it,  but  I  will  have  to  tell  you  that  is  news 
to  me. 

Mrs.  Kennelly.  Thank  you.  Mr.  Secretary,  why  don't  I  sit  down 
with  some  of  your  staff  and  we  can  continue  this  talk  about  that. 
Secretary  Bentsen.  I  would  be  delighted. 

Mrs.  Kennelly.  They  have  been  very  helpful,  and  I  thank  them. 

Secretary  Bentsen.  Good.  And  I  can  understand  very  much  your 
concern  in  this  situation. 

Mrs.  Kennelly.  We  could  go  bankrupt.  We  are  having  enough 
problems  as  it  is.  Mr.  Secretary,  this  coming  week  we  have  a  piece 
of  legislation  in  front  of  us,  and  you  remember  this  very  well  in 
your  former  position,  rescissions.  The  President  has  sent  up  a  pack- 
age of  rescissions  to  the  Hill.  We  are  going  to  vote  on  them  in  the 
next  week  or  so.  Excuse  me,  in  the  next  couple  of  days. 

We  are  going  to  have  an  amendment  to  that — to  the  President's 
proposal,  and  we  call  it  on  the  Hill  the  Penny-Kasich  amendment, 
and  I  have  taken  a  look  at  that  amendment,  and  within  that 
amendment,  which  is  very  large,  it  is  $103  billion  amendment, 
there  are  $37  billion  of  changes  in  Medicare. 

My  question  to  you,  sir,  is  if,  in  fact,  the  Penny-Kasich  amend- 
ment passes,  and  I  look  at  the  President's  health  care  proposal  and 
I  see  many  of  the  same  changes  in  Medicare  in  the  President's  pro- 
posal as  there  are  in  the  Penny-Kasich  amendment.  Could  you 
comment  on  how  this  would  impact  us  doing  health  care  reform 
down  the  line  if,  in  fact,  this  amendment  passed? 

Secretary  Bentsen.  There  is  no  question  but  that  it  would  im- 
pact it,  you  are  quite  right.  The  Penny-Kasich  deficit  reduction  pro- 
posal, which  you  say  is  scheduled  to  be  voted  on  very  soon  in  the 
House,  contains  approximately  $37  billion  in  Medicare  savings  over 
the  5-year  budget  period,  and  three  of  the  four  Medicare  provisions 
in  that  proposal  are  part  of  the  financing  that  is  included  in  the 
President's  health  care  plan. 

Moreover,  it  contains  explicit  language  forbidding  the  use  of  any 
of  its  cuts  from  financing  new  initiatives  which  the  health  reform 
is,  so  it  strikes  at  health  reform  directly.  Therefore,  passage  of 
Penny-Kasich  would  create  a  huge  shortfall  in  the  financing  of  the 
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health  care  reform  plan,  and  that  shortfall  would  have  to  be  made 
up  either  from  additional  cuts  in  programs  such  as  Medicare,  tax 
increases,  scaling  back  the  scope  of  benefits  in  the  President's  plan, 
slowing  the  phase-in  of  universal  coverage  or  a  combination  of 
those  four  options.  So,  obviously,  it  is  a  matter  of  concern. 

Mrs.  Kennelly.  Thank  you  very  much,  Mr.  Secretary. 

Mr.  Pickle.  Thank  you. 

Now  Mr.  Archer  had  to  go  to  the  Rules  Committee,  and  he  is 
back.  Mr.  Archer,  you  are  recognized  now. 
Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  as  we  all  know,  rulings  and  regulations  that  come 
out  of  treasury  or  IRS  are  subject  to  challenge  by  citizens  either 
administratively  or  through  the  U.S.  courts.  I  was  somewhat  trou- 
bled when  I  read  through  your  bill  because  it  provides,  tucked 
away  in  there,  that  the  determinations  made  by  the  National 
Health  Board  will  not  be  subject  to  any  administrative  or  judicial 
review.  That  is  a  specific  provision  that  is  in  this  bill. 

Now,  the  National  Health  Board  has  the  ability  to  determine  the 
premiums  or  taxes  that  are  going  to  be  paid  by  Americans  to  get 
coverage  under  the  health  plan.  I  have  a  tremendous  concern  that, 
by  specification,  this  will  not  be  subject  to  any  consideration  by  ad- 
ministrative review  or  through  the  U.S.  court  system. 

Can  you  explain  to  us  why  that  prohibition  is  put  into  this  bill? 

Secretary  Bentsen.  It  is  my  understanding  that  the  budget 
would  not  be  subject  to  review  in  that  regard,  that  the  budget 
would  not.  I  do  not  have  that  knowledge  on  the  regulations.  I 
would  have  to  check  that. 

Mr.  Archer.  That  is  the  point  that  I  was  mentioning.  By  regula- 
tion they  will  determine  what  the  premiums  can  be,  by  setting  the 
caps,  they  will  determine  the  premiums.  That  determination  spe- 
cifically in  the  bill  is  not  subject  to  either  administrative  or  judicial 
review. 

Secretary  Bentsen.  Congressman,  I  believe  you  may  be  mixing 
the  two  issues.  The  premiums  are  regionalized  issues,  ultimately  in 
that  the  regional  alliance  is  responsible  for  premium  risk  adjust- 
ments. The  National  Board  deals  with  the  overall  budget.  It  will 
set  a  national  target  for  the  per  capita  cost  of  the  standard  benefit 
package.  That  is  its  responsibility. 

Mr.  Archer.  It  is  my  understanding  that  the  National  Health 
Board  deals  with  the  caps  for  the  premiums.  Is  that  not  correct? 

Secretary  Bentsen.  That  is  not  correct.  It  deals  with  the  overall 
budget  caps. 

Mr.  Archer.  The  caps,  right. 

Secretary  Bentsen.  For  the  country,  but  not  the  individual  pre- 
miums. 

Mr.  Archer.  Well,  the  individual  premiums  can  be  less  than  the 
caps,  but  they  cannot  exceed  the  caps,  and  that  becomes  a  very, 
very  important  factor.  What  is  the  reason  for  not  permitting  this 
extremely  important  determination  to  be  subject  to  administrative 
or  judicial  review? 

Secretary  Bentsen.  I  think  what  we  are  trying  to  do  overall  is 
to  have  a  national  cap  within  the  budget  estimates.  The  National 
Board  is  used  in  order  to  keep  the  overall  budget  cap  out  of  the 
political  process,  frankly. 


68 

Mr.  Archer.  Well,  Mr.  Secretary,  with  all  due  respect,  the  people 
of  this  country  have  a  great  interest  in  what  is  going  to  happen  to 
their  very  |ives.  I  would  not  consider  it  to  be  political,  but  rather 
a  determination  of  hearings  and  consideration  that  is  accorded 
under  other  aspects  of  our  laws. 

I  don't  consider,  for  example,  if  a  citizen  wants  to  express  a  con- 
cern about  a  proposed  Treasury  regulation  or  to  contest  that  in 
court  that  that  becomes  political.  Maybe  we  have  a  different  opin- 
ion on  that. 

Secretary  Bentsen.  We  are  trying  to  see  that  we  have  that  budg- 
et as  a  backstop  so  that  we  will  not  exceed  the  budget  that  we  have 
estimated  and  that  we  believe  managed  competition  is  going  to 
keep  costs  below  those  limits,  but  that  is  to  give  us  some  assurance 
that  we  don't  get  a  cost  runaway  here. 

Mr.  Archer.  Would  you  consider  an  amendment  that  would  per- 
mit administrative  and  judicial  review  of  this  very  important  deter- 
mination made  by  basically  a  Federal  bureaucracy? 

Secretary  Bentsen.  Congressman,  let  me  take  a  look  at  that,  but 
I  want  to  be  sure  that  these  budgets  are  complied  with,  and  I, 
frankly,  don't  see  a  way  around  that,  but  I  will  take  a  look  at  it. 

Mr.  Archer.  Thank  you. 

Mr.  Pickle.  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  I  am 
looking  at  your  revenue  proposals  and  the  Health  Security  Act 
handout  and  what  I  fail  to  see  is  any  revenue  associated  with  the 
portions  of  the  bill  that  would  increase  the  premiums  on  part  B  for 
those  singles  making  more  than  $90,000  and  couples  more  than 
$115,000  a  year.  If  you  can't  

Secretary  Bentsen.  Insofar  as  a  revenue  estimate  on  it? 

Mr.  Kleczka.  Right.  I  don't  see  it  on  here,  and  I  am  assuming 
that  will  then  

Secretary  Bentsen.  Let  me  see  if  we  have  one. 

Mr.  Kleczka.  If  the  staff  will  get  back  to  me  on  that,  I  don't 
think  we  need  it  right  now. 

Secretary  Bentsen.  I  am  advised  we  have  it.  Let  me  have  staff 
provide  it. 

Mr.  Kleczka.  While  we  are  looking  at  this  chart,  the  other  ques- 
tion I  have  is  the  cost  associated  with  the  80  percent  Federal  pick- 
up on  the  insurance  for  early  retirees  age  55  to  64.  We  are  told 
that  could  be  as  high  as  $6  billion,  but  I  don't  see  it  here. 

Secretary  Bentsen.  Let  me  get  you  that  number,  too,  and  I  will 
be  happy  to. 

Mr.  Kleczka.  The  last  concern  I  have,  Mr.  Secretary,  is  the  re- 
gional alliances  are  going  to  be  creatures  of  the  Federal  Govern- 
ment. We  have  had  testimony  over  the  past  months  on  problems 
that  the  alliances  could  incur  if  people  didn't  pay  their  premiums 
or  employers  didn't  pay  their  premiums,  and  the  question  I  have 
is  who  is  ultimately  liable  or  responsible  should  there  be  a  shortfall 
in  the  regional  alliance  for  the  health  care  costs  that  they  are  offer- 
ing probably  thousands  of  people?  Is  this  going  to  be  like  the  sav- 
ings and  loan  fund  where  the  full  faith  and  credit  of  the  Federal 
Government  will  be  backing  up  those  liabilities? 

Secretary  Bentsen.  If  there  is  that  kind  of  a  shortfall,  if  the 
State  does  not  exercise  its  responsibility  to  monitor  the  operations 
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of  the  regional  alliances,  and  as  a  result  you  have  those  kinds  of 
problems,  the  State  will  be  liable. 

Mr.  Kleczka.  Individual  States.  The  proposal  also  entails  giving 
bonding  authority  or  borrowing  authority  to  these  alliances.  Again, 
if  they  can't  fulfill  the  reliability  of  those  bonds,  the  State  would 
be  incurring  the  actual  

Secretary  Bentsen.  Once  again  it  is  the  State  that  will  have  the 
liability. 

Mr.  Kleczka.  Mr.  Secretary,  if  your  staff  would  provide  the  fig- 
ures on  those  other  two  concerns  at  a  later  date,  that  will  be  fine. 

Secretary  Bentsen.  I  will  be  happy  to  do  that. 

Mr.  Kleczka.  Fine.  Thank  you  very  much.  Thank  you,  Mr. 
Chairman. 

Mr.  Pickle.  Thank  you.  Now,  the  Chair  recognizes  Mr. 
McDermott. 

Mr.  McDermott.  Mr.  Secretary,  I  find  myself  in  the  kind  of  iron- 
ic position  of  being  kind  of  a  traditional  liberal,  but  being  a  fiscal 
conservative  on  health  care  matters,  and  I  am  worried  about  the 
underfinancing  of  your  system. 

Given  the  caps  on  the  discount  entitlement,  as  well  as  the  low- 
income  level  at  which  you  give  those  discounts,  that  is  150  percent, 
I  would  like  to  know  what  the  estimations  are  of  bad  debt  that  you 
used.  What  estimation  of  bad  debt  do  you  expect  in  this  proposal? 

Secretary  Bentsen.  Doctor,  let  me  look  that  up  for  you  and  get 
that  for  you.  I  will  be  happy  to. 

Mr.  McDermott.  As  you  look  at  that,  I  would  also  like  to  know 
whether  you  have  done  any  studies  in  anticipation  of  that  bad  debt, 
how  you  will  make  up  that  revenue,  any  revenue  proposals  that 
you  have  been  thinking  about  or  studying  in  the  Treasury  Depart- 
ment if  that  bad  debt  is  higher  than  the  income  tax  bad  debt,  what 
you  will  do  to  make  up  that  revenue. 

Secretary  Bentsen.  Well,  let  me  state  that  the  plan  proposed  a 
discount  funding  pool  of  $349  billion  over  the  1995  to  2000  period. 
That  is  $161  billion  in  new  money  and  the  balance  is  reallocated 
from  Medicaid  and  other  savings  in  the  plan,  and  that  reflects  the 
actuary's  estimates  of  what  will  be  needed. 

The  statutory  language  makes  it  clear  that  eligible  individuals 
and  firms  will  never  pay  more  than  the  discounted  rate  for  which 
they  qualify.  One  point  that  may  interest  you  is  that  only  $1  out 
of  $5  is  subsidy  money,  and  the  alliances  will  continue  to  receive 
their  normal  flow  of  funds  from  the  employers  and  from  the  indi- 
viduals; so  subsidies  are  not  their  only  funding  source. 

In  addition  to  that,  there  is  a  monitoring  process  so  you  can  an- 
ticipate what  is  likely  to  happen.  If  the  alliances  are  off  on  their 
estimates  we  will  be  able  to  take  corrective  action.  They  can  make 
some  adjustments  in  cash  flow;  they  can  raise  premiums  to  the  7.9 
percent  cap  on  employers;  and  regional  alliances  can  reduce  pro- 
vider payment  rates.  So  there  are  those  kinds  of  adjustments  that 
can  be  made  if  they  begin  to  run  short  of  subsidy  funding. 

Mr.  McDermott.  Well,  do  you  assume  that  the  regional  alliances 
can  raise  the  premium  rate  above  7.9  percent? 

Secretary  Bentsen.  No,  no,  I  said  up  to  that  for  the  normal  em- 
ployer premium.  In  addition  to  that  it  may  be  that  an  amount 
could  be  added  for  a  portion  of  the  bad  debts.  I  will  check  on  that. 
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Mr.  McDermott.  Well,  if  the  bad  debt  turns  out  to  be  more  than 
you  anticipate  and  more  small  employers  can  pay  for  it  and  more 
individuals  can't  pay  their  20  percent,  the  bad  debt  rises  above 
some  assumption  that  was  made  in  your  calculation.  You  had  to 
have  made  a  calculation.  You  know  everybody  is  not  going  to  pay. 

Secretary  Bentsen.  That  is  right. 

Mr.  McDermott.  So  if  it  goes  above  that. 

Secretary  Bentsen.  That  behavioral  response  and  result  obvi- 
ously is  calculated  into  it,  but  let  me  get  you  the  detail  on  the  rest 
of  your  answer. 

Mr.  McDermott.  OK.  I  have  a  second  question  which  is  one  that 
involves  another  assumption.  Many  of  the  medical  centers  have 
come  in  and  said  we  need  additional  money,  and  the  President 
built  in  a  provision  that  he  would  tax  corporate  alliances  to  provide 
a  pot  of  money  to  subsidize  the  

Secretary  Bentsen.  That  is  1  percent,  that  is  correct. 

Mr.  McDermott  [continuing].  Medical  centers.  Yes.  Now,  there 
was  an  assumption  made  that  80  percent  or  100  percent  or  50  per- 
cent of  the  companies  would  form  corporate  alliances.  It  looks  to 
me  reading  the  bill  as  though  there  are  a  lot  of  disincentives  to  set 
up  a  corporate  alliance.  I  wonder  what  alternative  you  have  back 
in  your  mind  or  in  the  Treasury  planning  if  corporations  don't  elect 
to  set  up  their  own  corporate  alliance  and  put  the  money  instead 
into  a  State  alliance  and  therefore  avoid  the  1  percent  tax.  What 
have  they  anticipated  would  be  the  percentage  of  companies  and 
what  would  you  do  if  it  was  less  than  that? 

Secretary  Bentsen.  I  think  what  was  done  on  that,  Doctor,  is 
that  the  estimators  took  the  numbers  of  people  rather  than  just  re- 
lating it  to  the  numbers  of  companies,  although  there  is  a  correla- 
tion obviously  there,  but  they  took  the  number  of  employees  on  the 
payrolls  for  that  1  percent  in  trying  to  arrive  at  their  estimate  and 
their  judgment  as  to  what  was  going  to  happen. 

We  know  over  the  long  run  that  the  results  can  be  different  and 
obviously  that  companies  may  not  join  right  away  but  watch  how 
these  regional  alliances  work.  They  may  decide  whether  they  want 
to  opt  in  or  not,  and  I  must  tell  you  that  what  you  are  seeing  is 
a  best  judgment  estimate  as  to  what  will  happen.  There  is  no  exac- 
titude or  definitive  assurance  as  to  what  will  happen  in  that  re- 
gard. 

Mr.  McDermott.  I  think  that  my  concern  is  that  if  I  were  a  cor- 
poration head  and  I  could  save  a  1  percent  tax,  I  think  I  would  just 
put  them  in  the  State  alliance  and  avoid  that  corporate  alliance  1 
percent  tax.  It  seems  to  me  like  a  pretty  reasonable  business  judg- 
ment, all  things  being  equal. 

Secretary  Bentsen.  Well,  on  the  other  side  if  they  have  done  a 
good  job  in  maintaining  their  health  care  costs  under  their  present 
alliance,  through  their  own  organization,  there  would  be,  I  would 
think,  an  incentive  to  stay  with  it  rather  than  to  choose  something 
that  they  had  not  seen  operate  in  the  past. 

Mr.  McDermott.  I  guess  this  is  a  concern  that  we  all  have  be- 
cause you  don't  want  to  destroy  medical  education  and  the  research 
system  because  money  doesn't  come  in  to  subsidize  that  part  of  the 
program. 
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Secretary  Bentsen.  The  1.5  percent  of  premiums  paid  to  regional 
alliances  will  be  there  for  them.  Another  thing  you  will  run  into  in 
some  corporations  is  that  you  will  probably  have  younger  workers 
than  there  might  be  in  the  regional  alliance,  which  would  take  a 
number  of  the  uninsured  and  those  that  have  preexisting  condi- 
tions and  perhaps  older  people  so  you  could  have  some  of  those  con- 
cerns. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  The  time  of  the  gentleman  has  expired.  The  Chair 
recognizes  Mr.  Houghton. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  good 
to  see  you.  Thank  you  very  much  for  being  here  with  us.  I  have 
only  two  questions.  The  first  one  applies  to  the  Penny-Kasich  issue 
on  taking  the  $37  to  $40  billion  out  of  the  $103  billion  and  applying 
it.  Suppose,  for  example,  you  took  that,  froze  it,  did  nothing  with 
it  and  applied  it  to  whatever  you  wanted  rather  than  deficit  reduc- 
tion. 

I  see  in  some  of  these  figures  that  the  basic  Medicare  changes 
are  not  going  to  kick  in  until  1998,  so  you  would  have  a  phase-in 
period,  assuming  those  funds  are  put  on  the  block.  That  is  number 
one.  Number  two  is  I  am  worried,  I  guess  as  we  all  are,  about  these 
major  shifts  in  funds.  To  give  you  an  example,  however,  if  you  will 
gross  up  the  administration  numbers  in  terms  of  the  revenues  and 
the  costs,  you  get  another  $150  billion  in  terms  of  revenues  and 
also  another  $150  billion  in  costs. 

Now,  that  really  isn't  significant  except  if  I  understand  it  cor- 
rectly that  the  total  spending  under  the  administration  plan  is 
higher  than  the  base  line.  Therefore,  the  only  way  you  get  a  deficit 
reduction  comes  from  the  net  revenue  increases.  Now,  that  isn't  im- 
portant in  itself  except  the  fact  that  we  are  shifting  these  huge 
amounts  of  money  around,  and  the  question  is,  are  the  numbers 
solid?  And  even  if  they  are  solid  when  you  are  talking  about  hun- 
dreds of  billions  of  dollars,  is  there  a  way  of  phasing  something  in 
rather  than  sort  of  betting  your  country  on  this  whole  issue?  So 
those  are  the  two  basic  questions. 

Secretary  Bentsen.  Well,  I  don't  blame  you  for  being  concerned. 
I  shared  that  concern  earlier  this  year.  You  may  recall  I  was  asked 
to  come  up  here  and  testify  before  I  thought  we  had  refined  the 
numbers  to  the  point  that  I  was  satisfied. 

Now,  I  think  the  assumptions  are  as  good  as  we  can  come  up 
with,  and  I  think  that  they  are  objective.  HCFA  has  worked  them 
over,  the  OMB  has  worked  them  over,  we  at  Treasury  have  worked 
them  over,  we  have  hired  outside  experts  to  review  our  methodol- 
ogy. Let  me  get  to  another  point,  though,  on  the  question  of  this 
amendment. 

What  we  are  seeing  is  a  gradual  growth  out  from  what  has  been 
a  recession  of  the  past.  It  is  not  anything  that  is  dramatic,  but  the 
first  quarter  was  eight-tenths  of  1  percent  increase  net  GDP;  the 
second  quarter  was  1.9;  the  third  quarter  was  2.8.  I  think  you  are 
going  to  see  it  over  that  in  the  fourth  quarter. 

There  has  been  the  question  of  do  we  need  more  stimulus. 
Frankly,  at  the  moment  I  don't  think  we  do.  I  think  what  we  are 
getting  in  the  long-term  low  interest  rates  is  enough  stimulus,  and 
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that  is  why  we  have  been  able  to  get  this,  what  we  hope  to  be  a 
sustained  build  out  and  increase  in  the  GDP  and  jobs. 

Now,  that  is  what  we  are  pushing  for  without  inflation  or  with- 
out any  serious  inflation.  That  is  the  path  that  we  have  been  on, 
and  one  that  we  want  very  much  to  sustain,  and  I  have  some  con- 
cern about  an  overcautionary  effect  by  going  even  further  than  we 
have  in  reducing  the  deficit  at  the  moment.  We  are  on  target  when 
they  are  talking  about  being  exact  on  estimates.  We  are  actually 
coming  in  a  little  ahead  of  our  estimates  insofar  as  deficit  reduc- 
tion, and  I  get  concerned  about  should  we  ought  to  gamble  on  that 
one. 

Mr.  Houghton.  I  have  another  comment  on  that  one  if  I  have 
any  time.  Would  you  want  to  comment  on  the  Penny-Kasich  bill's 
comment  taking  that  $40  billion  and  setting  it  aside  and  not  hurt- 
ing your  overall  program? 

Secretary  Bentsen.  I  commented  on  that  earlier.  I  don't  think 
we  should  be  taking  $37  billion  out  of  it  now.  I  think  that  that  will 
give  us  serious  problems  on  our  health  care  reform,  and  as  you 
stated  we  do  phase-in  reform,  the  last  benefits  begin  after  the  year 
2000. 

Mr.  Houghton.  Thank  you.  My  time  is  up.  Thank  you,  Mr. 
Chairman.  Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  Now,  Mr.  Coyne  has  returned  to  the  committee.  He 
is  recognized  at  this  time. 

Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman.  Welcome,  Mr.  Secretary. 
Mr.  Secretary,  who  is  going  to  pay  the  premiums  for  unemployed 
people  under  the  President's  plan? 

Secretary  Bentsen.  Well,  the  way  the  premiums  are  structured, 
obviously,  if  they  have  the  means  to  pay  it,  even  though  unem- 
ployed, they  do.  If  they  do  not  have  the  means  to  pay  it,  the  sub- 
sidy is  available,  and  that  comes  from  the  Federal  Government. 

Mr.  Coyne.  Is  there  a  funding  source  for  that  subsidy? 

Secretary  Bentsen.  Well,  of  course  that  goes  on-budget.  They  tell 
me  that  all  of  those  sources  that  we  have  cited,  the  tobacco  tax,  the 
cost  reductions  in  Federal  health  care  spending,  the  reduction  in 
paperwork,  the  elimination  of  cost  shifting,  that  those  together  will 
pay  for  it. 

Mr.  Coyne.  Is  there  a  way  to  verify  that  the  premiums  of  the  un- 
employed are  being  paid? 
Secretary  Bentsen.  Let  me  have  staff  get  you  the  detail  on  that. 
[The  information  was  not  received.] 

Secretary  Bentsen.  I  might  state  while  you  are  waiting  here,  if 
you  still  have  time,  I  would  point  out  that  there  are  safeguards  to 
be  sure  that  ineligible  persons  do  not  receive  discounts. 

The  regional  alliances  are  required  to  periodically  confirm  and 
verify  the  individual's  eligibility  for  premium  discounts,  and  at  the 
end  of  the  year  the  individual  must  file  a  statement  with  the  re- 
gional alliance  showing  his  income  throughout  that  year,  and  if  he 
provides  erroneous  information  there  are  penalties. 

The  employee's  annual  statements  can  be  checked  against  the 
wage  reports  filed  by  the  employers  with  the  regional  alliances. 

Mr.  Coyne.  OK.  Is  the  IRS  going  to  monitor  and  enforce  partici- 
pation in  the  administration's  health  care  plan? 
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Secretary  Bentsen.  Well,  I  can  tell  you  this.  They  can  do  this  in 
the  way  of  help  to  the  States.  They  can  provide  the  States  with  the 
tax  return  data  for  verification.  That,  in  effect,  is  partial  enforce- 
ment. 

Mr.  Coyne.  Thank  you  very  much. 

Mr.  Pickle.  The  Chair  recognizes  Mr.  Levin. 

Mr.  Levin.  Thank  you  very  much.  Welcome.  Just  a  couple  of 
philosophical  questions,  perhaps,  or  more  general  questions  that  I 
think  will  be  asked,  and  I  am  rather  surprised  they  haven't  been 
so  far,  so  let  me  undertake  asking  the  questions. 

On  page  4  of  your  testimony  you  say  we  have  faith  in  the  mar- 
kets. Now,  as  we  debate  this  issue  we  are  going  to  be  asked  how 
that  is  reconciled  with  some  kind  of  regulation  of  premium  in- 
creases and  perhaps  some  kind  of  overall  targets,  so  if  you  would, 
how  would  you  piece  together  those  facets? 

Secretary  Bentsen.  Congressman,  what  we  are  talking  about 
here  is  having  faith  in  the  market  system,  but  we  would  like  to  en- 
sure that  costs  are  controlled.  That  is  why  we  put  the  caps  on  sub- 
sidies, and  that  is  why  we  have  a  budget,  so  that  there  are  ade- 
quate safeguards. 

Mr.  Levin.  OK.  Then  another  issue  we  are  going  to  be  very  much 
concerned  with  relates  to  the  whole  issue  of  costs,  and  on  page  3 
you  say  universal  coverage  ends  the  cost  shifting  and  thus  is  criti- 
cal to  controlling  costs,  and  I  think  universal  coverage  is  an  impor- 
tant aspect,  but  cost  shifting  exists,  does  it  not,  for  reasons  in  addi- 
tion to  the  lack  of  universal  coverage? 

I  mean,  there  has  been  cost  shifting  for  other  reasons  now  in  ad- 
dition to  the  lack  of  universal  coverage  in  our  present  program,  and 
I  raise  this  point  because  it  may  well  be  that  it  will  take  some  time 
to  achieve  universal  coverage,  but  while  we  are  achieving  it,  I 
think  there  are  additional  ways  that  we  can  reduce  cost  shifting 
and  also  reduce  costs,  so  I  don't  think  you  mean  to  imply  that  the 
only  source  of  cost  shifting  has  been  the  lack  of  universal  coverage, 
right? 

Secretary  Bentsen.  I  would  agree  with  that,  but  that  is  a  major 
source  of  cost  shifting,  it  appears  to  me.  I  look  at  the  experiences 
of  a  couple  of  hospitals  in  Texas  where  there  was  uncompensated 
care  of  over  $40  million  in  each  of  them  last  year,  and  I  know  what 
that  does  to  the  cost  of  each  bed  and  the  cost  of  each  room  and  the 
cost  of  physician  care  and  the  rest  of  it. 

The  rest  of  us  with  insurance  pay  for  that  uncompensated  care. 
Now,  are  there  other  ways  of  cost  shifting?  I  am  sure  that  you  are 
right,  and  I  would  be  happy  to  have  your  comments  concerning 
them,  Congressman. 

Mr.  Levin.  All  right.  Thank  you  very  much.  Thank  you,  Mr. 
Chairman. 

Mr.  Pickle.  Thank  you,  Mr.  Levin.  Now,  the  Chair  would  recog- 
nize Mrs.  Johnson,  who  has  returned. 
Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  Welcome,  Mr.  Sec- 
retary. A  lot  of  us  very  deeply  share  your  goals  and  hope  that  in 
the  course  of  this  discussion  we  can  have  on  the  President's  desk 
a  very  powerful  reform  bill  that  will  provide  universal  access  to 
health  care  for  all  Americans. 
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As  a  gentleman  who  has  invested  a  lifetime  in  our  Tax  Code,  you 
and  I  both  know  that  tax  policy  is  a  very  powerful  motivator  and 
that  the  unintended  consequences  of  changes  in  tax  policy  can 
often  be  as  serious  as  the  intended  consequences.  I  want  to  direct 
your  attention  to  some  of  the  unintended  consequences  of  the  tax 
policy  that  you  are  proposing  in  this  health  care  reform.  You  de- 
scribed the  President's  proposal  as  building  on  the  current  system. 

Just  as  they  do  today,  employer  and  individual  health  insurance 
premiums  will  pay  for  the  bulk  of  health  coverage,  and  that  is  true 
in  a  way,  but  in  a  very  serious  way  you  change  the  system  that 
has  traditionally  motivated  employers  to  do  two  things.  One,  to 
provide  health  care  coverage  and,  two,  to  try  to  force  it  to  be  afford- 
able. 

In  other  words,  our  current  system  not  only  encourages  employ- 
ers to  be  in  the  system  by  allowing  them  deductibility,  but  because 
they  are  accountable  for  the  costs  of  their  health  insurance,  they 
have  been  a  source  of  enormously  creative  initiatives  to  control 
costs.  By  changing  the  way  we  tax  business  for  health  care,  we  are 
going  to  turn  those  costs  into  a  fixed  cost  of  doing  business,  into 
a  7.9  percent  or  a  set  percent  that  is  determined  not  by  the  busi- 
ness, but  by  the  alliance  or  the  government. 

Now,  that  means  that  nothing  any  company  does  to  reduce  their 
own  health  care  costs  will  matter.  My  costs  will  be  the  same  at  7.9 
percent  as  my  competitor  down  the  road,  even  though  I  have  in- 
vested in  wellness  programs.  I  have  a  no-smoking  policy,  I  provide 
an  aerobics  class  for  free,  stress  management  courses,  and  so  on 
and  so  forth. 

Now,  I  don't  think  that  the  President  intends  to  disconnect  the 
private  sector  from  the  issue  of  cost  control,  but  the  effect  of  this 
change  will  be  to  disconnect  all  those  private  minds  out  there  who 
have  been  deeply  concerned  with  cost  control  and  shift  the  entire 
responsibility  for  cost  control  to  government. 

Now,  that  does  worry  me  very  deeply,  and  I  would  like  your  com- 
ments on  that,  and  then  I  have  one  other  question,  so,  sir,  I  need 
to  stay  within  time.  My  question  is  would  you  be  willing  to  work 
with  some  of  us  who  think  there  are  other  ways  to  put  real  pres- 
sure on  business  to  control  costs,  say  through  tax  deductibility  so 
that  there  is  still  some  benefit  to  the  private  sector  to  control  their 
costs  rather  than  "payrolltizing"  as  I  call  it,  health  care  costs? 

Secretary  Bentsen.  Well,  obviously  one  of  the  things  we  have 
left  in  there  is  the  situation  if  they  go  above  the  standard  benefit 
package,  they  lose  some  tax  privileges  in  that  regard. 

Mrs.  Johnson.  I  appreciate  that.  Unfortunately,  the  standard 
benefit  package  is  about  what  companies  are  going  to  be  able  to  af- 
ford, so  we  still  don't  involve  them  in  cost  control  under  that 
amount.  It  is  something  I  would  like  you  and  your  staff  to  think 
about  because  I  think  we  really  need  to  be  conscious  of  the  fact 
that  payrolltizing  health  care  costs  will  leave  out  most  of  the  minds 
in  America  in  terms  of  health  care  cost  control. 

Secretary  Bentsen.  Mrs.  Johnson,  we  are  always  willing  to  look 
at  ideas  that  will  put  incentives  in  place  to  control  costs,  and,  obvi- 
ously, if  you  look  at  large  corporations  with  5,000  or  more  employ- 
ees, they  are  very  much  still  involved  in  controlling  costs,  the  in- 
centives are  all  still  there  for  them  to  cut  costs. 
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Mrs.  Johnson.  I  agree  with  that.  I  think  that  there  are  enough 
motivations  in  the  bill  not  to  stay  out  on  your  own  even  if  you  have 
more  than  5,000.  I  personally  don't  believe  that  behaviorally  we  are 
going  to  get  many  companies  out  there,  but  if  we  go  to  a  system 
of  limiting  tax  deductibility,  then  companies  will  still  have  a  reason 
to  cut  costs  and  to  stay  in  the  middle  of  the  market  for  providing 
the  basic  benefit  plan,  but  what  they  individually  do  will  matter  in 
terms  of  cost  cutting,  so  I  just  set  that  out  to  you. 

A  lot  of  us  are  thinking  that  limiting  tax  deductibility  is  a  more 
powerful  lever  than  simply  payrolltizing  health  care  costs  and  that 
we  could  achieve  the  same  goals.  Another  unintended  consequence, 
however,  of  your  proposal  is  the  impact  it  will  have,  the  behavioral 
change  it  could  have  because  of  the  differentiated  premiums  be- 
tween small  business  and  large  business  or  low-cost  business. 

In  your  plan  only  those  businesses  where  the  average  salary  is 
$12,000  or  less  get  the  3.5  percent  tax. 

Secretary  Bentsen.  That  is  correct. 

Mrs.  Johnson.  Up  to  $24,000  get  up  to  a  different  rate  on  a  slid- 
ing scale.  Now,  any  company  with  a  large  number  of  low-wage  em- 
ployees doing  simple  work  might  want  to  consider  spinning  off 
those  employees  into  a  small  business  so  that  the  cost  for  the 
health  benefits  of  those  employees  is  only  3.5  percent  instead  of,  in 
their  world,  7.9  percent. 

I  believe  that  we  will  see  a  job  shifting  as  a  result  of  this  bill 
that  may  not  too  badly  affect  the  lives  of  the  workers,  I  am  not 
sure  about  that,  but  will  certainly  increase  government's  costs  and 
make  our  estimates  as  to  the  subsidy  look  ludicrously  low. 

Secretary  Bentsen.  You  make  a  very  important  point,  and  we 
have  tried  to  anticipate  that  and  have  therefore  included  in  the  bill 
provisions  to  deter  that  kind  of  action.  For  example,  we  propose  a 
control  group  concept  and  under  those  

All  right,  if  that  is  the  way  you  feel  about  it,  Mr.  Chairman. 

Mrs.  Johnson.  Mr.  Secretary,  could  you  just  provide  me  with 
that  information? 

Secretary  Bentsen.  I  would  be  delighted  to. 

Mrs.  Johnson.  Because  I  am  interested  in  trying  to  evaluate  this 
impact.  Thank  you. 

[The  information  was  not  received.] 

Secretary  Bentsen.  I  tell  you  this  chairman  has  been  calling  my 
hand  for  years. 

Mr.  Pickle.  I  don't  know  that  I  have  been  very  successful  at  it. 
The  Chair  now  recognizes  Mr.  Neal. 

Mr.  Neal.  Thank  you  very  much,  Mr.  Chairman.  Mr.  Secretary, 
the  Health  Security  Act  rewrites  the  standards  for  hospitals  to  be 
tax  exempt  under  501(c)(3)  of  the  Internal  Revenue  Code.  The  re- 
quirement for  tax  exemption  is  that  a  hospital  provide  an  assess- 
ment of  its  community  health  needs  and  develop  a  plan  to  meet 
those  needs. 

Does  this  revoke  the  current  requirement  as  set  forth  in  Revenue 
Ruling  69-545  that  a  hospital  operate  an  open  emergency  room? 

Secretary  Bentsen.  I  am  not  sure  that  was  an  absolute  require- 
ment. You  say  that  part  of  it  has  been  changed? 

Mr.  Neal.  Rewritten. 
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Secretary  Bentsen.  Let  me  answer  you  in  a  little  more  detail.  As 
you  know,  Congressman,  hospitals  have  always  been  tax  exempt 
and  have  been  eligible  for  tax  exemptions  from  the  beginning  of  our 
income  tax  system.  And  of  course,  the  tax  law  recognizes  promotion 
of  health  as  a  charitable  purpose. 

Our  proposal  would  not  change  that,  but  nonprivate  hospitals 
should  earn  their  tax  exemption  by  providing  services  that  meet 
the  health  care  needs  of  their  communities.  Certainly  an  emer- 
gency room  fills  that  qualification,  I  would  think. 

The  Health  Security  Act  provides  that  a  nonprofit  hospital  will 
not  qualify  for  tax  exemption  unless  it  assesses  the  health  care 
needs  of  its  community  at  least  annually  and  develops  a  plan  to 
meet  those  needs.  The  hospital  will  have  to  conduct  this  needs  as- 
sessment and  plan  development  process  with  the  participation  of 
representatives  of  the  community,  and  that  requirement  would 
supplement  current  law  requirements. 

Mr.  Neal.  Which  leads  me  into  the  next  question  I  am  trying  to 
get  at.  I  have  a  Shriner's  hospital  in  my  district,  and  it  does  out- 
standing work,  and  I  assume  based  upon  what  you  have  said  or 
suggested  that  that  will  be  left  alone  under  the  health  care  pro- 
posal that  is  before  us,  as  Mrs.  Clinton  indicated  when  she  was 
here. 

Secretary  Bentsen.  I  would  assume  so.  I  don't  know  the  detail 
of  the  operation  of  the  hospital,  but  from  what  you  have  stated  to 
me,  I  would  assume  so. 

Mr.  Neal.  Yes.  OK.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Reynolds  may  inquire. 

Mr.  Reynolds.  Thank  you,  Mr.  Chairman. 

Good  to  see  you  again,  Mr.  Secretary.  I  am  going  to  come  back 
to  a  subject  that  I  have  discussed  before  with  yourself  as  well  as 
with  the  First  Lady.  My  question  is  does  the  administration  oppose 
additional  sources  of  revenue  added  to  the  health  care  package 
such  as  additional  taxes  on  firearms?  I  have  been  pursuing  this 
issue  for  quite  some  time. 

We  have  been  told  that  the  logical  reason  for  taxing  cigarettes 
is  because  of  the  impact  they  have  on  our  health  care  system.  The 
First  Lady  said  that  it  is  one  of  the  only  products  that  if  used  di- 
rectly as  instructed  has  a  severe  impact  on  our  health  care  system. 

Guns,  if  used  as  directed,  also  will  have  a  negative  impact  on  our 
system.  All  over  this  country  people  are  crying  out  for  us  to  do 
something  about  guns.  On  the  south  side  of  Chicago  all  adult  trau- 
ma centers  have  been  closed  as  a  result  of  not  being  able  to  take 
care  of  uninsured  gunshot  victims. 

What  are  we  going  to  do  in  the  new  health  care  plan  to  address 
this  issue,  and  if  we  need  revenue — or  are  we  going  to  have  to  cut 
back  on  other  things  in  order  to  pay  for  this?  If  we  need  revenue, 
why  don't  we,  in  fact,  include  a  tax  on  guns? 

Secretary  Bentsen.  Congressman,  I  think  that  is  one  of  the 
things  that  has  to  be  taken  under  consideration.  We  do  not  pre- 
clude that.  Obviously,  as  this  piece  of  legislation  goes  through  the 
Congress  it  is  going  to  be  massaged  and  it  is  going  to  be  amended, 
and  I  feel  sure  you  will  be  speaking  to  this  issue. 

Mr.  Reynolds.  Thank  you,  Mr.  Secretary.  Thank  you,  Mr.  Chair- 
man. 


77 


Mr.  Pickle.  Now,  Mr.  Crane  has  returned. 
Mr.  Crane. 

Mr.  Crane.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  welcome  to  the  committee.  I  noticed  your  chart  up 
there:  "More  Americans  Lack  Health  Security,"  and  I  was  curious; 
more  than  what?  I  don't  understand  more  than  

Secretary  Bentsen.  The  print  is  too  small,  I  am  afraid,  but  as 
compared  to  other  major  nations  around  the  world. 

Mr.  Crane.  Oh,  not  to  past  history? 

Secretary  Bentsen.  No,  no. 

Mr.  Crane.  The  reason  I  was  curious  is  my  understanding  is 
that  we  peaked  in  terms  of  the  uninsured  Americans  in  1984  at 
15.8  percent  and  we  have  been  going  down  since  that  time. 

Let  me  ask  you  another  question  in  that  same  direction,  if  I 
could.  The  Urban  Institute  did  a  study  of  the  37  million  identified 
by  the  Census  Bureau  as  uninsured,  and  according  to  the  Urban 
Institute,  70  percent  of  those  are  uninsured  for  less  than  9  months 
in  any  given  year.  Is  that  consistent  with  your  figures? 
Secretary  Bentsen.  Let  me  check  that.  I  am  advised  there  are 


definitive  answer.  I  assume  that  is  in  the  ballpark,  though. 

Mr.  Crane.  All  right.  Then  about  19  percent  are  chronically  un- 
insured, as  I  understand  it.  That  would  be  about  7.4  million  of  the 
total  figures  that  we  are  looking  at.  Does  anybody  basically  concur 
in  that? 

Secretary  Bentsen.  I  don't  have  the  details,  Congressman. 
Mr.  Crane.  All  right.  Currently  a  record  high  number  of  Ameri- 
cans do  have  health  insurance,  216.8  million,  I  have  been  told. 
Secretary  Bentsen.  That  is  correct. 

Mr.  Crane.  And  that  that  has  increased  steadily  since  the  Cen- 
sus Bureau  started  monitoring  this.  It  has  increased  by  12.2  per- 
cent, as  I  understand  it,  since  1979  when  they  started  it. 

Secretary  Bentsen.  Congressman,  you  have  a  lot  of  the  details 
in  front  of  you.  I  am  not  disputing  your  numbers. 

Mr.  Crane.  They  are  precise  figures.  I  just  wondered  if  the  gen- 
eral thrust  of  this  is  consistent  with  what  your  staff  has  looked  at. 

Secretary  Bentsen.  I  would  assume  so. 

Mr.  Crane.  OK,  very  good.  There  is  one  other  thing  I  want  to 
get  verification  on,  if  I  can.  Did  health  care  inflation,  peak  in  1990, 
at  9.6  percent? 

Secretary  Bentsen.  There  has  been  some  decline  in  the  increase. 

Mr.  Crane.  Well,  it  has  gone  down,  as  I  understand  it.  That  is 
why  I  wanted  you  to  check. 

Secretary  Bentsen.  Yes,  I  did  not  quarrel  with  you. 

Mr.  Crane.  It  went  in  1991  to  7.9  percent,  in  1992  to  6.6,  and 
by  September  of  this  year  it  was  running  5.7  percent,  so  it  reached 
its  peak  and  it  has  since  been  steadily  declining.  Is  that  something 
that  your  staff  has  contrary  information  on? 

Secretary  Bentsen.  It  has  declined,  Congressman. 

Mr.  Crane.  Every  year,  right?  I  only  focus  on  that  to  the  degree 
that  we  have  a  bona  fide  problem  if  there  are  only  7.4  million 
Americans  that  are  chronically  uninsured.  It  would  have  to  be  ad- 
dressed clearly,  but  it  does  raise  a  question,  I  think,  about  some 
potential  alternatives  to  this  sweeping  comprehensive  program  that 


a  large  number  of  those  studies 


absolutely 


78 

we  have  before  us.  I  had  the  opportunity  to  take  a  look  at  the  Brit- 
ish national  health  service  back  in  1975  and  Canadian  health  serv- 
ice through  the  years.  There  are  some  very  real  concerns  I  have 
about  the  magnitude  of  government  control  of  any  health  care  pro- 
gram. 

I  would  like  to  ask  one  other  question  in  that  context.  Will  the 
National  Health  Board  establish  and  enforce  the  national  health 
budget?  Is  that  correct? 

Secretary  Bentsen.  That  is  correct. 

Mr.  CRANE.  And  will  the  National  Health  Board  here  in  the  Dis- 
trict of  Columbia  regulate  what  benefits  are  available  to  consum- 
ers? 

Secretary  Bentsen.  Well,  obviously  the  Congress  and  the  admin- 
istration will  have  the  ultimate  authority. 

Mr.  Crane.  In  other  words,  they  could  overrule  the  National 
Health  Board? 

Secretary  Bentsen.  That  is  correct. 

Mr.  Crane.  One  of  the  things  they  are  empowered  to  do  is  to  cal- 
culate a  budget  target  for  the  health  alliances  as  well.  If  the  health 
alliances  miscalculate,  my  understanding  is  that  they  are  empow- 
ered to  borrow  money? 

Secretary  Bentsen.  That  is  correct,  they  are  in  the  short  term, 
that  is  correct.  If  there  is  mismanagement  of  funds,  the  State  has 
the  ultimate  responsibility. 

Mr.  Crane.  So  what  if  we  had  50  health  alliances  that  made  a 
miscalculation,  because  looking  at  past  history  about  miscalcula- 
tions, CBO  can't  get  its  figures  straight.  We  are  talking  about  a  po- 
tentially awesome  borrowing  program. 

Secretary  Bentsen.  I  would  not  anticipate  that  because  subsidies 
account  for  only  $1  in  $5  taken  in  by  the  alliances.  We  have  pro- 
posed a  carefree  process  to  monitor  whether  alliances  are  beginning 
to  run  into  trouble  so  that  we  can  take  appropriate  corrective  ac- 
tion. 

Mr.  Crane.  Well,  I  had  the  figures  for  the  Medicare  Catastrophic 
Coverage  Act  when  it  was  enacted  5  years  ago.  Its  5-year  cost  esti- 
mate was  set  at  $30.1  billion.  This  estimate  had  gone  to  $48.3  bil- 
lion 1  year  later. 

Secretary  Bentsen.  I  understand.  In  the  legislation,  there  is  a 
$3.5  billion  national  cap  on  borrowing  authority. 

Mr.  Crane.  In  terms  of  addressing  this  overrun? 

Secretary  Bentsen.  Yes. 

Mr.  Crane.  Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  Now  the  Chair  observes  that  we  have  yet  for  ques- 
tioning Mr.  Lewis,  Mr.  Ford  and  Mr.  Payne.  We  have  a  vote  on. 
We  will  proceed  as  long  as  we  can. 

Secretary  Bentsen.  Mr.  Chairman,  I  have  proceeded  as  long  as 
I  can.  I  will  be  back  in  a  minute. 

Mr.  Pickle.  The  Chair  will  recognize  and  accept  your  statement. 

Mr.  Ford.  Can  we  just  take  a  10-minute  break  at  this  time, 
then? 

Mr.  Pickle.  Yes,  I  think  that  will  be  fine.  We  will  take  a  10- 
minute  recess. 

Now,  we  have  a  panel  after  this  line  of  questioning  also,  so  we 
will  take  a  recess  for  10  minutes  then. 
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[Recess.] 

Mr.  Pickle.  The  chairman  asks  the  committee  to  please  come  to 
order  again.  If  our  guests  will  take  their  seats,  including  that  little 
huddle  over  to  my  right. 

Mr.  Secretary,  we  appreciate  your  consideration.  Now,  we  will 
proceed  with  our  questioning. 

Mr.  Ford,  the  Chair  recognizes  Mr.  Ford. 

Mr.  Ford.  Thank  you.  Mr.  Lewis  is  ahead  of  me,  and  I  would  not 
want  to  do  that. 
Mr.  Pickle.  I  am  sorry,  Mr.  Lewis  is  next. 
Mr.  Lewis. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Chairman.  Thank  you 
very  much,  Mr.  Ford. 

Mr.  Secretary,  good  to  see  you  again.  You  can  tell  that  I  lost  my 
voice  during  the  past  few  days.  I  hope  I  have  it  tomorrow  where 
we  debate  one  of  those  big  issues,  but  we  are  not  talking  about  that 
today,  Mr.  Secretary. 

Mr.  Secretary,  it  is  my  understanding  that  under  the  administra- 
tion's proposal  you  as  Secretary  will  decide  who  is  an  independent 
contractor  and  who  is  not. 

Will  your  decision  about  independent  contractor  status  affect 
only  who  is  responsible  for  paying  health  insurance  or  does  it  affect 
who  has  independent  contract  status  for  other  purposes  as  well? 

Secretary  Bentsen.  Let  me  state  that  the  way  the  legislation  is 
crafted  is  intended  to  stop  people  from  gaming  the  system,  and  this 
set  of  provisions  is  prospective.  In  other  words,  it  is  designed  to 
stop  them  from  independent  contractors  that  are  really  not  inde- 
pendent contractors;  that  is  the  purpose  of  it,  and  on  a  prospective 
basis  only. 

You  know,  we  could  have  limited  these  changes  to  health  care 
only,  but  that  would  mean  that  employers  would  have  to  apply  two 
sets  of  rules,  one  for  health  care  and  one  for  tax  purposes,  and  we 
thought  that  that  would  be  needlessly  complex. 

Mr.  Lewis.  This  would  cover  independent  sales  people,  the  sort 
of  Avon/Amway  people? 

Secretary  Bentsen.  Avon,  if  I  remember  right,  as  I  think  back 
to  some  of  the  things  we  have  done  in  the  past,  I  believe  there  is 
a  carve-out  for  that  particular  group,  and  this  proposal  would  not 
infringe  on  the  carve-outs. 

Mr.  Lewis.  Mr.  Secretary,  I  want  to  ask  you  another  question. 
I  am  concerned  about  access  to  care  in  inner  cities,  rural  areas. 
Could  you  tell  me  and  members  of  the  committee  about  some  of  the 
incentives  in  the  President's  plan  to  encourage  providers  to  practice 
and  locate  in  inner  cities? 

Secretary  Bentsen.  Well,  I  share  that  concern  with  you.  What 
we  have  done  is  to  say  to  doctors,  for  example,  that  they  would 
qualify  for  a  credit  of  $1,000  per  month,  a  nonrefundable  credit, 
$1,000  a  month  for  60  months.  For  nurses  and  other  health  care 
professionals  that  credit  would  be  $500  a  month. 

In  addition,  we  have  proposed  to  allow  in  addition  to  $17,500  as 
an  expense  for  new  equipment  for  small  business,  another  $10,000 
for  this  purpose,  so  you  would  have,  in  effect,  $27,500  in  medical 
equipment  that  could  be  immediately  written  off  as  an  expense. 
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Mr.  Lewis.  Thank  you,  Mr.  Secretary.  I  look  forward  to  working 
with  you. 

Mr.  Pickle.  Now,  the  Chair  recognizes  Mr.  Ford  and  appreciates 
your  indulgence,  Mr.  Ford. 

Mr.  Ford.  Thank  you  very  much,  Mr.  Chairman.  I,  too,  would 
like  to  join  with  my  colleagues,  Mr.  Secretary,  in  thanking  you  for 
coming  before  the  committee  once  again. 

Secretary  Bentsen.  Good  to  be  here,  Congressman. 

Mr.  Ford.  You  have  said  in  your  opening  statement  that  reform- 
ing the  Nation's  health  care  is  one  of  the  President's  highest  prior- 
ities, and  I,  too,  would  like  to  associate  myself  with  those  remarks. 
I  know  that  this  is  one  of  his  highest  priorities,  and  it  has  been 
one  of  mine  for  the  past  19  years  that  I  have  served  here  in  this 
Congress. 

There  are  two  areas  in  which  I  want  to  just  address  you  maybe 
with  one  or  two  questions,  and  I  won't  take  a  lot  of  your  time.  One 
is  on  the  subsidies  of  health  care  and  the  other  one  is  on  the  sin 
taxes. 

Last  Saturday  I  had  an  opportunity  to  have  the  President  in  my 
district,  which  is  Memphis,  Tenn.  Going  back  to  what  Mr.  Reynolds 
raised  on  the  question  on  sin  taxes  as  they  relate  to  ammunitions 
or  guns,  I  just  want  to  go  over  one  or  two  things  with  you. 

The  President  spoke  passionately  about  the  impact  of  violence  on 
our  society.  Mr.  Secretary,  the  availability  of  assault  weapons  is 
having  a  devastating  effect  on  many  communities  across  the  Na- 
tion. Gun-related  violence  has  intensified  the  problem  of  rising 
health  care  costs.  President  Clinton  certainly  showed  the  correla- 
tion between  the  two. 

He  addressed  the  issue  that  violence  and  crime  in  our  commu- 
nities, whether  in  an  urban  or  rural  setting,  is  a  problem,  and  it 
is  imposing  a  problem  upon  our  health  care  system.  Now,  in  light 
of  the  President's  remarks,  has  the  administration  officially,  those 
officials  responsible  for  this  particular  area  of  health  care,  have  you 
or  will  you  reconsider  the  position  that  has  been  taken  in  this 
health  care  bill  as  it  relates  to  taxing  the  ammunition  for  these 
guns  that  have  caused — that  have  had  a  devastating  impact  on 
many  of  our  communities? 

I  thought  the  President  was  very  eloquent  the  other  day.  He  cer- 
tainly did  not  imply  that  under  sin  tax  he  would  list  ammunition. 
I  know  you  said  there  will  be  a  lot  of  talk  about  it,  but  will  the 
staff  in  light  of  this  major  violence  and  crime  speech  that  the  Presi- 
dent made  on  Saturday,  and  I  thought  it  was  one  of  his  most  elo- 
quent speeches  and  certainly  had  a  lot  of  substance  in  it,  will  the 
administration  go  back  and  reconsider  this  area  as  it  relates  to  sin 
tax  on  ammunition? 

Secretary  Bentsen.  Well,  let  me  say  if  the  Congress  chooses  that 
approach,  obviously  it  will  be  given  very  serious  consideration  by 
the  administration.  I  share  your  concern,  very  frankly,  Congress- 
man. I  think  one  of  the  things  that  ought  to  be  given  consideration 
as  I  listen  to  descriptions  of  that  new  ammunition,  is  an  outright 
ban.  I  am  speaking  now  as  an  individual.  I  have  not  discussed  that 
with  the  President. 

Mr.  Ford.  I  am  not  looking  for  an  answer,  but  just  in  light  of 
his  message  which  was  printed  in  several  of  the  major  newspapers 
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and  has  been  aired,  once,  twice,  three  or  four  times  on  many  of  the 
networks,  and  I  noticed  the  print  media  is  talking  about  it.  Cer- 
tainly it  is  very  timely. 

Secretary  Bentsen.  Congressman,  I  supported  the  Brady  bill  as 
a  Senator.  I  voted  against  the  assault  weapons  as  a  Senator.  It  is 
pretty  obvious  how  I  feel  about  it. 

Mr.  Ford.  Well,  let  me  go  on  to  another  area  on  the  subsidies 
of  health  care.  I  will  be  very  brief,  Mr.  Secretary.  I  am  concerned 
about  the  definition  of  low-income  individuals  or  family  use  to  de- 
termine eligibility  on  premium  subsidies. 

The  Health  Care  Security  Act  relies  on  the  low-income  definition 
from  programs  like  AFDC.  However,  we  know  that  there  are  people 
who  receive  assistance  in  the  form  of  Medicaid,  food  stamps,  and 
also  some  children  in  school  receive  subsidies.  Please  explain  why 
the  definition  of  group  eligibility  for  the  premium  subsidies  was  so 
narrowly  drawn  in  the  President's  plan. 

Secretary  Bentsen.  So  was  what? 

Mr.  Ford.  Narrowly  drawn,  the  definition. 

Secretary  Bentsen.  Well,  let  me  say  

Mr.  Ford.  Centered  on  AFDC,  but  there  are  Medicaid,  food 
stamps  and  the  School  Lunch  Programs  in  drawing  your  guidelines 
on  the  subsidies,  you  did  not  take  into  consideration  the  group  of 
people  who  would  qualify  for  the  subsidies  but  not  for  the  AFDC. 

Secretary  Bentsen.  Frankly,  I  did  not  think  that  we  drew  it  that 
narrowly.  In  addition,  I  think  one  should  consider  what  we  have 
done  in  this  administration  with  the  earned  income  tax  credit,  and 
the  food  stamps  program.  We  have  been — I  think  we  have  been 
very  aggressive  in  trying  to  address  those  concerns,  so  from  that 
standpoint  low-income  individuals  and  families  have  benefited  sub- 
stantially. 

Mr.  Ford.  I  was  wondering  if  there  are  additional  costs  for  the 
administration  to  incorporate? 

Secretary  Bentsen.  Well,  I  assume  there  would  be  with  higher 
subsidies,  but  we've  tried  to  balance  what  we  have  done  here  with 
improvements  in  the  earned  income  tax  credit  which  has  been  very 
effective,  I  think,  in  helping  low-income  people  stay  off  of  welfare, 
and  of  course  we  further  supplemented  food  stamps,  as  you  know. 

Mr.  Ford.  It  is  certainly  an  area — I  know  my  time  is  up,  but  it 
is  an  area,  Mr.  Secretary,  that  I  certainly  would  like  to  work  with 
your  staff  on,  because  I  personally  think  it  is  narrowly  drawn  and 
I  hope  that  we  can  change  the  language  somewhat. 

Secretary  Bentsen.  Well,  let's  take  a  look  at  it. 

Mr.  Ford.  Let's  take  a  look  at  it.  Thank  you. 

Mr.  Pickle.  Now,  Mr.  Secretary,  we  have  two  more  members 
who  would  like  to  make  inquiry.  Can  you  stay  for  the  two  addi- 
tional members? 

Secretary  Bentsen.  Yes,  of  course,  I  will  do  that. 

Mr.  Pickle.  Then  we  recognize  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman,  and  thank 
you,  Mr.  Secretary,  for  testifying  before  us  today.  I  am  very  sup- 


President  has  laid  out  regarding  health  care  reform  and  really 
want  very  much  to  work  with  you  and  the  administration  toward 
the  objective  of  successful  health  care  reform.  I  believe  that  any 
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health  care  reform  package  that  we  report  out  of  this  committee 
must  have  a  viable  financing  mechanism  that  is  both  equitable  and 
sustainable,  because  I  don't  think  we  can  create  a  new  entitlement 
program  that  we  don't  know  how  we  are  going  to  pay  for  in  the 
long  run. 

I  am  extremely  concerned,  though,  about  the  sustain  ability  and 
the  fairness  of  health  care  reform  which  is  paid  for.by  a  tax  on  to- 
bacco which  is  a  single  product  from  a  single  area  of  the  country 
which  is  grown  in  rural  areas,  and  particularly  because  the  in- 
creases range  between  some  300  and  10,000  percent,  depending  on 
the  product. 

I  was  encouraged  when  Mrs.  Clinton  was  here  that  she  stated 
that  the  President  is  sensitive  to  the  economic  burdens  of  tobacco 
growers  and  that  the  President's  door  would  continue  to  be  open 
as  we  discussed  this  issue  into  the  future.  I  will  be  testifying  later 
this  week  about  my  district  and  the  5,000  tobacco  farmers  who  are 
there  and  the  economic  impact  of  a  tax  such  as  the  one  that  is 
being  proposed  on  my  congressional  district  and  on  my  State  of  Vir- 
ginia, so  I  do  look  forward  to  continuing  to  work  with  this  adminis- 
tration on  fair  and  sustainable  methods  of  financing. 

But  today  what  I  would  like  to  do  is  just  ask  one  question  about 
another  area  of  health  care  financing  and  its  impact  on  small  busi- 
ness. When  Dr.  Tyson  was  here  before  us  she  testified  that  she 
could  not  predict  what  the  impact  would  be  in  terms  of  jobs  that 
would  be  created  or  lost  on  balance  if  the  administration's  health 
care  reform  plan  was  passed. 

There  are  other  organizations  that  have  since  come  out  that  have 
estimated  that  an  employer  mandate  would  create  potentially  some 
severe  economic  problems,  and  have  suggested  as  many  as  IV2  mil- 
lion jobs  would  be  lost  if  there  were  employer  mandates  imposed, 
so  my  question  is  this:  How  can  we  then  pass  legislation  that 
would  have  a  substantial  part  of  its  health  care  financing  as  an 
employer  mandate  if  the  administration  is  not  able  to  make  some 
projections  about  what  might  happen  in  terms  of  jobs,  especially  in 
light  of  the  fact  that  there  are  others  who  are  suggesting  we  will 
lose  over  1  million  jobs  if  this  particular  method  of  financing  is  im- 
posed? 

Secretary  Bentsen.  Congressman,  I  don't  believe  that  number  at 
all.  I  just  don't  think  that  is  going  to  be  the  case.  As  I  look  at  what 
we  are  doing,  we  have  a  very  generous  discount  program  for  small 
business,  especially  since  the  cost  of  providing  health  insurance 
will  be  so  low;  I  find  it  hard  to  imagine  how  a  firm  would  wish  not 
to  purchase  health  insurance  for  its  employees. 

The  increase  in  the  cost  for  small  business  with  low  wages,  as 
you  know,  on  an  hourly  basis  would  be  somewhere  between  15 
cents  and  40  cents  an  hour.  I  started  out  as  a  small  businessman, 
and  I  know  most  small  business  people  want  to  provide  health  in- 
surance, and  most  of  them  do,  and  the  rest  of  them  just  have  felt 
they  can't  afford  it.  But  when  the  cost  is  about  15  and  40  cents  an 
hour  for  low-wage  workers  in  small  firms  and  the  employer's  com- 
petitor has  to  do  the  same  thing,  then  I  don't  think  they  are  put 
at  a  disadvantage.  So  I  find  it  difficult  to  believe  that  many  busi- 
nesses will  significantly  reduce  their  payrolls  as  a  result  of  enact- 
ing this  plan. 
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Mr.  Payne.  Well,  Mr.  Secretary,  I,  too,  was  a  small  business  per- 
son before  I  came  to  the  Congress  several  years  ago,  and  I  do — am 
concerned  about  small  businesses.  I  think  there  are  two  things. 
One  is  the  lack  of  any  numbers  that,  from  economists  within  the 
administration  that  might  talk  about  the  impact  that  this  might 
have  and  whether  anything  like  that  might  be  forthcoming;  and 
secondly,  the  concern  about  the  caps  in  general  and  the  fact  that 
while  they  are  there  today,  what  assurances  might  be  that  the  caps 
will  remain  in  place  over  a  longer  period  of  time?  I  mean,  can  small 
businesses  count  on  those  caps  being  there  as  they  look  into  the  fu- 
ture? 

Secretary  Bentsen.  Oh,  yes,  I  think  you  will  see  them  sustained, 
yes. 

Mr.  Payne.  Thank  you,  Mr.  Secretary. 
Mr.  Pickle.  Thank  you,  Mr.  Payne. 

Now,  Mr.  Kopetski,  you  have  persevered  with  respect  to  this 
panel.  You  are  the  last  of  the  line.  Before  you  ask  your  questions, 
though,  I  want  to  say  to  you,  Mr.  Secretary,  we  appreciate  your 
coming.  You  have  been  very  diligent  and  stayed  with  us  all  this 
time  and  given  all  the  members  a  chance  to  question,  so  we  appre- 
ciate that. 

Now,  Mr.  Kopetski. 

Mr.  Kopetski.  Thank  you,  Mr.  Chairman.  Thank  you  for  saying 
perseverance  instead  of  being  stubborn. 

Welcome,  Mr.  Secretary.  Three  quick  questions.  One  has  to  do 
with  1  notice  in  your  written  testimony  that  on  page  5  you  ad- 
dress the  employee  or  the  independent  contractor  issue  and  trying 
to  devise  regulations  that  will  prevent  abuse  or  gaming  in  this 
area. 

As  you  well  know,  this  whole  area  of  what  is  an  employee,  what 
is  an  independent  contractor  is  fought  out  in  Congress.  It  is  fought 
out  in  every  State  legislature  in  this  land.  The  President's  plan  has 
caused  a  great  deal  of  concern  out  there  with  direct  sellers  and 
home  builders  and  probably  the  trucking  industry  and  everybody 
else  that  has  been  involved  in  this  kind  of  issue. 

I  hope  that  we  can  work  together  in  trying  to  make  certain  that 
we  don't  create  a  new  layer  of  regulation  and  definition,  but  try  to 
borrow  upon  what  exists. 

Secretary  Bentsen.  Well,  I  would  certainly  agree  with  you  and 
have  been  trying  to  do  just  that.  What  we  are  talking  about  is 
doing  these  things  in  a  prospective  way  to  discourage  gaming  of  the 
system,  since  obviously  there  is  an  incentive  for  some  to  do  it,  and 
that  is  what  we  are  trying  to  avoid. 

Mr.  Kopetski.  Great.  The  second  area  is,  I  represent  Oregon 
which  is  mainly  a  rural  area,  and  the  President's  plan  provides  for 
tax  incentives  to  get  the  health  care  professionals  to  areas  that  are 
deficient  in  the  numbers  of  health  care  professionals.  Who  will 
make  the  decision  and  what  criteria  will  be  used  to  decide  what 
area  is  health  care  deficient  in  numbers  of  professionals? 

Secretary  Bentsen.  I  am  advised  that  HHS  has  criteria  that 
they  use  to  define  such  areas.  Again,  I  share  with  you  the  same 
concern. 

I  used  to  represent  a  State  that  has  large  rural  areas,  and  it  was 
always  a  problem  to  be  sure  that  there  was  appropriate  medical 
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care  out  in  those  areas  so  people  could  feel  secure  and  continue  to 
live  there. 

Mr.  Kopetski.  I  appreciate  your  knowledge  and  commitment  on 
this  issue.  It  is  very  important  for  most  of  this  country  in  a  lot  of 
ways. 

The  third  area  is  on  the  tobacco  taxes  and  associating  myself 
with  Mr.  Payne,  I  have  a  great  concern  about  basing  something  as 
important  as  health  care  on  what  I  view  as  a  declining  revenue 
base,  that  is,  a  tobacco  tax,  and  the  fact  that  States  use  this  reve- 
nue themselves  for  State  programs,  not  just  for  the  general  fund, 
but  for  environmental  areas. 

Oregon  uses  it  for  senior  citizen  and  handicapped  transportation 
programs.  This  will  shut  off— does  two  things.  One,  it  shuts  off  the 
ability  for  States  ever  to  raise  their  own  tobacco  tax,  and  because, 
as  you  raise  taxes  in  this  area  it  means  it  is  declining  numbers  of 
users,  and  therefore  it  will  be  less  revenue  for  the  States,  so  it  is 
sort  of  the  good  news  is  you  get  health  care,  but  the  bad  news  is 
there  is  no  public  transportation  to  the  health  care  clinic. 

Secretary  Bentsen.  Well,  let  me  state  that  what  we  have  looked 
at,  we  have  looked  at  the  behavioral  response.  We  anticipate  some 
12  to  15  percent  reduction  in  the  utilization  of  cigarettes.  It  does 
not  preclude  the  States  from  making  some  modest  increase  in  their 
tax. 

Mr.  Kopetski.  Well,  I  think  it  is  politically  going  to  be  impossible 
for  a  State  to  raise  a  tobacco  tax,  and  in  terms  of  the  impact  of  this 
legislation  if  that  was  all,  maybe  that  is  all  right,  but  the  fact  is 
the  Heart  Association,  Lung  Associations  and  everybody  else  is  tell- 
ing people  don't  smoke.  In  fact,  you  ought  to  quit.  If  you  do,  which 
is  all  well  and  good,  but  it  comes  back  to  the  policy  issue  of  basing 
funding  of  health  care  on  a  declining  revenue  base,  and  I  think  we 
ought  to  look  at  something  that  is  more  broad-based  and  more  cer- 
tain that  the  revenues  will  be  there. 

Secretary  Bentsen.  Congressman,  there  is  such  a  direct  correla- 
tion between  smoking  and  tobacco  and  health  that,  obviously,  that 
is  what  we  wanted  to  emphasize. 

Mr.  Kopetski.  I  understand.  Mr.  Chairman,  it  is  time  for  lunch. 

Mr.  Stark  [presiding.]  Mr.  Secretary,  thank  you  very  much. 

Secretary  Bentsen.  I  may  get  a  contrary  point  of  view  from 
yours  right  now. 

Mr.  Stark.  It  is  my  privilege  to  conclude  this  testimony.  You 
have  been  great  to  come  and  reason  with  us  this  morning.  I  know 
that  we  are  going  to  spend  a  lot  more  time  over  the  next,  we  hope 
it  will  only  be  a  few  months,  but  maybe  longer  as  we  try  and  work 
this  thorny  problem  out.  Thank  you  very  much  for  your  courtesy 
and  your  efforts  this  morning. 

Secretary  Bentsen.  Thank  you  very  much. 

Mr.  Stark.  Thank  you. 

We  will  hear  next  from  a  panel  comprised  of  Michael  Podhorzer, 
the  health  care  campaign  director  of  Citizens  Action,  and  Dr.  M. 
Edith  Rasell,  who  is  a  staff  economist  of  the  Economic  Policy  Insti- 
tute, and  as  they  find  their  way  to  the  table,  I  want  to  welcome 
the  witnesses. 

I  have  had  a  chance  to  review  some  of  your  written  testimony. 
I  think  we  could  get  down  to  some  more  specifics  and  I  look  for- 
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ward  to  that.  Your  prepared  testimony  will  be  made  a  part  of  the 
record.  If  you  would  like  to  summarize  your  written  testimony  for 
the  committee  or  expand  on  it,  please  do  so  in  any  manner  that  you 
are  comfortable. 
We  will  start  off  with  Mr.  Podhorzer. 

STATEMENT  OF  MICHAEL  PODHORZER,  HEALTH  CARE 
CAMPAIGN  DIRECTOR,  CITIZEN  ACTION 

Mr.  Podhorzer.  Thank  you  very  much,  Mr.  Chairman,  members 
of  the  committee.  I  want  to  thank  you  on  behalf  of  Citizen  Action 
and  our  3  million  members  nationwide  for  the  opportunity  to  tes- 
tify today.  I  will  just  briefly  summarize  our  testimony,  and  I  think 
hit  the  most  important  elements  of  it. 

We  have  taken  a  look  at  financing  for  the  last  several  years,  and 
we  basically  think  that  any  proposal  that  attempts  to  deal  with  the 
health  care  crisis  should  be  evaluated  in  terms  of  whether  its  fi- 
nancing is  fair,  efficient,  eliminates  or  adds  barriers  to  people  seek- 
ing the  health  care  they  need,  and  is  built  on  a  revenue  source  that 
is  adequate  and  stable. 

Right  now  in  the  health  care  debate  there  are  basically  six  ways 
to  finance  health  care  that  are  being  discussed.  The  largest  compo- 
nent for  most  proposals  is  continuing  to  rely  on  premiums.  There 
is  cost  sharing,  there  are  excise  taxes,  there  are  changes  in  the  cur- 
rent tax  treatment  of  health  care  spending,  there  are  payroll  taxes 
and  there  are  income  taxes. 

To  summarize,  we  basically  feel  that  financing  health  care  re- 
form, comprehensive  health  care  reform  through  premiums  fails 
each  of  the  tests  that  we  have  laid  out.  It  is  not  fair.  It  is  a  regres- 
sive form  of  paying  for  health  care  as  people  who  are  low  income 
end  up  paying  as  much  for  health  care  as  people  who  are  the  rich- 
est members  of  our  society.  It  is  not  a  very  efficient  way  of  paying 
for  health  care,  as  you  need  an  entire  bureaucracy  that  wouldn't 
otherwise  exist  to  collect  the  revenues. 

It  continues  to  leave  barriers  to  people  receiving  the  care  they 
need,  and  with  the  exception  potentially  of  the  President's  plan,  the 
other  premium-based  plans  are  going  to  be  extremely  sensitive  to 
economic  conditions  and  will  in  bad  times  leave  many  people  unin- 
sured. I  think  that  the  cost  sharing  as  a  way  to  finance  health  care 
is  a  poor  idea.  Most  of  the  time  proponents  of  cost-sharing  talk 
about  it  in  terms  of  cutting  utilization,  but  the  fact  is  that  almost 
every  cost  sharing  proposal  is  in  effect  a  sick  tax  and  basically  puts 
the  penalty  for  paying  more  of  the  health  care  costs  in  this  country 
on  those  who  end  up  being  sickest. 

Even  in  plans  like  the  President's  that  attempt  to  deal  with  this 
element  of  cost  sharing  by  putting  a  stop  loss  in,  the  fact  is  that 
that  stop  loss  is  regressive.  Again,  for  a  family  making  $24,000  or 
$240,000,  the  limit  is  $3,000  as  to  what  they  can  pay  out  of  pocket. 
It  also  is  unclear  what  the  health  rationale  for  having  cost  sharing 
for  utilization  when  you  are  applying  cost  sharing  to  things  like 
treatments  recommended  by  physicians. 

In  some  cases  the  bills  recognize  this  by  saying  that  there  is  no 
cost  sharing  for  preventive  care,  but  it  is  hard  to  understand  the 
difference  between  making  the  argument  there  and  not  for  the 
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medication  that  a  doctor  who  decides  that  a  patient  is  hypertensive 
prescribes. 

We  feel  that  excise  taxes  are  likewise  an  unfair  mechanism  for 
raising  money  for  health  care  because  they,  too,  are  regressive.  The 
changes  in  tax  treatment  that  have  been  proposed  in  terms  of  tax- 
ing employer  benefits  past  a  certain  barebones  level  seem  ex- 
tremely regressive  given  that  for  the  most  part  most  of  those  bene- 
fits were  won  at  the  expense  of  future  wage  gains.  The  rest  of  my 
remarks  are  in  the  testimony. 

[The  prepared  statement  follows:] 


87 


Testimony  of 
Michael  Podhorzer 
Health  Care  Campaign  Director  for  Citizen  Action 
before  the 
Committee  on  Ways  and  Means 
U.  S.  House  of  Representatives 
November  16,  1993 


Mr.  Chairman  and  members  of  the  Committee,  I  want  to  thank  you  on  behalf  of  Citizen 
Action  and  our  three  million  members  for  this  opportunity  to  testify  today.  I  am 
particularly  appreciative  for  the  ability  to  share  with  you  our  views  on  health  care 
financing,  which  is  both  the  major  cause  of  today's  health  care  crisis  and  the  fundamental 
key  to  successful  reform. 

The  current  U.S.  health  care  financing  system  can  best  be  described  as  fragmented, 
inefficient,  regressive,  uncontrolled  and  increasingly  unaffordable.  This  Committee  is 
all  too  well  aware  of  the  problems  created  by  this  financing  system:  cost-shifting  from 
public  to  private  payers  and  from  private  payers  to  other  private  payers;  the  growth  in 
the  number  of  uninsured  and  inadequately  insured  due  to  the  inability  to  afford  cost 
increases;  the  overburdening  of  government,  business  and  family  budgets;  and  an 
increase  in  individual  cost-sharing.  Clearly,  this  non-system  is  no  foundation  upon  which 
to  build  an  efficient,  effective  and  universal  system  where  health  care  is  a  right  for  all 
Americans. 

President  Clinton  has  drawn  the  bottom  line:  a  health  care  system  in  which  all  Americans 
have  access  to  comprehensive  benefits  and  enforceable  cost  controls.  That  being  said, 
Citizen  Action  believes  that  much  can  be  done  to  President  Clinton's  plan  to  ensure  that 
these  goals  are  met  and  that  we  create  a  health  care  system  that  is  financed  progressively, 
based  on  ability  to  pay. 

Citizen  Action  has  been  and  remains  a  strong  supporter  of  H.R.  1200,  the  American 
Health  Security  Act.  While  the  specific  mechanisms  in  this  bill  are  being  revised  to 
replace  revenues  lost  due  to  passage  of  the  budget  bill,  the  financing  principles  of  H.R. 
1200  are  sound  and  essential  to  a  well-functioning  health  care  system.  In  my  testimony, 
I  would  like  to  outline  those  principles  and  discuss  how  other  proposals  do,  or  do  not, 
meet  them. 

Before  doing  so,  however,  I  want  to  express  Citizen  Action's  strong  opposition  to 
recently-made  proposals,  such  as  the  Penny-Kasich  bill  and  entitlement  caps,  which  could 
make  health  care  reform  impossible  to  enact.  Our  members  and  the  American  public 
have  been  encouraged  over  the  past  several  years  by  findings  that  comprehensive  reform 
can  be  financed  by  curbing  inefficient  health  care  spending.  Proponents  of  measures  to 
put  reduced  spending  to  uses  besides  health  care  reform  must  tell  the  American  public 
that  targeted  revenues  are  no  longer  available  and  that,  therefore,  long-awaited  health 
care  reform  will  be  even  more  long-awaited.  Or,  they  must  develop  an  alternative  means 
of  financing  universal  access  to  care  at  least  as  comprehensive  as  the  President  has 
proposed.  Citizen  Action  urges  this  Committee  to  put  health  care  savings  to  their 
appropriate  use  —  reform  of  the  health  care  system. 

Citizen  Action  believes  that  health  care  financing  mechanisms  should  be  evaluated  by 
four  criteria: 

•  Fairness.  By  fairness,  we  mean  that  payments  must  be  based  on  ability  to  pay. 
Those  who  can  afford  to  pay  more  should  pay  more  than  those  who  cannot. 
Furthermore,  the  cost  of  access  to  care  should  not  depend  on  employment, 
health  status  or  place  of  residence. 

•  Efficiency.  Other  things  being  equal,  health  care  financing  should  be  simple 
and  cost  as  little  as  possible  to  implement.  Furthermore,  health  care  financing 
should  do  as  little  as  possible  to  distort  other  decisions  in  the  economy. 
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•  Remove  barriers  that  keep  patients  from  getting  the  best  care.  How  we  pay 
for  health  care  affects  who  gets  care,  what  care  they  get,  and  the  general  level 
of  quality  of  care  available  to  them. 

•  Adequacy  and  Stability  of  Funding.  The  sources  of  funding  should  be  as 
stable  as  possible  to  ensure  certainty  of  adequate  funding  for  health  care  now, 
and  in  the  future. 

The  major  health  care  reform  approaches  being  considered  by  Congress  now  employ 
some  combination  of  six  basic  financing  mechanisms:  premiums,  cost  sharing,  excise 
taxes,  changes  in  the  tax  treatment  of  employer  provided  health  benefits,  payroll  taxes, 
and  income  taxes.  We  will  analyze  each  of  these  approaches  in  terms  of  our  criteria  in 
turn. 


I.  Premiums.  All  of  the  major  health  care  reform  approaches  besides  HR  1200  continue 
to  rely  premiums  as  the  primary  source  of  financing.  Unfortunately,  premiums  are  the 
most  regressive  way  to  finance  health  care.  Premiums  violate  the  principle  of  fairness 
in  several  ways. 

First,  insurance  costs  the  same  amount  whether  you  make  $15,000  or  $150,000.  If  the 
cost  of  an  average  policy  is  $4,000,  the  family  making  $15,000  pays  27  percent  of  their 
income  for  health  insurance  while  the  family  making  $150,000  pays  less  than  3  percent 
of  their  income.  Most  of  the  plans  attempt  to  soften  this  fundamental  injustice  by 
providing  some  level  of  subsidies  to  the  poor  and  near  poor.  Even  where  such  subsidies 
are  adequately  funded,  the  essential  elements  of  a  head  tax  remain  for  those  families  not 
poor  enough  to  qualify  for  subsidies,  and  for  top  earners  in  the  subsidized  categories  who 
would  receive  only  a  small  subsidy.  Consider  this  example.  A  family  of  four  making 
$29,000  makes  more  than  twice  the  current  level  of  poverty.  For  them,  the  $4,000 
premium  would  amount  to  14  percent  of  their  income.  The  Clinton  plan  provides  the 
greatest  assurance  of  subsidy  for  the  poor  of  the  competing  premium  based  plans, 
although  the  entitlement  cap  should  be  cause  for  considerable  anxiety.  The  other 
premium  plans  offer  less  generous  subsidies,  and  do  not  go  as  far  to  make  sure  they  are 
fully  funded. 

Second,  premium  based  plans  that  do  not  mandate  a  comprehensive  benefit  package  are 
very  likely  to  impose  a  kind  of  sick  tax.  To  the  extent  that  healthy  people  are  allowed 
and  encouraged  to  purchase  bare  bones  policies,  those  who  need  more  comprehensive 
benefits  will  pay  more.  In  1987,  the  50  percent  of  Americans  who  needed  health  care 
the  least  accounted  for  only  3  percent  of  all  health  care  spending,  while  the  ten  percent 
who  needed  the  most  health  care  accounted  for  72  percent  of  health  spending.  Of  the 
premium  based  plans,  the  Clinton  plan  is  really  the  only  one  that  attempts  to  avoid  this 
injustice.  The  Clinton  plan  accomplishes  this  by  mandating  a  comprehensive  benefit 
package  and  cost  sharing  arrangements  that  limit  the  ability  of  insurance  companies  to 
offer  policies  that  attract  only  healthy  individuals.  At  the  other  extreme  are  proposals 
that  seek  to  reduce  the  number  of  Americans  who  are  uninsured  through  incentives  like 
medical  IRAs  to  buy  catastrophic  bare  bones  policies.  These  policies  will  siphon  off 
healthy  individuals.  Under  an  individual  mandate,  low  income  individuals  and  families 
might  only  be  able  to  afford  these  policies. 

Third,  the  premium  based  financing  systems  in  all  of  the  major  bills  perpetuate  some, 
or  most  forms  of  discrimination  built  into  the  current  system.  All  of  the  premium  based 
plans  except  the  President's  perpetuate  the  link  between  employment  and  access  to  health 
insurance.  By  leaving  to  the  employer  most,  if  not  all,  of  the  decisions  about  their 
employees'  choices,  these  proposals  continue  one  of  the  least  popular  aspects  of  the 
current  health  care  system  ~  the  probability  that  if  you  lose  your  job,  or  if  you  change 
your  job,  your  health  insurance  options  will  change.  The  Clinton  plan  nearly  eliminates 
this  problem  by  providing  most  people  in  the  same  health  alliance  region  the  same  choice 
of  plans,  at  least  up  to  the  weighted  average  premium. 
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All  of  the  premium  based  plans  will  do  little  to  address  the  fundamentally  unequal  access 
to  health  care  based  on  place  of  residence.  To  a  great  extent,  under  the  Clinton  plan, 
the  quality  of  health  care  available  to  you  is  a  function  of  the  resources  available  to  the 
health  alliances.  This  creates  three  concerns.  First,  we  are  concerned  that  the  special 
targeted  programs  in  the  President's  bill  do  not  go  far  enough  to  ensure  the  infusion  of 
resources  into  medically  underserved  areas.  Second,  we  are  concerned  that  not  enough 
is  done  to  cushion  the  impact  of  declining  regional  economic  conditions.  When  a  health 
alliance  region  is  economically  hard  hit,  revenues  to  the  health  alliance  could  fall 
precipitously  as  workers  are  laid  off.  And  third,  we  are  concerned  that  businesses  and 
workers  in  low-wage  regions,  and  regions  with  high  unemployment,  will  face  higher 
premiums  than  those  in  more  prosperous  areas  of  the  country.  It  must  be  noted,  however, 
that  the  President's  targeted  programs  and  limited  nationally  distributed  subsidies  go 
much  further  to  attenuate  these  regional  injustices  than  any  of  the  other  premium  based 
plans. 

Premiums  also  violate  the  principle  of  efficiency  in  several  ways.  First,  they  are,  by 
definition,  more  costly  to  collect  than  taxes.  Whether  through  health  alliances  or 
traditional  insurance  companies,  a  free-standing  enormous  bureaucracy  is  required. 
There  is  a  substantial  body  of  evidence  shows  that  privately  financed  health  systems  are 
far  more  costly  to  administer  than  public  ones.  For  example,  a  Citizens  Fund  analysis 
of  data  submitted  by  the  commercial  insurance  industry  in  1991,  found  that  it  cost 
commercial  insurers  36.4  cents  to  deliver  a  dollar  of  benefits.  This  compares  with  2.1 
cents  for  Medicare  and  0.9  cents  for  the  Canadian  national  system. 

Second,  all  of  the  premium  based  systems  distort  economic  decision  making  and  invite 
gaming  of  the  system.  Premium  based  systems  discourage  the  employment  of  low  wage 
workers  since,  as  discussed  above,  they  are  essentially  head  taxes  on  each  worker  hired 
whether  the  worker  adds  $20,000  value  to  the  company  or  $200,000.  The  premium 
based  plans  also  distort  hiring  practices  by  making  it  more  costly  to  hire  those  with 
families  than  those  without.  All  of  the  premium  based  systems  except  for  the 
Administration's  will  continue  job  lock  to  a  certain  extent.  This  would  be  true  even  if 
the  preexisting  condition  problem  were  solved  since  the  decision  about  what  health  care 
choices  are  available  to  you  will  still  be  made  by  your  employer.  All  of  the  premium 
based  systems  will  invite  some  form  of  economically  wasteful  gaming.  For  example,  the 
President's  plan  invites  companies  to  spin  off  their  low  wage  jobs  to  qualify  for 
subsidies.  Perversely,  in  the  first  few  years  of  the  plan,  private  employers  receive 
greater  protection  than  public  employers.  Thus,  in  certain  instances  that  government  will 
be  subsidizing  the  health  care  provided  private  school  teachers  but  not  the  health 
insurance  of  public  school  teachers. 

Many  of  the  premium  based  proposals  do  little,  if  anything,  to  provide  health  care 
consumers  with  the  proper  incentives.  Proposals  with  an  individual  mandate  and  without 
a  comprehensive  benefit  package  may,  at  best,  increase  the  number  of  people  who  are 
technically  insured.  But  since  they  will  only  be  able  to  afford  catastrophic  bare  bones 
packages,  with  high  deductibles,  they  will  still  be  discouraged  from  seeking  primary  and 
preventive  services  and  end  up  overburdening  the  nation's  emergency  rooms.  Of  course, 
those  proposals  which  do  not  even  provide  an  individual  mandate  will  perpetuate  a 
system  in  which  too  many  people  cannot  afford  to  be  rational  health  care  consumers. 

Premiums  are  a  moderately  stable  and  certain  funding  source.  The  President's  proposal 
is  the  most  stable  of  the  premium-based  plans.  The  other  plans  will  be  extremely 
sensitive  to  economic  conditions  as  companies,  and  individuals  drop  their  insurance 
coverage  as  they  lose  their  jobs  or  have  their  hours  cut  back. 


II.  Cost  sharing.  While  proponents  of  cost-sharing  argue  that  it  is  essential  as  a  tool 
to  reduce  unnecessary  utilization,  the  evidence  strongly  suggests  that  cost-sharing  will 
have  an  equal  effect  on  necessary  and  unnecessary  utilization  but  will  have  an  unequal 
effect  by  discouraging  lower  income  persons  from  obtaining  care.  The  authors  of  nearly 
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all  current  health  care  proposals  recognize  the  financial  obstacle  created  by  cost-sharing 
through  provisions  which  exempt  preventive  services  -  those  services  deemed  as 
important  ~  from  cost-sharing  obligations.  As  important  as  preventive  services  are, 
consumers  may  well  wonder  why  other  medical  care  ~  such  as  prescription  drugs  to 
reduce  the  threat  of  stroke  ~  do  not  deserve  equal  treatment. 

More  importantly  in  terms  of  a  financing  discussion,  cost-sharing  on"provider-ordered 
treatment  or  items  cannot  be  seen  as  a  means  to  reduce  unnecessary  utilization  but  rather 
as  a  means  of  raising  revenues.  In  that  regard,  cost-sharing  should  be  viewed  as  a  form 
of  a  "sick  tax"  ~  a  point  of  service  levy  on  persons  who  need  prescription  drugs,  hospital 
treatment,  or  other  services  deemed  necessary  for  them  by  providers. 

Again,  there  are  a  range  of  approaches  to  this  issue  among  the  various  proposals.  H.R. 
1200  eliminates  cost-sharing  requirements,  raising  revenues  upfront  and  placing 
utilization  constraints  where  they  belong  -  on  providers.  The  Clinton  proposal  seeks  to 
address  the  unfairness  of  cost-sharing  through  an  annual  stop  loss,  ($1500  per  individual, 
$3000  per  family  and  $1000  for  prescription  drugs).  While  better  than  current  practice 
and,  as  I  will  mention,  the  other  alternatives,  these  stop  losses  are  not  related  to  family 
income  and  therefore,  well-intentioned  as  they  may  be,  can  impose  significant  regressive 
burdens  on  families.  (Again,  the  family  with  $24,000  income  would  have  to  expend  over 
10  percent  ~  without  factoring  in  premiums  -  before  it  received  any  protection.) 

Proposals  such  as  H.R.  3080  and  H.R.  3222,  on  the  other  hand,  either  encourage  high 
cost-sharing  through  a  catastrophic  coverage  option  with  a  $3600  deductible  or  fail  to 
specify  any  particular  limits.  These  are  the  most  unacceptable  proposals. 


III.  Excise  taxes.  Excise  taxes  ~  whether  broad  based  value  added  taxes  or  narrow 
tobacco  taxes  are  extremely  regressive,  costing  those  with  the  least  the  greatest  share  of 
their  income.  Citizens  for  Tax  Justice  has  produced  a  number  of  studies  of  such  taxes. 
Among  the  findings:  A  national  sales  tax  would  cost  those  in  the  bottom  twenty  percent 
of  America  more  than  five  times  the  share  of  their  income  that  it  would  cost  those  in  the 
top  ten  percent.  Excise  taxes  on  tobacco  take  a  72  times  greater  share  of  a  family  of 
four's  income  in  the  lowest  20  percent  of  the  income  distribution  as  they  do  a  family  of 
four's  income  in  the  highest  one  percent.  Excise  taxes  on  alcoholic  beverages  take  a  nine 
times  greater  share  of  a  family  of  four's  income  in  the  lowest  20  percent  of  the  income 
distribution  as  they  do  a  family  of  four's  income  in  the  top  one  percent. 

Narrow  taxes  also  fail  the  test  of  adequacy  and  certainty.  Health  care  funding  should  not 
depend  on  revenues  raised  by  a  tobacco  tax.  It  is  instructive  to  realize  that  the  revenue 
goals  for  the  Administration's  tobacco  tax  could  be  more  fairly,  efficiently  and 
dependably  met  by  less  than  a  one  percent  payroll  tax. 

IV.  Changes  in  the  tax  treatment  of  employer  provided  health  benefits.  A 

number  of  the  plans  propose  to  raise  revenues  by  changing  the  tax  treatment  of  employer 
provided  health  benefits.  We  feel  that  this  should  be  labeled  for  what  it  is:  a  tax  hike 
on  the  middle  class.  We  are  disturbed  about  the  largest  effect  will  be  place  an  unfair 
burden  on  workers  who  negotiated  for  health  benefits  instead  of  wages  to  subsidize  the 
health  care  of  the  uninsured. 

Furthermore,  medical  IRA  plans  would  provide  greater  assistance  to  the  wealthy  than  to 
the  middle  class.  This  would  occur  because  the  value  of  tax  deductibility  is  much  greater 
in  higher  income  tax  brackets  than  at  lower  income  tax  brackets. 

V.  Payroll  taxes.  Payroll  taxes  can  be  an  element  in  a  fair  financing  package.  For  this 
to  be  the  case  two  conditions  must  be  met.  First,  the  payroll  tax  must  not  be  capped  ~ 
in  other  words,  it  should  be  the  set  at  the  same  percentage  of  earnings  if  you  make 
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$15,000  or  $150,000.  Second,  it  must  be  part  of  a  larger  package  that  also  taxes 
unearned  income  equally.  Payroll  taxes  that  do  not  do  this  are  regressive,  and  distort 
economic  decisions  by  making  investment  in  capital  more  attractive  relative  to 
investments  in  jobs.  HR  1200  is  the  only  proposal  to  rely  on  payroll  taxes.  The  payroll 
tax  in  HR  1200  meets  these  conditions. 

Payroll  taxes  completely  break  the  link  between  employment  and  access  to  health  care. 


VI.  Income  taxes.  Income  taxes  are  the  most  progressive  mechanism  available  to 
finance  health  care.  Earlier  this  year,  Citizen  Action  and  Citizens  for  Tax  Justice 
analyzed  the  distributive  impacts  of  HR  1200.  This  is  what  we  found: 


Distributive  Impacts  of  the 
American  Health  Security  Act  (AHSA) 
Family  of  Four,  As  if  Plan  Implemented  in  1992 

Lowest 
Fifth 

Second 
Fifth 

Third 
Fifth 

Fourth 
Fifth 

Next 
15  % 

Top  5 

% 

Average  Income 

$14,100 

$28,900 

$42,900 

$58,600 

$86,600 

$294,200 

Changes  in  Average  Health 

Spending 
Current  health  spending* 
AHSA  health  spending1" 
AHSA  savings  (Current 

health  spending  minus  AHSA 

health  spending) 

$1,200 
$130 

$1,070 

$1,900 
$240 

$1,660 

$2,220 
$360 

$1,860 

$2,450 
$440 

$2,010 

$2,840 
$520 

$2,320 

$4,020 
$1,010 

$3,010 

Changes  in  income 
tax/premium  paid 

$0 

$135 

$285 

$465 

$1,335 

$11,840 

Average  Net  Benefit  (Health 
spending  savings  minus 
increased  income  taxes.) 

$1,070 

$1,525 

$1,575 

$1,545 

$985 

-$8,830 

(a)  Out-of-pocket  payments  plus  health  insurance  premiums.  Employer  share  of  health  insurance 
premium  not  included.  Source  is  Consumer  Expenditure  Survey.  Including  out-of-pocket  payments  for 
health  insurance  premiums. 

(b)  Continued  out-of-pocket  payments 


Sources:  Calculations  by  Citizens  for  Tax  Justice 
Date:  November  15,  1993 


In  conclusion,  we  find  that  the  fairest  and  most  efficient  way  to  finance  comprehensive 
health  care  reform  that  provides  health  security  for  all  Americans  is  the  American  Health 
Securty  Act.  Among  premium  based  systems,  the  Clinton  Administration  proposal 
distinguishes  itself  for  its  commitment  to  health  security,  and  for  its  softening  of  some 
of  the  worst  aspects  of  a  fundamentally  regressive  financing  system.  The  other  proposals 
that  have  been  introduced  in  the  House  of  Representatives  to  not  provide  real  health 
security,  and  will  place  an  unfair  burden  on  most  Americans. 
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Mr.  Stark.  Thank  you. 
Dr.  Rasell. 

STATEMENT  OF  M.  EDITH  RASELL,  M.D.,  ECONOMIST, 
ECONOMIC  POLICY  INSTITUTE 

Dr.  Rasell.  Thank  you,  Mr.  Stark,  and  thanks  to  the  committee 
for  allowing  me  to  testify.  I  want  to  first  say  a  few  words  about  eq- 
uity and  health  care  financing  and  then  deal  with  axouple  specifics 
of  the  Clinton  plan.  We  pay  for  health  care  in  three  different 
ways — through  premiums,  through  taxes,  and  direct  purchases  of 
health  care  such  as  cost  sharing  and  out-of-pocket  spending. 

There  are  intermediary  payers  of  care  such  as  businesses,  gov- 
ernment, and  insurance  companies,  but  ultimately  health  care  is 
paid  for  by  households  through  taxes,  premiums,  higher  prices, 
lower  wages,  and  lower  profits.  Because  health  care  is  such  a  large 
segment  of  the  economy,  one-seventh  of  all  our  income  goes  to  buy 
health  care.  On  grounds  of  equity,  we  think  it  is  very  important 
how  these  costs  are  distributed  among  households  at  different  in- 
come levels. 

Our  research  shows  that  the  most  equitable  way  of  paying  for 
health  care  is  through  progressive  taxes,  such  as  income  taxes.  A 
second  choice  would  be  through  premiums,  although  these  are  re- 
gressive. Excise  taxes  are  also  regressive.  The  worst  way,  the  least 
equitable,  most  regressive  way  to  pay  for  health  care  is  through 
cost  sharing  and  out-of-pocket  expenditures. 

Now,  unfortunately  the  Clinton  plan  is  not  going  to  rely  on  in- 
come taxes  for  increased  health  care  revenues.  Instead,  the  Clinton 
plan  relies  on  premiums  primarily  paid  for  through  the  employer 
mandate.  The  plan  will  continue  our  already  high  reliance  on  cost 
sharing,  and  in  my  comments  I  want  to  mostly  focus  on  the  man- 
dates and  the  cost-sharing  provisions  of  the  Clinton  plan. 

Now,  mandates  have  been  much  discussed  lately  because  of  what 
some  people  perceive  to  be  the  negative  employment  effects.  I  want 
to  just  comment  on  this.  We  have  recently  done  a  study  that  shows 
as  a  result  of  the  Clinton  mandates  and  also  due  to  the  initial  re- 
distribution of  costs  among  employers  that  will  happen  when  the 
Clinton  plan  is  implemented,  that,  in  fact,  there  will  be  a  positive 
job  effect,  so  while  I  might  object  to  premiums  and  employer  man- 
dates on  the  basis  of  regressive  financing,  I  don't  think  that  the 
employment  effects  are  going  to  be  negative. 

On  the  contrary,  I  think  they  are  going  to  be  positive.  When  the 
Clinton  plan  is  implemented,  four  things  are  going  to  happen.  All 
employers  will  be  required  to  pay  for  health  care;  that  is  the  man- 
date. Second,  there  will  be  subsidies  provided  to  small,  low-wage 
firms  and  all  firms  will  have  their  costs  capped  at  7.9  percent  of 
payroll.  There  will  be  community  rating,  and  last,  the  Federal  Gov- 
ernment will  pay  much  of  the  costs  of  health  care  for  early  retirees. 

Now,  when  these  changes  occur,  firms  that  currently  do  not  pro- 
vide health  care  for  their  workers  will  see  their  costs  rise  and  will 
likely  lay  off  people  or  have  a  slower  rate  of  growth  in  employment 
in  the  future.  Most  firms  currently  do  provide  health  insurance, 
and  many  of  these  firms  face  very  high  costs.  They  are  likely  to  see 
their  costs  fall.  These  firms,  therefore,  will  be  in  a  position  to  hire 
more  workers.  In  addition,  the  15  percent  of  the  population  that  is 
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currently  uninsured,  these  people  are  going  to  be  insured  under  the 
Clinton  plan,  we  will  see  their  demand  for  health  care  rise.  In  fact, 
there  is  probably  going  to  be  about  a  6  percent  increase  in  demand 
for  health  care  as  a  result  of  insuring  the  uninsured,  and  this  effect 
alone  would  add  about  a  half  million  jobs  in  the  health  care  sector. 

In  addition,  we  know  that  one  of  the  major  beneficiaries  of  the 
Clinton  plan — and  of  any  kind  of  health  care  reform  that  uses  com- 
munity rating  and  pays  for  early  retirees — will  be  the  manufactur- 
ing sector.  Much  of  our  exports  are  manufactured  goods  and  if 
manufacturers  see  their  costs  fall,  it  is  likely  that  they  will  be  able 
to  reduce  their  prices  and  increase  exports,  and  this  would  also 
boost  employment  in  manufacturing.  So  as  a  result  of  these  things 
happening,  the  mandates  and  the  loss  of  jobs  in  firms  currently  not 
providing  health  care,  the  decline  in  health  costs  for  firms  cur- 
rently paying  high  health  care  dollars  that  will  be  able  to  employ 
more  people,  the  increased  employment  in  health  care  and  in  man- 
ufacturing, we  estimate  would  be  a  net  positive  effect  of  75,000  jobs 
by  the  fifth  year  of  the  Clinton  plan. 

One  final  word  on  cost  sharing.  The  Clinton  plan,  as  well  as 
many  of  the  other  current  health  care  reform  proposals,  really  have 
as  a  centerpiece  the  desire  to  make  people  more  cost  conscious  of 
the  health  care  that  they  consume,  and  the  Clinton  plan  does  this 


that  they  will  receive. 

Now,  cost  sharing  has  an  impact  on  expenditures  through  im- 
pacts on  utilization.  People  are  likely  to  delav  or  forego  visits  to  the 
doctor  because  they  are  now  cost  sharing.  There  is  no  effect  due  to 
cost  sharing  on  the  level  of  services  provided,  what  we  call  the  in- 
tensity of  services,  the  type  and  number  of  treatments  and  proce- 
dures that  are  done.  So  cost  sharing  can  have  an  impact  on  ex- 
penditures. 

Now,  on  the  other  side,  we  know  that  there  are  negative  effects 
of  cost  sharing  on  health  outcomes,  and  you  put  all  this  together 
and  the  question  is:  Are  the  benefits  worth  the  costs?  We  have  to 
ask  do  we  go  to  the  doctor  too  often  that  we  need  to  do  cost  sharing 
to  reduce  tne  numbers  of  visits?  In  fact,  we  go  to  the  doctor  in  the 
United  States  less  often  than  do  people  in  the  other  major  industri- 
alized countries. 

We  have  fewer  visits  to  the  doctor,  fewer  days  in  the  hospital, 
and  I  would  argue  that  we  don't  need  cost  sharing  to  keep  our  utili- 
zation down.  The  Clinton  plan  provides  no  subsidies  for  cost  shar- 
ing, which  is  a  major  defect  as  well  as  just  having  a  lot  of  cost 
sharing  in  the  plan.  Thank  you. 

[The  prepared  statement  and  attachments  follow:] 


sharing  for  most  of  the  services 
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TESTIMONY  OF  M.  EDITH  RASELL 
ECONOMIC  POLICY  INSTITUTE 

I  am  Edith  Rasell,  an  economist  at  the  Economic  Policy  Institute 
in  Washington,  D.C.,  and  a  former  physician.     Thank  you  for 
allowing  me  to  testify  on  the  financing  of  the  Clinton  Health 
Care  Plan. 

Before  discussing  the  specifics  of  the  Clinton  plan,  -let  me  make 
a  few  general  remarks  about  equity  in  health  care  financing. 
First,  we  pay  for  health  care  in  three  ways:     through  taxes, 
through  premiums,  and  through  the  direct  purchase  of  care  by 
individuals,  including  cost  sharing.     Second,  all  health  care  is 
paid  for  by  individuals  and  families.     Governments,  business,  and 
insurance  companies  are  often  intermediary  payers  of  care.  But 
this  spending  is  actually  financed  through  taxes,  lower  wages  or 
profits  or  higher  prices,  and  insurance  premiums,  all  of  which 
are  paid  by  households.     Third,  since  one-seventh  of  all  income 
goes  to  purchase  health  care,  the  distribution  of  health  costs 
among  families  and  individuals  at  different  income  levels  is  very 
important  for  reasons  of  equity. 

In  previous  work  (Rasell,  Bernstein,  and  Tang,  1993),  we  have 
shown  that  the  most  equitable  way  to  pay  for  health  care  is 
through  progressive  taxes  such  as  income  taxes.     The  second  most 
equitable  way  is  through  premiums,  although  these  are  regressive. 
Excise  taxes  are  also  regressive  but  may  be  desirable  for  other 
reasons.     The  least  equitable  way  to  fund  health  care  is  through 
out-of-pocket  spending  —  a  method  of  financing  that  is  very 
regressive. 

Unfortunately,  the  Clinton  plan  does  not  use  income  tax-based 
financing  but  increases  reliance  on  the  second-best  source  of 
funding  —  premiums  —  through  the  employer  mandate.     There  are 
four  major  financing  components  of  the  Clinton  Health  Care  Plan: 
1)  employer  mandates,  2)  cost  sharing  by  users  of  health  care,  3) 
tobacco  taxes,  and  4)  the  savings  from  cost  containment.  My 
testimony  is  not  meant  to  be  a  comprehensive  examination  of  each 
of  these,  but  I  will  focus  primarily  on  certain  aspects  of  the 
first  two  components  —  the  mandate,  and  its  employment  effect, 
and  cost  sharing. 

The  Employer  Mandate  and  Initial  Redistribution  of  Costs  among 
Employers 

The  Clinton  plan's  mandate  that  all  employers  provide  health 
insurance  to  workers  has  been  widely  criticized  for  its 
employment  effects.     However,  in  a  recently  completed  analysis  of 
the  plan,  we  find  the  employer  mandate  and  initial  redistribution 
of  costs  among  employers  will  result  in  an  economy-wide  increase 
in  employment  of  approximately  75,000  jobs  by  the  fifth  year  of 
the  Clinton  plan  (Rasell,  Baker,  and  Tang  1993). 

Let  me  explain  why  this  will  occur.     When  the  Clinton  health  plan 
is  implemented,  there  will  be  a  redistribution  of  health  costs 
among  firms  and  the  total  amount  spent  by  employers  for  health 
care  will  rise.     These  changes  will  be  driven  by  four  factors: 

1)  the  mandate  on  all  employers  to  provide  health  insurance  for 
workers ; 

2)  the  federal  subsidies  to  low-wage  firms  with  less  than  75 
workers  and  the  provision  that  no  firm  will  pay  more  than  7.9 
percent  of  payroll  for  health  care; 

3)  community  rating  that  will  reduce  costs  for  firms  with  older, 
less  healthy  workers,  and  increase  costs  for  firms  with  younger, 
healthier  workers;  and 

4)  the  federal  government's  assumption  of  80  percent  of  the 
health  costs  of  early  retirees. 

These  changes  will  mean  that  firms  that  currently  do  not  provide 
health  insurance  for  workers  or  provide  very  limited  coverage 
will  see  their  expenditures  rise.     This  probably  will  result  in 
some  job  loss  or  a  slow  down  in  future  hiring.1    On  the  other 
hand,  many  firms  that  currently  provide  health  insurance  for 
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workers  will  see  their  costs  fall.     This  will  likely  result  in 
employment  gains. 

Many  firms  currently  purchasing  insurance  will  see  their  costs 
fall  for  a  number  of  reasons.     Payments  for  uncompensated  care, 
which  increase  health  care  bills  by  approximately  25  percent, 
will  fall.     Spouses  who  work  will  receive  coverage  through  their 
own  employer.'   Since  the  uninsured  are  on  average  younger  and 
healthier  than  workers  with  employer-sponsored  insurance, 
community  rating  will  also  tend  to  reduce  costs  for  firms  already 
providing  insurance.     Finally,  relieving  firms  of  most  of  their 
costs  for  early  retirees'  health  care  will  also  lower  their 
health  care  expenditures.      This  means  that  many  firms  will  see 
their  costs  fall,  and  would  likely  hire  more  workers. 

In  addition  to  these  effects,  universal  coverage  will  also 
increase  total  demand  for  health  care  services .     Currently  some 
37  million  people  (15  percent  of  the  population)  are  without 
health  insurance  (EBRI,   1993).     It  is  estimated  that  the 
uninsured  use  about  50  to  7  0  percent  of  the  health  care  services 
used  by  the  insured  (Garrison,   1990).     If  everyone  had  health 
insurance,  this  would  raise  the  demand  for  health  care  services 
by  approximately  6  percent.     A  6  percent  increase  in  health  care 
employment  means  an  additional  540,000  jobs. 

There  will  be  one  other  effect  —  a  rise  in  exports .  Most 
international  trade  is  in  manufactured  goods .     If  manufacturers ' 
health  costs  fall,  and  if  these  savings  are  reflected  in  lower 
prices,  then  U.S.  exports  would  rise,  and  there  would  be  a  rise 
in  employment  in  the  manufacturing  sector  to  meet  the  increased 
demand . 

For  many  of  the  reasons  mentioned  above,  manufacturers  will  see 
their  health  costs  fall.     Most  manufacturing  workers  are  already 
insured.     Reductions  in  the  costs  of  uncompensated  care,  the 
costs  of  covering  working  spouses,  the  effects  of  community 
rating,  and  relief  from  the  health  care  expenses  of  early 
retirees  will  all  reduce  expenditures  by  manufacturers. 
At  least  some  of  these  savings  will  appear  as  lower  prices.2 
Thus,  firms  will  export  more  goods  and  hire  more  workers. 

The  combined  effects  of  the  mandates,  with  some  firms  increasing 
and  other  firms  decreasing  employment,  increased  employment  in 
the  health  care  and  manufacturing  sectors  would  provide  a  net 
employment  gain  of  about  75,000  jobs  (Rasell,  Baker,  and  Tang 
1993).     This  is  not  a  large  increase  in  jobs,  and  in  addition, 
this  number  is  only  an  estimate.     However,  we  are  certain  on 
theoretical  and  well  as  empirical  grounds  about  the  direction  of 
the  change  —  that  employment  will  rise,  not  fall,  due  to  the 
mandates  and  redistribution  of  costs  among  employers. 


Cost  Sharing 

Now  I  would  like  to  say  a  few  words  about  cost  sharing.     A  basic 
premise  of  the  Clinton  plan's  financing,  and  the  financing 
methods  of  many  other  proposed  health  reform  plans,   is  that 
people  need  to  be  made  more  cost  conscious  about  the  health  care 
they  receive.     In  the  Clinton  plan  this  is  accomplished  in  two 
ways.     First,  by  making  families  and  individuals  pay  any 
differences  between  the  cost  of  an  average  plan  and  a  more 
expensive  plan  they  might  select,  and  second,  through  cost 
sharing.     I  will  focus  on  cost  sharing. 

While  increases  in  cost  sharing  and  other  direct  charges  probably 
would  reduce  utilization,   it  is  far  from  clear  that  this  is 
desirable.     Cost  sharing  also  has  a  negative  impact  on  health 
outcomes  for  low  and  lower-middle  income  people  and  people  in 
poor  health. 

Cost  sharing  affects  the  use  of  health  care  services  primarily  by 
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reducing  outpatient  visits  or  days  in  the  hospital  (the 
utilization  of  services )  because  people  delay  or  forego  health 
care.     However,  cost  sharing  does  not  affect  the  number  or  type 
of  services  delivered  (the  intensity  of  services)  once  people  do 
enter  the  health  care  system  (Manning  et  al.  1987).     Given  that 
cost  sharing  can  reduce  the  number  of  health  care  encounters  and 
reduce  or  slow  the  growth  of  utilization  (but  not  intensity),  the 
question  that  must  be  answered  is,  are  reductions  in  utilization 
a  desirable  goal  for  the  U.S.? 

There  is  no  way  to  know  the  correct  number  of  health  care  visits 
Americans  should  make,  but,  surprisingly,  a  comparison  with  other 
major  industrialized  countries  shows  that  Americans  have  very  low 
utilization  rates .     Data  from  the  Organization  for  Economic 
Cooperation  and  Development  (OECD)  show  that  in  1990,  the  average 
number  of  ambulatory  care  visits  in  the  U.S.,  5.5  per  person,  was 
fewer  than  in  any  major  industrialized  country  and  less  than  half 
the  level  in  Germany  and  Japan.     The  low  rate  of  outpatient 
visits  is  not  offset  by  high  inpatient  utilization.     In  1990,  the 
U.S.  averaged  0.9  acute  care  bed-days  per  person,  less  than  two- 
thirds  the  level  in  France  and  Canada,  and  less  than  half  the 
level  in  Germany.     Far  from  being  too  high,  this  comparison  with 
other  nations  suggests  utilization  in  the  U.S.  is  relatively  low. 
Cost  sharing  to  maintain  or  further  reduce  the  already  low  level 
of  utilization  in  the  U.S.  is  unwarranted. 

Cost  sharing  and  reductions  in  utilization  has  some  apparent 
appeal  since  many  studies  have  shown  high  rates  of  unnecessary 
and  inappropriate  care.     However,  cost  sharing  does  not 
selectively  reduce  unnecessary  care.     The  utilization  changes 
which  result  from  cost  sharing  affect  to  a  similar  degree  both 
the  use  of  appropriate  or  "highly  effective"  care  and 
inappropriate  or  "rarely  effective"  care  (Lohr  et  al.  1986;  Siu 
et  al.   1986)  . 

Cost  sharing  has  a  negative  impact  on  health  outcomes  for  people 
who  are  relatively  less  healthy  or  who  are  poor  or  lower  middle 
class.     For  example,  among  the  least  healthy  25  percent  of  the 
under  62  year  old  population,  cost  sharing  increased  the 
estimated  risk  of  death  by  10  percent  (Brook  et  al.  1983). 

The  reasons  why  U.S.  health  care  spending  is  so  high  and  rising 
so  rapidly  are  high  and  rapidly  rising  prices,   (although  not  high 
wages  in  the  health  care  sector),  high  administrative  costs,  and 
high  levels  of  intensity.     Cost  sharing  does  not  affect  these 
forces.     A  focus  on  cost  sharing  as  a  cost  containment  mechanism 
does  not  address  the  true  causes  of  high  U.S.  health  care 
expenditures.     Moreover,  abundant  evidence  from  other  countries 
shows  that  effective  cost  containment  does  not  require  such 
financial  barriers  to  care.     Cost  sharing  also  interferes  with 
access  to  necessary  services  and  negatively  impacts  the  health  of 
low  and  lower  middle  income  people  and  of  the  relatively  less 
healthy.     Comprehensive  health  insurance  for  all  Americans  with 
minimal  cost  sharing,  situated  within  a  cost  containment  system 
of  global  budgets  and  mechanisms  to  enforce  them,  should  be  our 
goal. 
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Endnotes 


1.  The  most  widely  cited  estimates  of  job  losses  due  to  employer 
mandates  do  not  examine  the  Clinton  plan  and  cannot  be  used  to 
estimate  its  effects.     See  Rasell,  Baker,  and  Tang,  1993. 

2.  We  differ  with  many  economists  and  argue  that  health  care 
savings  will  not  entirely  flow  to  higher  wages.  Neoclassical 
theory  would  predict  that  reductions  in  the  health  costs  of  early 
retirees  would  not  be  passed  into  higher  wages  for  active 
workers ,  but  would  raise  profits  and/or  reduce  prices .  Despite 
an  extensive  literature,  the  evidence  that  health  care  savings 
would  flow  to  higher  wages  is  quite  weak  (Krueger,  1993). 
Moreover,  even  accepting  the  notion  of  fully  compensating 
differentials  at  equilibrium,  it  is  likely  that  the  current 
situation  in  the  U.S.  is  one  of  disequilibrium,  with  rapidly 
rising  health  costs  and  slow  wage  growth  leading  to  a  less  than 
the  theoretical  dollar- for-dollar  trade-off  between  firms'  health 
care  expenditures  and  wages.     Thus,  health  care  savings  would  not 
all  flow  to  higher  wages,  and  lower  prices  would  be  a  likely 
outcome . 
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Introduction 


Although  the  health  care  reform  debate  has  just  begun,  already  a  major  point  of 
disagreement  is  the  effect  of  the  Clinton  Administration  proposal  on  employment  The  Clinton  plan 
requires  all  employers  to  pay  at  least  80  percent  of  the  average  premium  cost  for  each  worker  and  a 
prorated  amount  for  each  part-time  worker,  with  subsidies  for  small  firms  and  caps  on  total  costs 
for  all  firms.  Some  people,  particularly  members  of  the  small  business  community,  argue  that  these 
mandates  will  raise  labor  costs  and  result  in  significant  job  losses. 

This  paper  examines  the  potential  economic  impact  of  two  aspects  of  the  Clinton  health 
reform  proposal:  (1)  the  initial  redistribution  of  health  costs  that  will  result  from  the  employer 
mandate  requiring  all  employers  to  provide  health  insurance  to  workers,  the  use  of  community 
rating,  and  coverage  of  early  retirees  through  the  public  program;  and  (2)  the  cost-containment 
component  of  the  plan.  We  investigate  the  effects  of  the  plan  on  employment,  investment,  wages, 
net  exports  (exports  minus  imports),  and  productivity  in  manufacturing  and  in  the  economy  as  a 
whole.  We  also  evaluate  claims  that  the  mandates  will  result  in  large  job  losses  in  small  firms. 

The  complexity  of  the  Clinton  Administration  health  care  reform  plan  makes  it  very  difficult 
for  researchers  to  simultaneously  determine  all  the  effects  of  all  the  provisions  of  the  plan. 
Specifically,  we  do  not  attempt  to  identify  the  employment  effects  on  particular  industries  or 
occupations  whose  employment  would  be  affected,  either  adversely  or  positively,  by  cost 
containment  efforts  or  by  the  specific  means  of  financing  the  health  care  plan  (e.g.,  job  losses  in 
the  tobacco  industry).  The  study  does,  however,  determine  the  major  effects  of  some  of  the  plan's 
most  important  elements. 

Using  standard  macroeconomic  assumptions  and  a  modified  microsimulation  model,  we  find: 


Under  the  Clinton  health  care  plan,  in  1994  the  manufacturing  sector  will  save  $18  billion 
compared  to  its  expenditures  under  the  current  system.  These  savings  will  increase 
manufacturing-related  employment  by  112,800  jobs  by  the  fifth  year  of  the  plan. 

The  economy-wide  effect  of  the  redistribution  of  health  costs  is  a  net  increase  of  75,900 
jobs  by  the  fifth  year. 

The  cost  containment  provisions  of  the  plan  will  increase  employment  in  manufacturing- 
related  sectors  by  52,000  by  the  fifth  year.  The  combined  effects  of  the  cost  redistribution 
and  cost  containment  provisions  of  the  plan  will  create  an  additional  164,700  jobs  in 
manufacturing-related  industries  by  the  plan's  fifth  year  and  258,700  jobs  by  the  10th  year. 

The  economy-wide  effects  of  the  cost  containment  provisions  will  depend  on  how  the  health 
dividend  is  used.  If  it  is  invested,  then  the  new  jobs  created  will  more  than  offset  the 
slowdown  in  job  growth  in  the  health  care  sector.  Cost  containment  will  also  lead  to  greater 
efficiencies  in  health  care  delivery. 


Financial  support  for  this  project  was  received  from  the  Henry  J.  Kaiser  Family  Foundation. 
The  Foundation  does  not  endorse  the  findings  of  any  single  study  and  hopes  that  each  will 
contribute  to  the  debate. 
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This  analysis  also  finds  that  the  Clinton  health  care  plan  promotes  an  improved  mix  of  jobs, 
with  relative  increases  in  permanent  and  full-time  employment  and  manufacturing-sector 
employment  growing  relative  to  service-sector  employment.  In  addition,  we  argue  that  reports  of 
large  job  losses  in  small  firms  because  of  the  employer  mandate  rest  on  assumptions  completely 
irrelevant  to  the  Clinton  plan.  However,  undoubtedly  some  job  loss  and  dislocation  will  result  from 
the  Clinton  plan. 

While  all  sectors  of  the  economy  will  be  affected  by  the  Clinton  plan,  this  analysis  focuses 
primarily  on  one  sector-manufacturing-for  two  reasons.  First,  manufacturing  plays  a  singularly 
important  role  in  the  economy.  Manufacturing  is  the  sector  most  subject  to  foreign  competition. 
Insofar  as  manufacturing  firms'  health  costs  are  reduced,  the  firms  will  be  better  able  to  export 
abroad  as  well  as  compete  with  imports  in  domestic  markets.  This  will  improve  the  country's  trade 
balance,  boost  employment,  and  increase  economic  growth.  Also,  manufacturing  continues  to  set 
the  pace  for  the  economy  as  a  whole  in  raising  productivity.  So  as  the  share  of  manufacturing  in 
the  economy  rises,  so  will  average  productivity  growth  and  real  wages. 

Second,  manufacturing  is  similar  to  other  sectors  of  the  economy  and  thus  can  illustrate  the 
various  aspects  of  the  Clinton  health  care  plan.  Because  many  manufacturing  workers  are  already 
provided  with  health  insurance  (75  percent  in  1991  [Employee  Benefits  Research  Institute  1993]), 
many  firms  can  expect  to  see  their  costs  fall.  However,  the  firms  employing  the  25  percent  of 
manufacturing  workers  who  do  not  receive  insurance  from  their  employer  likely  will  see  their  costs 
rise.  In  addition,  many  firms  in  the  manufacturing  sector  will  benefit  when  they  are  relieved  of  the 
health  costs  of  early  retirees.  As  in  all  sectors,  the  impact  of  the  health  care  plan  on  manufacturing 
will  be  the  net  result  of  these  contradictory  effects. 

This  study  is  based  on  the  Clinton  health  care  reform  plan  as  of  September  7,  1993.2  The 
effects  are  determined  assuming  that  the  plan  is  fully  implemented  on  January  1,  1994.  Our 
purpose  in  this  analysis  is  not  to  endorse  or  verify  the  various  components  and  projections  of  the 
Clinton  plan.  We  are  not  attempting  to  go  behind  their  numbers,  nor -are  we  endorsing  the  plan  as 
the  best  means  of  providing  high-quality,  affordable  health  care.  Our  intent  is  to  evaluate  selected 
employment  and  economic  effects  of  the  plan  as  it  has  been  outlined  by  the  Administration. 

Employer  Mandates  and  Small  Firms 

Mandates  on  employers  to  provide  insurance  to  their  workers  will  impact  most  heavily  those 
firms  not  currently  insuring  their  employees.  Since  most  currently  uninsured  workers  are  employed 
in  small  firms,  the  mandate  will  have  its  greatest  potential  impact  on  employment  in  small  firms. 
However,  the  subsidies  for  low-wage  firms  with  50  or  fewer  employees  will  mitigate  this  impact.3 
Recent  concerns  about  the  effects  of  an  employer  mandate  on  employment  have  been  driven 
primarily  by  two  studies,4  widely  cited  in  the  press,5  that  have  presented  a  picture  of  large-scale 
job  loss  stemming  from  a  health  care  mandate.  However,  neither  of  these  analyses  examined  the 
Clinton  mandate,  which  caps  firms'  costs  and  provides  generous  subsidies  to  small  firms.6  The 
other  studies  also  exclude  the  effects  of  reductions  in  health  costs  in  many  sectors  that  could  lead  to 
job  growth.  Finally,  both  of  these  analyses  assume  an  extremely  high  employment  response  to 
changes  in  labor  costs  that  is  not  supported  by  recent  empirical  work.7  In  fact,  no  existing  study 
has  examined  the  effects  of  the  Clinton  mandate  on  employment  in  small  firms.  See  "Mandates 
and  Small  Firms"  in  the  Appendix  for  more  information. 

Scenarios 

In  deteimining  how  the  savings  in  health  care  costs  could  affect  employment,  investment, 
net  exports,  productivity,  and  wages,  we  consider  three  distinct  possibilities,  all  of  which  are 
plausible.  First,  it  may  be  the  case  that  firms'  savings  in  health  care  costs  will  be  passed  directly  to 
the  firms'  workers  in  the  form  of  higher  wages.  There  are  many  economists  who  argue  that  firms 
see  health  care  expenses  as  simply  part  of  the  cost  of  hiring  labor;  they  do  not  care  if  they  pay  the 
money  as  a  premium  for  health  insurance  or  to  the  worker  in  his  or  her  wage.  In  this  view,  savings 
that  the  firm  receives  from  the  Clinton  health  plan  would  be  paid  to  workers  as  higher  wages. 

A  second  possibility  is  that  firms  will  use  the  savings  in  health  care  to  raise  their  profit 
margins.  By  this  logic,  when  a  worker  is  hired,  the  employer  and  employee  agree  on  the 
compensation  package.  If  the  compensation  includes  health  insurance  and  if  the  cost  of  the 
premium  climbs  faster  than  productivity  grows  or  wages  fall,  then  firms  would  be  forced  to  pay  the 
higher  health  costs  out  of  their  profits.  If  health  costs  were  reduced,  as  they  would  be  in  the 
Clinton  plan,  then  firms  would  see  their  profits  rise.  The  increase  in  profits  could  be  invested  by 
the  firm  or  could  be  paid  to  shareholders  as  larger  dividends. 

A  third  possibility  is  that  firms  pass  along  the  savings  in  health  care  to  consumers  in  the 
form  of  lower  prices.  This  could  occur  due  to  competition  driving  down  prices,  or  it  could  be 
explained  by  a  mark-up  pricing  model,  where  firms  set  their  prices  at  some  fixed  margin  above 
their  costs.  In  either  case,  if  firms'  costs  for  health  care  fall,  then  the  price  they  charge  for  their 
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product  will  fall  a  corresponding  amount  This  would  mean  that  savings  in  health  care  are  passed 
along  to  consumers  in  lower  prices. 

These  three  situations  outline  the  range  of  possible  uses  of  the  health  cost  savings.  The 
most  likely  outcome  of  the  Clinton  plan  would  be  some  combination  of  these;  that  is,  some  portion 
of  the  savings  would  be  used  to  raise  wages,  to  increase  profits,  and  to  reduce  prices.  Therefore,  in 
estimating  the  impact  of  the  Clinton  plan,  we  have  chosen  to  present  a  variety  of  scenarios  that  are 
combinations  of  the  situations  described  above.  The  following  four  combinations  will  be 
considered: 

(1)  half  the  savings  are  used  to  raise  wages,  half  to  raise  profits 

(2)  half  to  raise  wages,  half  to  reduce  prices 

(3)  half  to  raise  profits,  half  to  reduce  prices 

(4)  one-third  to  raise  wages,  one-third  to  raise  profits,  and  one-third  to  reduce  prices. 

Most  of  the  discussion  below  highlights  the  fourth  combination,  the  midrange  scenario  in 
which  one-third  of  the  savings  goes  to  wages,  profits,  and  prices.  The  cases  from  which  these 
scenarios  are  derived  are  described  in  more  detail  in  the  Appendix.8   We  estimate  these  scenarios 
for  two  different  time  periods:  years  1  through  5  of  the  Clinton  plan  and  years  1  through  10.  For 
each  period,  we  make  an  assessment  of  the  cumulative  impact  over  the  period  and  of  the  effects  of 
the  plan  in  a  single  year.9 

The  Clinton  Health  Care  Plan  and  the  Redistribution  of  Costs  Among  Firms 

The  Clinton  plan  will  redistribute  health  costs  among  firms.  Currently,  firms  that  provide 
health  insurance  to  their  employees  are  also  paying  for  the  health  care  of  many  other  people.  The 
Clinton  plan's  mandate  that  all  employers  provide  insurance  to  their  workers  will  raise  costs  for 
firms  not  currently  buying  insurance.  But  the  mandate  also  will  immediately  reduce  costs  for  many 
firms  that  already  insure  employees.  These  savings  will  come  through  two  channels.  First, 
mandating  all  employers  to  cover  their  employees  will  reduce  cost  shifting  for  uncompensated  care 
and  lower  the  costs  for  firms  that  already  provide  insurance.  Currently,  an  estimated  30  percent  of 
private  insurers'  hospitals  payments  actually  cover  the  nonreimbursed  expenses  of  people  who  are 
uninsured,  underinsured,  or  covered  by  Medicare  or  Medicaid,  both  of  which  reimburse  providers  at 
levels  below  the  actual  cost  of  the  care  provided.  Since  everyone  will  be  insured  under  the  Clinton 
plan,  this  cost  shifting  will  no  longer  occur,  reducing  the  bills  of  firms  that  now  provide  insurance. 

Further  immediate  savings  by  firms  currently  providing  insurance  will  occur  because  all 
workers  will  have  their  own  insurance.  At  present,  workers  who  are  insured  on  the  job  commonly 
provide  coverage  for  spouses  and  dependents  who  may  be  working  but  who  do  not  have  coverage 
through  their  own  employer.  This  subsidy  from  firms  that  do  provide  insurance  to  those  that  do  not 
would  be  eliminated  under  the  Clinton  plan  because  all  employers  would  be  required  to  insure  their 
workers. 

In  addition  to  the  mandate,  a  second  source  of  immediate  savings  for  many  firms  currently 
providing  insurance,  particularly  small  firms,  will  be  the  switch  to  community  rating.  At  present, 
many  firms,  especially  small  firms,  are  experience  rated,  meaning  that  their  health  costs  are 
determined  by  their  employees'  age,  health  status  and  existing  medical  conditions,  and  the  level  of 
health  risks  faced  by  workers.  In  addition,  small  firms  are  charged  much  higher  administrative  fees 
than  are  large  firms.  Under  the  Clinton  plan,  all  firms  will  be  charged  the  same  rates.  This  means 
that  for  some  firms  rates  will  rise,  while  others  will  see  rates  fall.  Among  those  most  likely  to  see 
falling  rates  are  small  firms  that  currently  insure  their  workers  and  manufacturing  firms,  whose 
workforces  are  usually  somewhat  older  than  the  average  for  the  economy  as  a  whole. 

A  third  source  of  immediate  savings  for  many  firms,  particularly  in  manufacturing,  will  be 
the  large  reduction  in  or  elimination  of  expenditures  for  the  health  care  of  early  retirees.  As  part  of 
their  strategy  to  become  more  competitive,  many  firms  have  been  shrinking  the  size  of  their 
workforce.  They  often  try  to  do  this  through  early  retirements  (before  age  65)  to  avoid  layoffs  or 
through  outright  dismissals.  In  many  cases,  in  return  for  employees  agreeing  to  take  early 
retirement,  the  firm  promises  to  maintain  workers'  health  care  benefits.  While  the  promise  of 
health  insurance  is  very  important  to  early  retirees  who  are  not  eligible  for  Medicare  until  age  65, 
these  agreements  can  be  very  costly  to  employers  because  these  older  individuals  tend  to  use  more 
medical  services  than  do  average-age  workers.  Under  the  Clinton  proposal,  the  government  will 
pick  up  80  percent  of  the  expense  of  a  basic  health  insurance  package  for  early  retirees  age  55  to 
64.  This  will  provide  substantial  and  immediate  savings  for  firms  with  large  numbers  of  early 
retirees.10 

Methods:  Measuring  the  Savings  from  the  Redistribution  of  Costs 

The  savings  to  the  manufacturing  sector  from  the  redistribution  of  costs  is  calculated  as  the 
difference  between  projected  expenditures  under  the  current  health  care  system  and  estimated 
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expenditures  under  the  Clinton  proposal,  both  calculated  for  1994,  the  year  in  which  we  assume  the 
plan  is  fully  implemented.  Expenditures  under  the  Clinton  plan  are  estimated  using  a  modified 
microsimulation  technique  based  on  the  National  Medical  Expenditure  Survey  (NMES),  with  firm 
level  information  from  the  Census  of  Manufacturers  and  the  Bureau  of  Labor  Statistics'  (BLS) 
Current  Employment  Statistics.  Based  on  this  technique,  manufacturers'  expenditures  in  1994 
under  the  Clinton  plan  are  estimated  at  $49  billion.  (For  more  details  on  these  estimates,  see  the 
Appendix.)  Manufacturers'  spending  in  1994  under  the  current  system  is  estimated  as  a  projection 
of  current  health  care  expenditures  based  on  the  BLS'  Employer  Costs  for  Employee  Compensation 
and  Employment  and  Wages.  Manufacturers'  expenditures  in  1994  under  the  current  system  are 
projected  to  be  $67  billion.  Thus  in  1994,  the  manufacturing  sector  would  save  $18  billion  under 
the  Clinton  plan  compared  to  the  current  system.  The  following  sections  of  this  paper  show  how 
these  savings  will  affect  employment,  investment,  net  exports,  productivity,  and  wages  in 
manufacturing  and  in  the  economy  as  a  whole. 

We  begin  with  an  examination  of  the  economic  effects  of  the  redistribution  of  health  costs 
and  reductions  in  firms'  costs  of  health  care  for  early  retirees.  From  there,  we  address  the 
economic  effects  of  cost  containment  and  the  combined  effects  of  the  redistribution  of  costs  and 
cost  containment 

The  Effects  of  the  Redistribution  of  Costs  on  Manufacturing 

The  first  set  of  projections  (Table  1)  shows  the  effects  of  the  immediate  savings  to 
manufacturing  resulting  from  the  redistribution  of  costs  among  all  employers  and  relief  from  the 
health  costs  of  early  retirees.  Specifically,  Table  1  shows  the  effects  on  employment,  investment, 
net  exports,  productivity,  and  wages.  The  discussion  below  describes  the  midrange  outcome 
(Scenario  4),  where  one-third  of  the  savings  goes  to  each  of  wages,  profits,  and  prices. 

Compared  to  continuing  with  the  current  health  care  system,  by  the  fifth  year  of  the  Clinton 
plan,  112,800  new  manufacturing-related  jobs  would  be  created.  By  the  10th  year,  123,900 
additional  jobs  would  be  created  (see  Scenario  4  in  Table  1). 

Cumulative  investment  would  rise  by  $9.8  billion  over  the  first  five  years  and  by  $20.5 
billion  over  10  years.  The  cumulative  increase  in  net  exports  would  be  $15.2  billion  and  $33.9 
billion  over  five  and  10  years,  respectively.  Productivity  would  rise  0.22  percent  by  the  end  of  the 
fifth  year  and  0.52  percent  by  the  end  of  the  10th  year.  Wages  would  rise  1.05  percent  by  the  end 
of  the  fifth.  As  can  be  seen  in  Table  1,  each  of  the  four  scenarios  shows  gains  in  all  areas.  In 
addition,  these  gains  are  significant  relative  to  the  size  of  the  manufacturing  sector.  For  example, 
three  of  the  four  scenarios  show  gains  of  employment  greater  than  112,000  in  the  fifth  year  after 
the  plan  is  implemented.  This  would  represent  a  0.7  percent  increase  in  manufacturing  employment 
over  the  baseline  scenario  with  the  current  health  care  system.  Manufacturing  investment  rises  by 
approximately  2  percent  in  two  of  the  four  scenarios,  and  net  exports  increase  by  approximately  1 
percent  When  half  of  the  savings  is  passed  along  in  higher  wages,  real  wages  take  an  immediate 
jump  of  almost  1.6  percent  In  general,  the  effects  of  the  initial  savings  increase  over  time  as  the 
higher  profits  gradually  lead  to  more  investment  and  the  lower  prices  increase  net  exports. 

The  Effects  of  the  Redistribution  of  Costs  on  the  Economy  as  a  Whole 

The  manufacturing  sector  will  see  its  health  costs  fall  due  to  the  redistribution  of  health  care 
expenditures.  As  shown  above,  these  health  care  savings  will  increase  employment,  output  and 
investment,  as  well  as  raise  productivity  and  wages  in  manufacturing-related  sectors.  However, 
other  sectors  that  currently  do  not  insure  their  workers  will  see  their  health  costs  rise.    Since  many 
of  the  uninsured  are  in  the  service  sector,  the  cost  increases  will  be  largest  there." 

There  are  no  reliable  data  available  to  show  the  exact  impact  that  these  cost  increases  will 
have  on  wages,  employment,  investment,  and  productivity  in  small,  primarily  service-sector  firms. 
In  the  absence  of  clear  evidence,  we  assume  that  the  losses  in  the  service  sector  directly  due  to  the 
redistribution  of  current  health  care  expenditures  would  exactly  offset  the  gains  in  manufacturing 
and  other  high  health  cost  sectors  that  directly  result  from  their  savings.  In  other  words,  we  assume 
that  for  every  dollar  that  wages  rose  in  manufacturing  due  to  lower  health  care  costs,  wages  fell  a 
dollar  in  the  service  sector  due  to  higher  costs.  We  make  the  same  assumption  for  employment 
investment,  and  productivity.12  Insofar  as  the  mandates  lead  to  a  net  increase  in  national  health 
expenditures,  we  have  assumed  that  the  additional  revenue  flowing  to  the  health  care  sector  has  a 
positive  employment  effect  of  approximately  the  same  magnitude  as  the  negative  employment  effect 
resulting  from  the  additional  costs  incurred  in  the  rest  of  the  economy. 

However,  the  net  impact  for  the  economy  as  a  whole  is  not  zero.  The  reason  for  this  is  that 
manufactured  goods  are  in  general  traded  internationally,  whereas  services  for  the  most  part  are  not. 
This  means  that  a  decline  in  the  price  of  U.S.  manufactured  goods  will  increase  our  exports  and 
decrease  our  imports  (because  domestically  produced  goods  are  comparatively  cheaper)  in  a  way 
that  will  not  be  offset  by  a  corresponding  increase  in  the  price  of  goods  in  the  service  sector. 
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Table  1 

The  Effects  of  the  Cost  Redistribution  on  Manufacturing 


Scenario  V 


Scenario  2" 


Scenario  3C 


Scenario  4" 


Employment  (Thousands  of  Jobs) 
Effect  in 

Fifth  Year  54.4 
Tenth  Year  72.0 


115.1 
113.8 


169.2 
185.8 


112.8 
123.9 


Investment  (Billions  of  1994  Dollars) 

Effect  in 

Fifth  Year  $  2.7 

Tenth  Year  3.5 

Cumulative  Effect 

First  Five  Years  13.2 

First  Ten  Years  29.1 


$  0.0 
0.0 


$  2.8 
3.6 


15.0 
30.9 


$  1.8 
2.4 


9.8 
20.5 


Net  Exports  (Billions  of  1994  Dollars) 

Effect  in 

Fifth  Year  $  0.0 

Tenth  Year  0.0 

Cumulative  Effect 

First  Five  Years  0.0 

First  Ten  Years  0.0 


$  5.6 
5.6 


22.7 
50.8 


$  5.6 
5.6 


22.7 
50.8 


$  3.8 
3.8 


15.2 
33.9 


Productivity  (Percent  Change  from  Baseline) 
Effect  in 


Fifth  Year 
Tenth  Year 


0.29 
0.73 


0.06 
0.06 


0.34 
0.78 


0.22 
0.52 


Wages  (Percent  Change  from  Baseline) 
Effect  in 

Fifth  Year  1.57 
Tenth  Year  1.57 


1.57 
1.57 


0.0 
0.0 


1.05 
1.05 


1/2  Higher  Wages,  1/2  Higher  Profits 

1/2  Higher  Wages,  1/2  Lower  Prices 

1/2  Higher  Profits,  1/2  Lower  Prices 

1/3  Higher  Wages,  1/3  Higher  Profits,  1/3  Lower  Prices 


By  mandating  a  more  even  distribution  of  health  care  expenses  among  all  employers,  the 
Clinton  plan  is  in  effect  removing  an  excess  burden  that  U.S.  manufacturers  currently  are  being 
forced  to  bear  in  their  efforts  to  compete  with  foreign  manufacturers.  In  addition,  firms  will  see 
large  reductions  in  their  costs  for  retiree  health  care.  Lowering  their  health  expenditures  will 
increase  their  ability  to  compete,  leading  to  more  exports  and  more  jobs  in  the  economy  as  a  whole, 
even  assuming  that  the  service  sector's  losses  otherwise  completely  offset  the  gains  in 
manufacturing. 

It  is  also  worth  noting  that  there  are  not  only  gains  in  net  exports  and  employment,  but  also 
in  investment  and  productivity.  The  reason  for  the  gains  in  these  latter  two  categories  is  that  higher 
export  sales  act  to  stimulate  investment.  Although  these  gains  are  comparatively  modest,  over  time 
even  these  secondary  effects  are  a  substantial  stimulus  to  the  economy.  In  general,  the 
manufacturing  sector  has  been  the  most  significant  source  of  productivity  growth  in  the  economy. 
By  lessening  the  extent  to  which  manufacturing  is  being  forced  to  subsidize  health  care  costs  in  the 
rest  of  the  economy,  the  Clinton  plan  will  be  a  boost  to  the  economy  as  a  whole. 

The  economy-wide  effects  of  the  redistribution  of  costs  are  shown  in  Table  2.  Assuming 
the  complete  offset  in  services  discussed  above,  there  would  be  a  net  increase  of  75,900  jobs  in 
both  the  fifth  year  and  10th  year  of  the  plan  compared  to  continuing  with  the  current  health  care 
system.  There  will  be  a  small  cumulative  increase  in  investment  of  $1.2  billion  by  the  fifth  year. 
Net  exports  would  rise  by  a  cumulative  total  of  $15.2  billion  over  the  first  five  years  and  by  $33.9 
billion  over  the  first  10  years  of  the  plan. 
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Table  2 

The  Effects  of  the  Cost  Redistribution 
on  the  Economy  as  a  Whole 


Effect  in 

Fifth  Year 
Tenth  Year 


Employment  Investment  Net  Exports 
(Thousands  (Billions  of  (Billions  of 

of  Jobs)  1 994  Dollars)       1 994  Dollars) 


75.9 
75.9 


$  0.0 
0.0 


$  3.8 
3.8 


Productivity  Wages 
(Percent  (Percent 
Change)  Change) 


0.01% 
0.01 


0.0% 
0.0 


Cumulative  Effect 
First  Five  Years 
First  Ten  Years 


$  1.2 
1.2 


$  15.2 
33.9 


Note:  These  projections  assume  savings  are  equally  distributed  between  higher  wages,  higher 
profits,  and  lower  prices. 


The  Clinton  Health  Care  Plan  and  Cost  Containment 

In  addition  to  these  immediate  savings,  the  cost  containment  provisions  of  the  Clinton  plan 
will  reduce  the  rate  of  growth  of  health  care  costs,  creating  substantial  savings  for  firms.  In  recent 
years,  health  expenditures  have  been  rising  at  a  rate  of  9  to  11  percent  annually.  If  the  health  care 
system  is  not  reformed,  the  rate  of  growth  is  projected  to  remain  very  high  for  the  indefinite  future, 
and  firms'  already  heavy  health  cost  burden  will  grow  even  larger.  The  Clinton  plan  will  put  in 
place  a  mechanism  to  slow  the  growth  in  costs,  which  will  create  large  savings  that  we  are  calling  a 
health  care  dividend.  In  the  fifth  year  of  the  new  plan,  this  dividend  will  equal  $72  billion. 

Methods:  Measuring  the  Savings  from  Cost  Containment 

To  measure  the  longer  term  savings  to  manufacturing  from  cost  containment,  we  subtracted 
the  targeted  rate  of  growth  in  the  Clinton  plan  from  current  forecasts  of  the  rate  of  growth  of  health 
care  spending  over  the  next  10  years.  Since  the  cost-containment  target  of  the  plan  has  been 
criticized  as  being  unrealistic,  we  also  calculated  the  plan's  effects  based  on  the  assumption  that 
just  half  the  amount  of  predicted  long-term  savings  is  actually  realized.  In  this  way  we  have  set  out 
a  range  between  an  optimistic  and  a  pessimistic  scenario  for  cost  containment  We  have  estimated 
the  impact  of  this  cost-containment  program  under  the  same  set  of  scenarios  in  which  savings  flow 
to  some  combination  of  higher  wages,  higher  profits,  or  reduced  prices.  We  estimate  the  effect  of 
the  savings  due  to  cost  containment  on  employment,  investment,  net  exports,  productivity,  and 
wages  both  in  manufacturing  and  in  the  economy  as  a  whole. 

The  Effects  of  Cost  Containment  on  Manufacturing 

Whatever  the  benefits  associated  with  the  redistribution  of  costs  among  firms,  ultimately  the 
major  source  of  potential  gain  to  manufacturing  and  to  the  economy  will  result  from  the  cost 
containment  program  put  in  place  by  the  Clinton  plan.  The  economic  effects  of  cost  containment 
are  shown  in  Table  3,  and  further  details  are  in  the  Appendix.  Table  3  shows  a  range  of  outcomes; 
in  each  case  the  smaller  numbers  show  the  effects  of  the  Clinton  plan  achieving  half  its  targeted 
savings,  and  the  higher  numbers  show  the  effects  of  achieving  all  the  targeted  savings. 

Table  3  shows  that  the  gains  to  manufacturing  from  cost  containment  will  eventually  be 
even  larger  than  the  gains  resulting  from  the  redistribution  of  expenditures  and  the  immediate 
reduction  in  costs.  Again,  we  assume  the  midrange  (Scenario  4)  outcome,  where  one-third  of 
savings  flows  to  each  of  wages,  profits,  and  prices.  Due  to  cost  containment,  employment  in 
manufacturing  will  be  higher  by  26,000  to  52,000  jobs  in  the  fifth  year  of  the  plan,  and  by  68,100 
to  135,100  jobs  in  the  10th  year.  By  the  fifth  year  of  the  plan,  cumulative  investment  will  have 
increased  by  $1.1  billion  to  $2.2  billion,  and  by  $5.4  billion  to  $10.8  billion  by  the  end  of  the  10th 
year.  Cumulative  net  exports  will  increase  between  $2.1  billion  and  $4.2  billion  over  the  first  five 
years  and  between  $10.2  billion  and  $20.3  billion  over  the  first  10  years.  Productivity  will  rise  by 
0.15  to  0.30  percent  by  the  end  of  the  10th  year.  By  the  fifth  and  10th  years  of  the  plan,  wages 
will  be  an  average  of  0.29  to  0.57  and  0.66  to  1.32  percent  higher,  respectively. 
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Table  3 

The  Effects  of  Cost  Containment  on  Manufacturing 
Scenario  1*  Scenario  2b  Scenario  3C  Scenario  4d 


Employment  (Thousands  of  Jobs) 

Pffprt  in 
CIICCI  in 

Fifth  Year  11.1-22.1 

28.0  - 

55.3 

29.0  - 

78.0 

26.0  - 

52.0 

Tenth  Year             33.4  -  66.8 

67.9  - 

135.8 

101.3  - 

202.6 

68.1  - 

135.1 

Investment  (Billions  of  1994  Dollars) 

Effect  in 

Fifth  Year             $  0.6  -  1.1 

$  0.1  - 

0.2 

$  0.7  - 

1.3 

$  0.4  - 

0.8 

Tenth  Year               1.7  -  3.3 

0.1  - 

0.2 

1.8  - 

3.5 

1.2  - 

2.3 

um  uiau  v  t  i-iiiuv  i 

First  Five  Years         1.2  -  2.3 

0.3  - 

0.6 

1.7  - 

3.3 

1.1  - 

2.2 

First  Ten  Years         7.3  -  14.5 

0.8  - 

1.6 

8.1  - 

16.2 

5.4- 

10.8 

Net  Exports  (Billions  of  1994  Dollars) 

Effect  in 

Fifth  Year             $  0.0  -  0.0 

$  1.3  - 

2.6 

$  1.3  - 

2.6 

$0.9- 

1.7 

Tenth  Year              0.0  -  0.0 

3.3  - 

6.5 

3.3  - 

6.5 

2.2  - 

4.3 

Cumulative  Effect 

First  Five  Years         0.0  -  0.0 

3.1  - 

6.2 

3.1  - 

6.2 

2.1  - 

4.2 

First  Ten  Years         0.0  -  0.0 

15.3  - 

30.5 

15.3  - 

30.5 

10.2  - 

20.3 

Productivity  (Percent  Change  from  Baseline) 

Effect  in 

Fifth  Year                0.04  -  0.08% 

0.0  - 

0.01% 

0.05 

-  0.09% 

0.03-0.06% 

Tenth  Year              0.21  -  0.42 

0.02 

-  0.04 

0.23 

-  0.45 

0.15 

-  0.30 

Wages  (Percent  Change  from  Baseline) 
Effect  in 

Fifth  Year  0.43  -  0.86%  0.43  -  0.86%  0.0  -  0.0%  0.29  -  0.57% 

Tenth  Year  0.99  -  1.99  0.99  -  1.99  0.0  -  0.0  0.66  -  1.32 


1  1/2  Higher  Wages,  1/2  Higher  Profits 

b  1/2  Higher  Wages,  1/2  Lower  Prices 

c  1/2  Higher  Profits,  1/2  Lower  Prices 

d  1/3  Higher  Wages,  1/3  Higher  Profits,  1/3  Lower  Prices 


The  Effects  of  Cost  Containment  on  the  Economy  as  a  Whole 

Effective  cost  containment  will  present  both  opportunities  and  hazards  for  the  economy  as  a 
whole.  As  noted  earlier,  there  should  be  an  unambiguous  positive  effect  on  manufacturing  from 
cost  containment  as  savings  in  health  care  are  passed  through  in  the  form  of  higher  wages,  higher 
profits,  and  lower  prices.  This  clearly  leads  to  gains  in  the  form  of  increased  employment, 
investment,  productivity,  and  net  exports. 

There  is  a  second  unambiguously  positive  effect  that  can  be  associated  with  cost 
containment  To  some  extent  cost  containment  will  involve  lowering  incomes  (reducing  economic 
rents)  earned  by  some  of  the  workers  and  corporations  in  the  health  care  industry.  This  would 
mean  reducing  the  excessive  fees  received  by  highly  paid  health  care  professionals  or  cutting  the 
extraordinary  profits  earned  by  some  of  the  corporations  producing  pharmaceutical  and  other  health 
care  supplies  and  equipment.  However,  despite  the  lower  incomes  and  reduced  profits,  there  is 
likely  to  be  little  change  in  behavior  or  employment.  In  other  words,  highly  paid  specialists  might 
still  work  roughly  the  same  hours  even  if  their  pay  rates  were  somewhat  lower.  Or,  pharmaceutical 
companies  may  still  produce  roughly  the  same  supply  of  drugs  even  if  their  profits  were  no  greater 
than  those  received  by  firms  in  other  industries.  Insofar  as  health  cost  containment  brings  savings 
of  this  sort,  it  represents  a  pure  gain  to  the  economy.  There  is  no  effect  on  employment  in  the 
health  care  sector,  but  because  of  the  lower  cost  to  the  rest  of  the  economy,  there  will  be  additional 
money  going  to  higher  wages,  higher  profits,  or  lower  prices. 
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While  these  first  two  effects  are  unambiguously  positive,  there  is  a  third  and  probably  more 
important  effect,  the  impact  of  which  can  be  either  positive  or  negative.  To  some  extent,  effective 
cost  containment  is  almost  certain  to  involve  the  reduction  of  waste  in  the  form  of  eliminating 
unnecessary  paperwork  or  reducing  the  provision  of  unnecessary  services.  Reduction  of  waste  of 
this  sort  means  increasing  the  efficiency  of  the  health  care  sector,  but  it  also  means  that  fewer 
workers  will  be  employed  than  if  current  trends  continued.  The  rate  of  growth  of  health  care 
employment  would  decrease.  Thus,  the  increase  in  efficiency  presents  an  opportunity  to  the 
economy  in  the  sense  that  these  workers  could  be  more  productively  employed  in  other  sectors.  It 
also  presents  a  risk,  however,  in  that  it  is  possible  that  alternative  forms  of  employment  will  not  be 
forthcoming.  In  this  case,  an  increase  in  the  efficiency  of  the  health  care  sector  may  actually  lead 
to  a  loss  of  jobs  for  the  economy  as  a  whole. 

In  most  economic  analyses  of  the  impact  of  health  care  reform  this  possibility  is  not 
considered,  since  most  analyses  use  economic  models  that  assume  the  economy  will  always  be  at  or 
near  full  employment.  We  have  explicitly  not  made  such  an  assumption,  since  historically  (and 
certainly  in  recent  years)  the  economy  has  generally  not  been  at  or  near  full  employment  If  full 
employment  is  not  assumed,  then  the  reduced  rate  of  job  creation  in  the  health  care  sector  could 
pose  a  real  problem.  In  the  three  years  since  the  onset  of  the  last  recession  in  June  1990,  the  health 
care  sector  has  accounted  for  over  25  percent  of  all  the  new  jobs  that  have  been  created.  If  the 
growth  of  employment  in  the  health  care  sector  over  this  period  had  been  slower,  then  in  all 
probability  overall  job  growth  would  have  been  slower  as  well.  The  economy  is  still  operating  well 
below  full  employment,  and  most  forecasts  predict  slow  economic  growth  for  the  rest  of  the 
decade.  In  such  a  situation,  there  is  a  real  risk  that  the  primary  impact  of  increasing  the  efficiency 
of  the  health  care  sector  will  be  to  raise  unemployment 

However,  the  cost  savings  and  resultant  increased  efficiency  also  present  an  opportunity. 
The  savings  can  be  seen  as  a  health  care  dividend.  If  this  money  is  put  to  productive  use-for 
example,  if  both  the  private  and  public  sector  invest  the  bulk  of  their  savings-then  it  can  lead  to 
alternative  sources  of  employment  and  higher  productivity  for  the  economy  as  a  whole.  Policies 
that  are  conducive  to  private  investment  in  plant  and  equipment  and  public  investment  in  education, 
training,  and  infrastructure  can  ensure  this  result  If,  however,  a  large  portion  of  the  savings  in 
health  care  is  used  in  less  economically  productive  ways,  such  as  to  purchase  imports  or  to  reduce 
the  deficit  then  the  net  effect  of  the  cost  containment  may  well  be  to  produce  higher 
unemployment  In  short  if  we  do  not  assume  the  economy  automatically  attains  full  employment 
whether  or  not  the  economy  actually  gains  from  the  cost  savings  and  increased  efficiency  of  the 
health  care  sector  will  depend  on  how  the  dividend  is  used.  This  will  in  turn  depend  upon  the 
macroeconomic  policies  pursued  by  the  government  at  the  time. 

Combined  Effects  of  the  Clinton  Plan 

This  section  examines  the  effects  of  the  redistribution  of  costs  among  all  employers,  firms' 
savings  on  early  retirees'  health  care,  and  savings  from  cost  containment  on  the  manufacturing 
sector  and  on  the  economy  as  a  whole.  By  combining  these  three  factors,  it  is  possible  to 
determine  the  major  economic  effects  the  Clinton  health  plan  will  have  on  employment  investment 
net  exports,  productivity,  and  wages. 

The  Combined  Effects  of  the  Clinton  Plan  on  Manufacturing 

The  impact  of  the  combined  effects  of  the  Clinton  plan  on  the  manufacturing  sector~the 
effect  of  the  immediate  saving  from  the  redistribution  of  costs  (Table  1)  and  the  longer-term 
savings  from  cost  containment  (Table  3)— is  summarized  in  Table  4.  We  assume  that  savings  are 
equally  distributed  between  higher  wages,  higher  profits,  and  lower  prices.  The  numbers  shown  also 
assume  that  the  Clinton  plan's  cost  containment  targets  are  achieved. 

Employment  will  be  164,700  higher  in  the  fifth  year  of  the  plan  and  258,700  higher  in  the 
10th  year  (see  Figure  1).  In  the  fifth  year,  investment  will  be  $2.8  billion  higher  (see  Figure  2). 
The  cumulative  increase  will  equal  $11.0  billion  by  the  end  of  the  fifth  year  and  will  rise  to  $30.5 
billion  by  the  end  of  the  10th  year.  Net  exports  will  be  $5.4  billion  greater  in  the  fifth  year  (see 
Figure  3).  The  cumulative  increase  will  be  $19.2  billion  by  the  end  of  the  fifth  year  and  $53.9 
billion  by  the  end  of  the  10th.  Productivity  will  have  increased  by  0.28  and  0.82  percent  by  the 
end  of  years  5  and  10,  respectively.  Wages  will  be  1.62  percent  higher  on  average  by  the  fifth  year 
and  2.37  percent  higher  by  the  10th  year. 

The  Combined  Effects  of  die  Clinton  Plan  on  the  Economy  as  a  Whole 

To  complete  the  analysis,  we  examine  the  effects  of  the  redistribution  of  costs  and  the  cost 
containment  on  the  economy  as  a  whole.  As  pointed  out  above,  the  effects  of  cost  containment  on 
the  economy  as  a  whole  cannot  be  quantified  with  any  precision.  We  can  note  again,  however,  that 
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Table  4 

The  Combined  Effects  of  the  Cost  Redistribution 
and  Cost  Containment  on  Manufacturing 


Employment 
(Thousands 
of  Jobs) 


Investment 

(Billions  of 
1994  Dollars) 


Net  Exports 
(Billions  of 
1994  Dollars) 


Productivity  Wages 
(Percent  (Percent 
Change)  Change) 


Effect  in 


Fifth  Year 
Tenth  Year 


164.7 
258.7 


$  2.8 
4.7 


$  5.4 
8.0 


0.28% 
0.82 


1.62% 
2.37 


Cumulative  Effect 
First  Five  Years 
First  Ten  Years 


$  11.0 
30.5 


$  19.2 
53.9 


Note:  These  projections  assume  savings  are  equally  distributed  between  higher  wages,  higher  profits, 
and  lower  prices. 


the  savings  in  manufacturing  produce  a  net  gain.  The  net  effect  outside  the  manufacturing  sector 
will  be  somewhat  ambiguous.  Obviously,  efficiency  gains  in  health  care  will  be  a  pure  gain  to  the 
economy.  However,  the  ultimate  impact  of  the  Clinton  plan  will  depend  on  the  success  in 
redirecting  the  health  care  dividend  toward  more  productive  ends. 

Conclusion 

Our  results  clearly  show  that  the  Clinton  health  care  plan  could  produce  significant 
economic  benefits  for  the  economy.  Although  some  firms  will  pay  more,  the  cost  burden  for  many 
firms  that  already  provide  insurance  will  be  reduced.  Due  to  the  redistribution  of  costs  that  will 
result  from  the  employer  mandate,  community  rating,  and  firms'  savings  on  retiree  health  care,  in 
the  economy  as  a  whole  there  will  be  a  net  increase  of  75,900  jobs  by  the  fifth  year  of  the  plan.  In 
addition,  investment  will  increase  and  net  exports  will  rise.  The  manufacturing  sector  will  save 
approximately  $18  billion  in  the  first  year  of  the  plan.  These  savings  will  increase  manufacturing- 
related  employment  by  112,800  by  the  plan's  fifth  year  as  well  as  produce  economically  significant 
gains  in  exports,  wages,  and  profits  and  reduce  prices.  This  will  in  turn  lead  to  more  jobs,  more 
investment,  increased  net  exports,  higher  productivity  growth,  and  more  rapid  real  wage  growth. 

As  the  cost  containment  provisions  in  the  Clinton  plan  reduce  the  rate  of  increase  in  health 
care  expenditures,  there  will  be  even  larger  savings  for  health  care  purchasers.  In  manufacturing, 
cost  containment  will  create  an  additional  52,000  jobs  by  the  fifth  year  of  the  plan  and  increase  net 
exports.  In  addition,  cost  containment  will  increase  efficiency  in  the  health  care  sector.  By  the 
fifth  year  of  the  plan,  the  health  care  dividend  will  total  $72  billion  and  will  be  rising  rapidly.  The 
net  economy-wide  effects  of  cost  containment  will  depend  upon  how  this  dividend  is  used.  If  it  is 
invested  either  in  the  public  or  private  sector,  the  new  jobs  created  will  more  than  offset  the 
slowdown  in  job  growth  in  health  care.  If  the  dividend  is  not  invested,  then  the  reduced  rate  of  job 
creation  in  health  care  could  lead  to  higher  unemployment 

The  proposed  health  care  reform  will  also  shift  the  economy  toward  a  better  mix  of  jobs,  in 
part  because  of  the  already  discussed  expansion  of  the  manufacturing  sector  that  provides  well- 
paying  jobs  for  the  non-college-educated  workforce,  precisely  the  group  experiencing  adverse  wage 
and  job  trends  in  recent  years.  Equally  important,  the  employer  mandates  in  the  health  care  plan 
will  reduce  the  existing  financial  incentives  for  employers  to  use  contingent  forms  of  work-hiring 
part-time  and  temporary  workers  or  using  independent  contractors. 

During  the  1980s  and  into  the  current  economic  recovery,  there  has  been  an  excessive 
growth  in  contingent  employment  (duRivage  1992;  Mishel  and  Bernstein  1993)  that  has  undercut 
the  living  standards  and  economic  security  of  the  workforce.  This  growth  of  contingent 
employment  has  been  partially  driven  by  employers  seeking  to  escape  fringe  benefit  costs, 
especially  health  insurance.  Such  moves  will  no  longer  be  possible  under  the  new  health  care  plan. 
Employers  will  have  to  pay  a  prorata  share  of  the  insurance  premium  of  part-time  workers,  with  the 
costs  of  a  15  hour-per-week  worker  being  half  that  of  a  full-time  worker.  Temporary  help  agencies 
will  be  required  to  pay  80  percent  of  the  insurance  premiums  for  the  temporary  workers  on  their 
payrolls,  as  will  all  employers  for  their  employees.  Last,  independent  contractors  who  receive  80 
percent  of  their  income  from  one  firm  will  be  considered  an  employee  of  that  firm  and  will  have  80 
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Figure  i 

Job  Growth  in  Manufacturing 
under  the  Clinton  Plan 
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Figure  2 

Increase  in  Investment  under  the  Clinton  Plan 
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Figure  3 

Increase  in  Net  Exports  under  the  Clinton  Plan 
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percent  of  their  premiums  paid  for  by  the  firm.  Thus,  the  employer  mandates  will  reduce  employer 
financial  incentives  to  shift  toward  contingent  work.  The  result  will  be  that  employers  will 
structure  their  workforce  based  on  productivity  and  quality  considerations,  not  on  their  savings  from 
providing  fewer  benefits. 

The  main  purpose  of  the  Clinton  plan  is  not  to  aid  the  economy  but  rather  to  provide  high 
quality  health  care  to  all  Americans  at  a  reasonable  cost  The  plan's  merits  will  ultimately  depend 
on  how  effectively  it  meets  these  goals.  However,  the  plan's  economic  impact  could  be  very 
positive  as  well. 


November  1993 
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APPENDIX 

The  Effects  of  the  Redistribution  in  Costs:  Three  Scenarios 

The  calculations  for  the  scenarios  discussed  in  the  text  are  based  on  combining,  with 
different  weights,  three  cases  in  which  savings  in  health  care  are  passed  on  completely  in  the  form 
of  higher  wages,  higher  profits,  or  lower  prices.  We  first  model  each  of  these  "pure"  scenarios 
before  averaging  them  together  to  get  the  results  discussed  in  the  text.  Each  of  these  pure  scenarios 
is  constructed  using  assumptions  about  elasticities  that  are  well  within  the  range  frequently  used  in 
economic  modeling  and  are  well  supported  by  empirical  research. 

Wages 

The  scenario  in  which  savings  in  health  care  expenditures  are  passed  on  entirely  in  the  form 
of  higher  wages  is  extremely  straightforward.  We  simply  assume  that  wages  rise  dollar  for  dollar  in 
accordance  with  declines  in  health  care  costs.  We  then  calculate  this  increase  as  a  percentage  of 
current  wages  in  manufacturing.  There  are  no  other  effects  from  this  change  because  the  price  of 
manufactured  goods  is  completely  unchanged,  as  are  firm  profits.  This  means  that  there  should  be 
no  impact  on  either  investment  or  net  exports.  While  workers  in  manufacturing  industries  will  have 
more  income  to  spend  as  a  result  of  their  higher  wages,  this  should  be  offset  exactly  by  the 
reduction  in  incomes  of  providers  in  the  health  care  industry  who  will  be  earning  less  than  in  the 
baseline  scenario  and  by  the  increased  health  care  expenditures  of  firms  that  had  not  previously 
provided  insurance  to  their  workers.  Since  the  gains  in  income  for  workers  in  manufacturing  are 
offset  exactly  by  losses  of  income  elsewhere,  there  is  no  change  in  total  demand.  This  leaves 
output  and  employment  unaffected.  The  impact  of  $18.4  billion  in  health  care  savings  for 
manufacturing  firms  passed  on  entirely  in  the  form  of  higher  wages  is  summarized  in  Appendix 
Table  1. 

Profits 

In  the  scenario  where  the  health  savings  are  kept  entirely  by  firms  as  increased  profits,  we 
have  to  make  an  assumption  about  how  higher  profits  affect  investment.  For  this  we  relied  on 
recent  work  on  the  effect  of  cash  flow  on  investment  by  Steve  Fazzari  (1993).  In  the  most 


Appendix  Table  1 
Effects  of  Cost  Redistribution 


Employment 

(Thousands 
of  Jobs) 


Investment 
(Billions  of 
1994  Dollars) 


Net  Exports 
(Billions  of 
1994  Dollars) 


Productivity  Wages 
(Percent  (Percent 
Change)  Change) 


Higher  Wage  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


0.0 
0.0 


$0.0 
0.0 


0.0 
0.0 


$0.0 
0.0 

0.0 
0.0 


0.0% 
0.0 


3.15% 
3.15 


Higher  Profit  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


108.0 
144.1 


$5.3 
7.1 

26.3 
58.1 


$0.0 
0.0 

0.0 
0.0 


0.57% 
1.45 


0.0<5 
0.0 


Lower  Price  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


230.2 
227.6 


$0.1 
0.0 

3.6 
3.6 


$11.0 
11.0 


45.4 
101.6 


0.10% 
1.10 


0.0% 
0.0 
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extensive  microlevel  study  to  date  of  the  investment  patterns  of  manufacturing  firms,  Fazzari  found 
a  very  strong  link  between  cash  flow  and  investment.  We  aggregated  the  coefficient  for  the 
different  categories  of  manufacturing  firms  in  his  study  to  derive  a  coefficient  for  the  manufacturing 
sector  as  a  whole.  The  aggregate  coefficients  are  as  follows,  with  the  subscript  indicating  the  length 
of  the  lag  in  years: 

CFt  =  0.072 
CFM=  0.11 
CFt.2  =  0.067 

The  rate  of  growth  of  sales  also  affects  investment  This  means  that  as  investment  increases 
the  sales  of  firms  producing  capital  goods,  it  will  induce  further  investment  To  estimate  the  size  of 
this  effect  we  again  used  the  results  of  the  Fazzari  study.  His  estimated  coefficient  for  the  effect  of 
sales  growth  (expressed  as  a  percent  of  current  sales)  on  the  firm's  investment  divided  by  their 
capital  stock  is: 

SGt  =  0.138 
SG, ,  =  0.085 
SGt2  =  0.042 

To  use  these  coefficients  to  calculate  the  amount  of  investment  induced  by  sales  growth,  we 
multiplied  the  sales  growth  by  the  size  of  the  capital  stock  in  manufacturing.  We  estimated  that  this 
will  be  $2.4  trillion  in  1994  (in  1994  dollars)  based  on  data  from  the  U.S.  Department  of 
Commerce's  Fixed  Reproducible  Tangible  Wealth  in  the  United  States,  1925-1989,  and  subsequent 
investment  data.  To  calculate  the  growth  rate  of  final  sales  we  used  a  denominator  of  $2.0  trillion, 
which  is  approximately  equal  to  final  sales  of  manufactured  goods  in  1993.  We  assumed  that  the 
only  change  in  sales  was  that  due  to  the  profit-induced  effect  on  investment,  with  the  rest  of  the 
redistribution  in  demand  from  the  service  sector  to  manufacturing  bringing  no  net  change  in  final 
demand. 

Over  the  longer  term  this  increase  in  investment  raises  national  output  by  increasing 
productivity.  To  calculate  this  impact  we  assumed  that  the  effect  of  capital  on  productivity  is  the 
same  in  manufacturing  as  elsewhere  in  the  economy.  DRI,  a  leading  econometric  forecasting  firm, 
estimates  the  elasticity  of  output  with  respect  to  capital  services  to  be  0.33.  This  means  that  a  1 
percent  increase  in  capital  services  will  increase  output  by  0.33  percent.  This  figure  is  similar  to 
estimates  that  have  been  produced  in  a  wide  range  of  studies  over  the  years.  At  present  capital 
services  are  being  used  up  at  an  approximately  $650  billion  annual  rate  (all  numbers  are  in  1987 
dollars  unless  otherwise  indicated).  Gross  domestic  product  (GDP)  is  approximately  $5.0  trillion. 
This  means  that  a  $6.5  billion  increase  in  capital  services  would  lead  to  a  $16.7  billion  increase  in 
output.  To  translate  current  investment  into  capital  services  in  future  years  it  is  necessary  to  adjust 
for  the  life  of  the  investment.  According  to  BLS'  most  recent  multifactor  productivity  tables,  the 
annual  rate  of  depreciation  for  structures  and  equipment  is  approximately  5.5  percent  and  11.7 
percent  respectively.  The  ratio  of  investment  in  equipment  to  structures  was  approximately  4.8  for 
the  five  years  from  1986  to  1990.  This  gives  an  annual  rate  of  depreciation  of  slightly  more  than  10 
percent  If  the  ratio  of  equipment  to  structure  investment  remains  the  same,  this  means  that  roughly 
$65  billion  dollars  of  investment  is  needed  to  generate  an  additional  $6.5  billion  of  capital  services. 
Applying  the  elasticity  cited  earlier,  we  calculate  that  an  additional  dollar  of  capital  generates 
approximately  $0.25  in  additional  output  in  subsequent  years.  This  is  the  ratio  we  used  in 
calculating  the  impact  of  increased  manufacturing  investment  on  productivity  and  GDP. 

In  order  to  be  consistent,  we  assumed  that  the  increase  in  productivity  is  translated  entirely 
into  higher  profits.  Prices  do  not  fall  and  wages  do  not  rise  even  as  workers  become  more 
productive  and  profit  margins  are  growing.  As  productivity  and  profits  grow,  the  amount  of 
investment  they  induce  grows  as  well.  We  translated  the  increase  in  investment  into  gains  in 
employment  at  the  rate  of  20,270  jobs  per  billion  dollars  of  additional  demand.  This  ratio  is  derived 
from  an  Economic  Policy  Institute  study  (Baker  and  Lee  1993)  that  measured  the  secondary 
employment  impacts  associated  with  jobs  in  various  sectors  of  the  economy.  Baker  and  Lee 
estimated  the  average  number  of  jobs  created  either  directly  for  the  end  product  or  indirectly  in  the 
supplier  industries  per  billion  dollars  of  expenditure  on  manufactured  goods.  This  number  was 
adjusted  to  take  account  of  inflation  from  the  year  used  in  the  study  (1991)  until  1994.  The  impact 
of  the  entire  $18.4  billion  in  savings  to  manufacturing  firms  being  added  to  profit  is  summarized  in 
Appendix  Table  1. 

Prices 

In  the  scenario  where  savings  in  health  care  are  all  passed  along  in  the  form  of  lower  prices, 
the  initial  impact  comes  entirely  through  net  exports.  While  lower  prices  should  make  manufactured 
goods  more  affordable  for  domestic  consumers,  the  reduction  in  purchasing  power  for  workers  or 
owners  of  firms  in  the  service  sector  largely  offsets  this  effect.  The  increase  in  net  exports. 
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however,  has  a  secondary  impact  in  that  higher  net  exports  create  higher  growth  in  sales  which 
leads  to  more  investment.  We  calculated  the  impact  on  investment  of  this  sales  growth  using  the 
estimates  from  the  Fazzari  study  discussed  earlier.  We  also  assumed  that  any  productivity  gains 
resulting  from  this  investment  are  passed  along  in  the  form  of  lower  prices,  although  this  second- 
order  effect  is  too  insignificant  to  be  of  any  consequence  in  these  calculations. 

We  calculated  the  effect  of  lower  prices  on  net  exports  using  estimates  of  price  elasticity 
calculated  by  Barry  Bosworth  (1993).  In  his  recent  book  he  estimated  the  elasticity  of  demand  for 
nonoil,  nonfood  manufactured  exports  as  -1.02.  He  calculated  the  elasticity  for  imports  as  -1.43. 
This  means  that  a  1  percent  reduction  in  the  price  of  manufactured  goods  should  lead  to  a  1.02 
percent  increase  in  U.S.  exports  of  manufactured  goods  and  1.43  percent  decline  in  U.S.  imports  of 
manufactured  goods.  These  elasticities  are  consistent  with  many  other  estimates  in  the  literature. 
Since  Bosworth  estimated  these  elasticities  with  a  three-year  lag  structure,  when  we  applied  them  to 
our  calculations  we  assumed  that  30  percent  of  the  impact  is  felt  in  the  first  year,  75  percent  by  the 
second  year,  and  the  full  impact  by  the  third  year. 

Our  calculations  of  employment  gains  are  based  on  multiplying  the  increase  in  net  exports 
plus  the  increase  in  investment  by  20,270  jobs  as  described  above.  In  both  the  case  of  health  care 
savings  being  passed  on  in  lower  prices  and  in  the  case  of  the  savings  being  kept  as  increased 
profits,  we  have  not  included  any  multiplier  effect  for  the  induced  increases  in  demand.  We  have 
not  estimated  this  multiplier  effect  for  two  reasons:  (1)  it  would  be  difficult  to  attempt  to  calculate 
how  much  of  this  spending  will  produce  a  second  round  of  demand  for  domestic  manufactured 
goods;  and  (2)  it  would  be  difficult  to  determine  the  multiplier  impact  associated  with  the  reduction 
in  demand  in  the  service  sector.  By  excluding  any  multiplier  effect  we  have  probably 
underestimated  the  effect  that  health  care  savings  will  have  on  the  manufacturing  sector.  The 
impact  of  the  savings  to  manufacturing  firms  being  entirely  passed  along  in  lower  prices  is 
summarized  in  Appendix  Table  1. 

The  Effects  of  Cost  Containment 

We  estimated  the  savings  from  the  Clinton  plan's  cost  containment  by  assuming  that  costs  for 
manufacturing  would  follow  the  same  path  as  health  care  costs  for  the  economy  as  a  whole  under 


Appendix  Table  2 
Effects  of  Cost  Containment 


Employment 
(Thousands 
of  Jobs) 


Investment 
(Billions  of 
1994  Dollars) 


Net  Exports 
(Billions  of 
1994  Dollars) 


Productivity  Wages 
(Percent  (Percent 
Change)  Change) 


Higher  Wage  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


0.0 
0.0 


$0.0 
0.0 

0.0 
0.0 


$0.0 
0.0 

0.0 
0.0 


0.0% 
0.0 


1.72% 
3.97 


Higher  Profit  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


44.2 
133.6 


$2.1 
6.6 

5.5 
29.2 


$0.0 
0.0 

0.0 
0.0 


0.15% 
0.81 


0.0% 
0.0 


Lower  Price  Scenario 

Effect  in 

Fifth  Year 

Tenth  Year 
Cumulative  Effect 

First  Five  Years 

First  Ten  Years 


111.7 
271.6 


$0.4 
0.4 

1.1 
3.1 


$5.1 
13.0 

12.3 
60.9 


0.02% 
0.08 


0.0% 
0.0 
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both  the  baseline  scenario  and  the  Clinton  plan.  In  order  to  keep  the  numbers  in  1994  dollars  and 
directly  comparable  to  our  other  calculations,  we  assumed  a  3  percent  annual  inflation  rate  for  the 
whole  period  and  deflated  each  year's  savings  accordingly.  After  calculating  the  level  of  savings 
year  by  year,  we  examined  the  same  three  pure  scenarios  described  above,  assuming  in  turn  that  all 
savings  are  passed  along  in  higher  wages,  higher  profits,  and  lower  prices.  The  summaries  of  the 
impact  of  the  health  care  plan  in  each  of  these  scenarios  appear  below  in  Appendix  Table  2. 

Estimating  Health  Costs  in  the  Manufacturing  Sector 

Health  care  savings  in  the  manufacturing  sector  are  the  difference  between  health  care 
expenditures  under  the  Clinton  plan  and  spending  under  the  current  health  care  system.  The 
calculation  is  made  for  1994  because  the  Clinton  plan  premium  estimates  are  for  that  year.  We 
project  manufacturers'  spending  under  the  current  system  to  1994.  Health  costs  as  a  share  of  wages 
and  salaries  in  manufacturing  were  obtained  from  the  BLS'  Employer  Costs  for  Employee  Compen- 
sation. The  health  insurance  share  of  all  insurance  costs  was  obtained  from  the  U.S.  Chamber  of 
Commerce  survey  of  employee  benefits.  Total  wages  and  salaries  in  manufacturing  were  obtained 
from  BLS'  Employment  and  Wages  (ES-202  data).  Spending  was  adjusted  to  reflect  a  continuation 
of  current  trends  in  manufacturing  employment  and  health  insurance  coverage.  Manufacturers' 
health  costs  in  1994  were  estimated  to  be  $67  billion. 

Manufacturers'  costs  under  the  Clinton  plan  were  estimated  using  the  National  Medical 
Expenditure  Survey  (NMES)  as  the  primary  data  source.  To  estimate  firms'  eligibility  for  subsidies 
under  the  Clinton  plan  and  to  determine  whether  the  payroll  cap  was  binding,  we  needed  to  know 
manufacturing  workers'  enterprise  size,  average  wage  in  their  enterprise,  enterprise  payroll,  and  the 
mix  of  family  types  (single,  single-headed  household,  couples  without  children,  and  couples  with 
children)  in  the  firm.  The  average  enterprise  size,  average  wage,  and  payroll  information  for 
durable  and  nondurable  manufacturing  by  range  of  firm  size  was  obtained  from  the  1987  Census  of 
Manufacturers  conducted  by  the  Bureau  of  the  Census.  Payroll  and  wage  data  were  projected  from 
the  BLS'  Employer  Cost  for  Employee  Compensation. 

These  firm  level  data  were  appended  to  the  records  of  manufacturing  workers  in  the  NMES 
using  firm  size  and  durable/nondurable  as  match  variables.  (The  1988  May  Current  Population 
Survey  was  used  to  estimate  enterprise  size  from  establishment  size  in  manufacturing,  holding 
constant  durable/nondurable  manufacturer  and  rural/urban/suburban  location;  these  relationships 
were  then  used  to  determine  enterprise  size  in  the  NMES.)  The  mix  of  family  type  by  firm  size, 
durable/nondurable  manufacturing,  and  rural/urban/suburban  location  was  determined  by  averaging 
over  manufacturing  workers  in  the  NMES.  Premium  costs  were  estimated  at  $1,881,  $3,761, 
$3,789,  and  $4,243  for  singles,  couples  without  children,  single-headed  households,  and  couples 
with  children,  respectively.13  Firms'  minimum  premium  costs,  i.e.,  80  percent  of  the  total 
premium  adjusted  for  numbers  of  workers  per  family,  were  estimated  to  be  $1,504,  $2,068,  $2,412, 
and  $2,412,  respectively. 

Enterprise  costs  were  then  estimated  by  assuming  firms  would  pay  the  lesser  of  their  payroll- 
capped  premiums,  where  the  caps  varied  by  firm  size  and  average  wage  according  to  the  specifics 
of  the  Clinton  plan,  or  80  percent  of  the  estimated  premiums  of  the  workers.  Where  under  the 
current  system  firms  paid  more  than  80  percent  of  premiums,  these  additional  costs  were  added  to 
the  firms'  expenditures,  as  were  the  costs  of  supplemental  insurance  not  included  in  the  Clinton 
basic  plan.  We  adjusted  for  changes  in  the  health  insurance  status  of  workers  between  1987  and 
1994,  and  for  the  change  in  the  size  of  the  manufacturing  labor  force  over  the  period.  Finally,  we 
added  on  the  costs  of  the  over  65-year-old  retirees'  insurance  premiums  by  inflating  the  costs  in 
1987,  taken  from  the  NMES,  by  the  rate  of  increase  in  national  health  care  expenditures,  plus  a  15 
percent  increase  in  the  number  of  retirees.  Expenditures  by  manufacturers  under  the  Clinton  plan  in 
1994  were  estimated  at  $48.6  billion. 

With  the  exception  of  the  premium  costs  shown  just  above,  these  calculations  are  based  on 
the  "leaked"  description  of  the  Clinton  plan  dated  September  7,  1993.  Since  that  time,  some 
changes  have  been  made  in  the  plan.  Eligibility  for  subsidies  has  been  broadened  to  include  firms 
with  up  to  75  workers.  This  should  further  reduce  potential  job  loss.  However,  since  the  size  of 
the  increase  will  be  quite  small- an  estimated  $16  billion  over  five  years  or  an  increase  of  4 
percent- the  effects  will  also  be  very  small.14  In  addition,  the  subsidy  has  been  changed  so  that  it 
is  no  longer  an  entitlement  However,  the  administration  estimates  that  funds  raised  by  the  health 
plan  provisions  will  cover  all  the  subsidies.  So,  in  keeping  with  our  goal  of  estimating  the  effects 
of  the  plan  as  it  is  written  and  estimated  by  the  administration,  these  calculations  assume  complete 
funding  of  the  subsidies. 
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Mandates  and  Small  Firms 

Under  the  Clinton  plan,  firms  with  50  or  fewer  employees  and  with  average  wages  of 
$12,000  or  less  would  pay  no  more  than  3.5  percent  of  payroll  for  employee  health  insurance 
premiums.  For  a  worker  in  a  small  firm  earning  $12,000  per  year,  or  about  $5.75  an  hour,  the 
Clinton  mandate  would  mean  an  additional  cost  of  about  20  cents  an  hour,  or  $8.08  a  week.  A 
new  payroll  tax  of  3.5  percent  is  approximately  equal  to  the  decline  in  the  value  of  the  minimum 
wage  due  to  inflation  over  the  last  14  months.  Just  as  this  decline  has  produced  no  employment 
boom,  it  is  unlikely  that  the  mandate  will  lead  to  large  job  losses.  Recent  research  by  leading  labor 
economists  indicates  that  the  employment  effects  will  not  even  be  large  enough  to  be  picked  up  in 
national  statistics  (Card  1992;  Katz  and  Krueger  1991;  Spriggs  forthcoming). 

Under  the  Clinton  plan,  small  low-wage  firms  will  have  their  costs  capped  at  3.5  percent  of 
payroll.  As  average  wages  in  small  firms  rise  from  $12,000  to  $24,000,  the  payroll  cap  rises  from 
3.5  to  7.9  percent  of  payroll.  No  firm  will  be  required  to  pay  more  than  7.9  percent  of  payroll  for 
health  insurance  premiums.  However,  the  studies  most  frequently  cited  in  critiques  of  the  Clinton 
mandates  assume  much  higher  costs.  A  study  by  the  Employment  Policies  Institute  assumes 
employer  premium  costs  of  $5,310  for  family  coverage  and  $2,160  for  individuals  (O'Neill  and 
O'Neill  1993).  The  report  concludes  that  such  mandates  would  result  in  a  loss  of  3.1  million  jobs. 
While  we  strongly  disagree  with  many  of  the  assumptions  and  technical  aspects  of  this  work,  our 
central  objection  to  its  use  in  the  current  debate  is  that  it  is  irrelevant  to  the  question  of  the  effects 
of  the  Clinton  mandates  on  employment.  This  work  assumes  that  low-wage,  small  firms'  premium 
costs  for  a  family  policy  would  be  more  than  12.5  times  greater  than  they  actually  would  be  under 
the  Clinton  plan  and  that  costs  for  individual  premiums  would  be  more  than  five  times  greater. 
Under  the  Clinton  plan,  even  large  high-wage  firms  would  not  face  costs  as  high  as  those  used  in 
this  work.  The  study's  family  premiums  are  more  than  twice  as  large,  and  individual  premiums  are 
nearly  1.5  times  as  large  as  those  that  would  be  faced  by  iarge  high- wage  firms  under  the  Clinton 
plan.  In  addition,  this  work  ignores  the  cost  savings  that  will  be  received  by  many  firms  and  the 
resultant  employment  gains. 

Another  frequently  cited  work  was  prepared  by  the  CONSAD  Research  Corporation  for  the 
National  Federation  of  Independent  Business,  a  small-business  trade  association.  This  work 
examines  the  employment  effects  of  five  health  reform  proposals  (but  not  the  Clinton  plan;  it  had 
not  been  developed),  and  specifically  excludes  from  the  estimates  of  employment  effects 
"businesses  whose  health  care  insurance  premiums  are  reduced  under  a  health  care  reform  proposal" 
(page  18).  Moreover,  of  the  three  proposals  they  examine  that  include  employer  mandates,  none  is 
at  all  similar  to  the  Clinton  plan.  Two  plansf  require  all  employers  to  pay  75  to  80  percent  of 
premiums,  and  the  third  imposes  a  7  percent  payroll  tax  on  all  firms.  Under  these  regimes,  they 
find  that  6.6  to  16.3  million  jobs  would  be  placed  "at  risk,"  meaning  the  workers  in  these  jobs 
would  face  job  losses,  layoffs,  or  reduced  wages  and  benefits.  While  we  question  many  of  their 
assumptions  and  methods,  our  main  critique  is  the  relevance  of  these  findings  to  the  Clinton 
proposal.  None  of  these  proposals  provide  subsidies  to  small  firms  nor  cap  firms'  costs  as  the 
Clinton  plan  does.  These  two  studies  do  not  inform  us  about  the  employment  effects  of  the  Clinton 
plan.  An  examination  of  these  effects  has  yet  to  be  done. 

In  addition  to  basing  their  studies  on  estimates  of  premiums  that  are  too  high  and  on  very 
dubious  assumptions,  these  two  reports  also  explicitly  exclude  from  their  analysis  those  sectors  of 
the  economy  that  will  gain  from  health  care  reform.  Clearly  many  firms  will  benefit,  as  described 
above,  and  the  manufacturing  sector,  which  is  singularly  important  for  the  economy,  stands  to  gain 
quite  a  bit 


115 


BIBLIOGRAPHY 

Baker,  Dean  and  Thea  Lee.  "Employment  Multipliers  in  the  U.S.  Economy."  Washington,  DC: 
Economic  Policy  Institute,  Working  Paper,  1993. 

Bosworth,  Barry  P.  Savings  and  Investment  in  a  Global  Economy.  Washington,  DC:  The 
Brookings  Institution,  1993. 

Card,  David.  "Do  Minimum  Wages  Reduce  Employment?  A  Case  Study  of  California,  1987-89." 
Industrial  and  Labor  Relations  Review,  No.  46,  pp.  38-54,  October  1992. 

CONSAD  Research  Corporation.  "The  Employment  Impact  of  Proposed  Health  Care  Reform  on 
Small  Business."  Washington,  D.C.:  National  Federation  of  Independent  Business,  May  6,  1993. 


duRivage,  Virginia  L.  New  Policies  for  the  Part-Time  and  Contingent  Workforce.  Washington,  DC: 
Economic  Policy  Institute,  1992. 

Employee  Benefit  Research  Institute.  Sources  of  Health  Insurance  and  Characteristics  of  the 
Uninsured  Washington,  DC:  Employee  Benefit  Research  Institute,  1993. 

Fazzari,  Steven.  "Investment  and  U.S.  Fiscal  Policy  in  the  1990s."  Washington,  DC:  Economic 
Policy  Institute,  Briefing  Paper,  1993. 

Katz,  Lawrence  and  Alan  Krueger.  "The  Effect  of  the  New  Minimum  Wage  Law  in  a  Low  Wage 
Labor  Market,"  National  Bureau  of  Economic  Research,  Working  Paper  No.  3655,  1991. 

Mishel,  Lawrence  and  Jared  Bernstein.  The  Joyless  Recovery:  Deteriorating  Wages  and  Job 
Quality  in  the  1990s.  Washington,  DC:  Economic  Policy  Institute,  1993. 

O'Neill,  June  E.  and  Dave  M.  "The  Impact  of  a  Health  Insurance  Mandate  on  Labor  Costs  and 
Employment"  Washington,  D.C.:  Employment  Policies  Institute,  September  1993. 

Spriggs,  William.  "Changes  in  the  Federal  Minimum  Wage,  A  Test  of  Wage  Norms."  Journal  of 
Post-Keynesian  Economics,  forthcoming. 

U.S.  Department  of  Commerce.  Fixed  Reproducible  Tangible  Wealth  in  the  United  States,  1925- 
1989.  Washington,  DC:  U.S.  Government  Printing  Office,  1992. 


116 


ENDNOTES 

1.  This  report  was  funded  by  the  Henry  J.  Kaiser  Family  Foundation  as  part  of  the  Kaiser  Health 
Reform  Project,  an  effort  to  help  inform  policymakers,  the  media,  and  the  public  on  critical  issues 
in  health  reform.  This  study  by  the  Economic  Policy  Institute  examines  one  such  issue  and  is  one 
of  several  the  Foundation  is  funding  on  the  economic  impact  of  health  reform.  The  Kaiser  Family 
Foundation  does  not  endorse  the  findings  of  any  single  study,  and  hopes  that  each  will  contribute  to 
the  debate. 

2.  As  of  early  October  1993,  when  this  report  was  being  written,  the  Clinton  health  reform  plan 
had  not  been  officially  released.  The  basis  of  this  analysis  is  a  "leaked"  but  widely  circulated 
description  of  the  plan,  dated  September  7,  1993. 

3.  Since  this  analysis  was  completed,  the  Administration  has  announced  changes  in  the  health  care 
plan.  See  "Estimating  Health  Care  Costs  in  the  Manufacturing  Sector"  in  the  Appendix  for  a 
discussion  of  the  effects  of  these  changes. 

4.  See  "The  Impact  of  a  Health  Insurance  Mandate  on  Labor  Costs  and  Employment,"  by  June  E. 
O'Neill  and  Dave  M.  O'Neill  of  the  Employment  Policies  Institute,  Washington,  DC,  September 
1993,  and  "The  Employment  Impact  of  Proposed  Health  Care  Reform  on  Small  Business,"  prepared 
by  the  CONSAD  Research  Corporation  for  the  National  Federation  of  Independent  Business, 
Washington,  DC,  May  1993. 

5.  Kathleen  Day,  "The  Reformer  Meets  the  Restaurateurs,"  The  Washington  Post,  September  14, 
1993,  and  Sylvia  Nasar,  "Health  Care  Quandary:  Will  Coverage  Cut  Jobs?"  The  New  York  Times, 
August  30,  1993. 

6.  The  Clinton  plan  would  provide  approximately  $421  billion  in  subsidies  over  five  years  to  small 
firms  for  the  purpose  of  offsetting  their  expenditures  for  health  insurance  premiums.  This  would 
greatly  reduce  their  premium  costs  and  eliminate  much  of  the  employment  effects  of  the  mandates. 
See  Dana  Priest,  "Health  Subsidy  Estimate  Rises  by  $16  Billion,"  The  Washington  Post,  October  5, 
1993. 

7.  The  Employment  Policies  Institute  study  uses  an  elasticity  of  -0.3  in  calculating  the  sensitivity 
of  labor  demand  to  changes  in  labor  costs.  This  implies  that  a  1  percent  increase  (decrease)  in 
labor  costs  leads  to  a  0.3  percent  decrease  (increase)  in  labor  demand.  This  degree  of  sensitivity 
would  imply  that  the  20  percent  rise  in  the  real  value  of  the  minimum  wage  between  1989  and 
1990  would  have  led  to  a  6  percent  drop  in  employment  for  minimum  wage  workers.  In  fact,  a 
variety  of  studies  by  the  nation's  leading  labor  economists  found  no  evidence  of  any  decline  in 
employment  (Katz  and  Krueger  1991;  Card  1992;  Spriggs  forthcoming). 

8.  In  all  of  these  scenarios  we  count  only  the  direct  impact  of  increased  spending  on  net  exports  or 
investment  We  do  not  include  any  respending  or  multiplier  effects  from  the  higher  wages,  etc., 
under  the  assumption  that  this  spending  is  largely  displacing  other  spending  that,  in  the  absence  of 
the  redistribution  of  costs,  would  have  been  done  by  firms  or  workers  in  the  service  sector.  Insofar 
as  this  is  not  the  case,  we  have  understated  the  positive  impact  of  the  redistribution  of  health  care 
costs. 

9.  A  key  assumption  we  made  in  modeling  the  Clinton  plan  is  that  it  is  possible  for  the  economy 
to  be  below  full  employment  and  to  have  unused  resources.  Economists  often  use  general 
equilibrium  models,  which  assume  full  employment,  to  assess  the  impact  of  policies.  In  these 
models,  changes  only  come  about  through  the  reallocation  of  resources  from  less  to  more 
productive  uses,  or  vice  versa.  There  can  be  no  overall  gains  to  the  economy  as  a  whole  except  for 
the  increased  efficiency  associated  with  such  reallocations.  We  did  not  take  this  route  in  modeling 
the  Clinton  health  care  package,  because  we  do  not  believe  it  presents  an  accurate  description  of  the 
economy.  By  almost  any  standard  measure,  such  as  unemployment  rates  or  capacity  utilization,  the 
economy  is  nearly  always  operating  below  its  potential.  This  means  that  the  impact  of  a  policy  in 
dampening  or  stimulating  demand  for  unused  resources  is  likely  to  be  far  more  significant  than  its 
impact  in  reallocating  resources  between  more  and  less  productive  sectors. 

10.  The  latest  details  on  this  issue  from  the  Clinton  Administration  indicate  that  for  the  first  three 
years  of  the  plan  firms  may  be  assessed  a  fee  equal  to  one-half  of  their  savings  on  early  retirees' 
health  costs  (Wall  Street  Journal,  October  14,  1993).  Such  fees  are  not  included  in  this  analysis. 
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11.  Health  Insurance  Coverage  from  Own  Employer,  1991 


Industry 


%  Insured 


Wholesale  Trade 
Retail  Trade 

Business  and  Repair  Services 
Personal  Services 

Entertainment  and  Recreational  Services 

Professional  Services 

Finance,  Insurance,  and  Real  Estate 


66 
35 
44 

26 
33 
56 
67 


Source:  Employee  Benefit  Research  Institute,  1993. 

12.  It  is  possible  that  the  negative  impact  of  increased  costs  in  the  service  sector  is  larger  than  the 
positive  impact  of  lower  costs  in  the  manufacturing  sector.  This  would  require  a  greater  elasticity  of 
demand  for  labor  in  the  service  sector  than  in  manufacturing.  There  is  no  evidence  that  this  is  the 
case.  Furthermore,  since  most  estimates  of  the  elasticity  of  demand  for  labor  are  very  low  in  any 
case,  it  is  very  unlikely  that  any  difference  between  sectors  could  have  much  of  an  impact  on  our 
calculations. 

13.  Personal  communication,  Health  Care  Task  Force. 

14.  Priest,  Dana.  "Health  Subsidy  Estimate  Rises  by  $16  Billion."  The  Washington  Post,  October 


Mr.  Stark.  I  agree.  The  only  reason  you  need  cost  sharing  is  to 
give  some  blood  to  the  Republicans.  Somehow  they  feel  it  isn't  right 
if  you  don't  pay  something.  So  give  them  their  pound  of  flesh  and 
maybe  a  dollar  or  two,  no  more  than  that.  It  doesn't  make  a  lot  of 
sense. 

There  have  been  some  studies  that  I  suppose  show  that  cost 
sharing  actually  does  deter  people  from  getting  necessary  medical 
care. 

Dr.  Rasell.  That  is  correct. 

Mr.  Stark.  Let  me  see,  just  a  couple  of  things.  You  have  this 
marvelous  faith  in  the  American  system.  I  can't  tell  whether  that 
comes  from  being  an  economist  or  a  physician. 

Let's  just  take  hundreds  of  billions  of  dollars  of  unfunded  liability 
that  the  President  just  gave  away  that  manufacturers  primarily 
have.  The  reason  they  have  it  is  they  haven't  been  doing  the  right 
thing.  They  have  been  basically  breaking  the  law  just  like  they 
have  been  with  their  pension  funds  all  these  years,  so  to  give  these 
folks,  who  have  given  no  contribution  to  the  social  welfare  of  this 
country  that  I  can  see,  a  handout  of  hundreds  of  billions  of  dollars, 
what  is  there,  doctor,  that  leads  you  to  think  they  are  going  to  take 
that  money  and  do  anything  but  distribute  it  to  their  shareholders 
or  pay  executive  bonuses?  Why  do  you  think  they  are  going  to  hire 
any  more  people? 

What  evidence  have  you  seen  in  the  past  10  years?  When  we 
have  given  huge  subsidies  for  investment  tax  credits,  have  you  ever 
seen  these  companies  buy  a  labor-creating  machine? 

Dr.  Rasell.  No,  let  me  elaborate  on  that.  If  they  have  the  sav- 
ings we  think  they  will  from  health  care,  there  are  three  things 
they  can  do  with  it.  One,  as  you  mention,  they  can  raise  their  prof- 
its and  pay  their  shareholders  more. 

Mr.  Stark.  You  got  it. 


5,  1993. 
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Dr.  Rasell.  They  can  also  pay  higher  wages.  In  fact,  many 
economists  argue  that  all  the  money  would  go  into  higher  wages. 
I  disagree.  They  could  also  lower  their  prices. 

Mr.  Stark.  I  was  going  to  come  to  that  next. 

Dr.  Rasell.  So  they  have  three  choices.  I  would  argue  that  it  is 
probably  not  all  going  to  go  into  wages. 

Mr.  Stark.  You  think  they  are  going  to  lower  their  prices?  Let's 
take  Sony.  Sony,  who  ought  to  be  banned  in  this  country  for  their 
price  fixing  schemes  that  you  read  about  in  the  paper  this  morning, 
and  then  take  Toyota,  they  make  cars  in  my  district.  We  take  a  25 
percent  tariff  off  on  pickup  trucks.  Did  they  lower  their  price?  Not 
a  bit. 

Now,  General  Motors  goes  to  Canada  to  make  Firebirds  and  they 
save  $800  on  health  care.  Same  price.  Same  price.  I  mean,  give  me 
an  indication,  any,  just  an  example. 

Dr.  Rasell.  I  think  the  steel  companies  provide  an  example.  I 
am  going  to  stay  away  from  auto  because  I  think  they  have  been 
not  taking  advantage  of  some  of  the  opportunities  they  would  have 
to  lower  prices. 

The  steel  firms,  when  they  received  protection  in  the  1980s  did 
use  some  of  the  revenues  to  increase  investment,  you  know,  do 
things  better,  produce  better  stuff  at  lower  prices. 

Possibly,  you  know,  as  a  component  of  this  you  might  want  to  in- 
clude some  incentives  for  them  to  invest  some  of  these  savings. 

Mr.  Stark.  I  washed  my  hands  of  corporate  America  as  being 
able  to  do  anything  worthwhile  for  humanity  20  years  ago  when  I 
decided  to  become  a  politician.  I  still  have  seen  no  evidence  that 
corporate  America — and  the  fact  of  the  matter,  I  don't  see  why  they 
should.  Why  don't  we  just  write  them  off?  Paul  Samuelson  would 
wonder  how  he  ever  let  me  pass  his  introductory  course,  but  I  see 
no  reason — let  them  make  profits,  that  is  what  they  are  trained  to 
do.  That  is  what  they  do  well.  That  is  what  all  these  MBAs  learn 
to  do,  and  leave  the  social  contract,  as  every  other  industrialized 
nation  does,  to  the  charity  and  the  government,  and  let  others 
make  Corvettes  if  they  choose. 

Dr.  Rasell.  I  guess  I  would  just  offer  that  sometimes  they  have 
a  shortsighted  view  of  what  is  in  their  own  best  self-interest. 

Mr.  Stark.  Corporations? 

Dr.  Rasell.  Corporations. 

Mr.  Stark.  That  isn't  our  worry. 

Dr.  Rasell.  But  government  policy  can  influence  sometimes. 

Mr.  Stark.  But  the  only  policy  they  salivate  over  is  our  defense 
policy,  and  then  they  say  we  don't  have  a  corporate  policy  in  this 
country.  I  would  say,  well,  what  do  you  think  the  Department  of 
Defense  is?  They  are  not  very  consistent,  and  that  is  OK.  But  I  am 
just  saying  let  them  alone,  tax  them  and  deregulate  them  for  all 
I  care. 

The  Republicans  are  all  harping  about  the  death  penalty.  I  could 
get  very  enthused  with  the  death  penalty  if  you  would  make  life- 
threatening  pollution  a  felony  subject  to  the  same  sort  of  punish- 
ment as  armed  robbery.  I  can  make  a  case  for  that. 

At  any  rate,  I  want  to  talk  about  the  issue  of  the  premium  and 
taxes  and  mandates  for  a  moment.  I  think  I  am  going  to  buy  into 
the  Republican  plan  and  suggest  that  the  mandate  ought  to  be  an 
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individual  mandate.  At  some  point  we  have  got  to  say  everybody 
must  have  insurance. 

It  seems  to  me  we  jump  through  a  whole  lot  of  hoops  to  mandate 
an  employer  who  will  then  jump  through  a  lot  of  hoops  to  not  make 
you  or  me  an  employee.  Do  either  of  you  have  any  trouble  with  just 
saying  we  will  make  this  an  individual  mandate? 

Dr.  Rasell.  Well,  I  would  say  that  the  first  question  I  would  ask 
is  how  is  it  going  to  be  paid  for? 

Mr.  Stark.  We  will  get  to  that  in  a  minute.  I  will  tell  you,  as 
a  matter  of  fact. 

Dr.  Rasell.  Potentially  I  could  

Mr.  Stark.  Let  me  go  through  the  scene.  What  do  you  think,  Mr. 
Podhorzer?  I  will  tell  you  how  to  pay  for  it  in  just  a  second. 

Mr.  Podhorzer.  I  think  there  are  a  number  of  reasons  whv  al- 
though we  support  something  more  progressive  than  employer 
mandate,  an  individual  mandate  is  worse  than  an  employer  man- 
date. First  of  all  

Mr.  Stark.  Why? 

Mr.  Podhorzer.  First  of  all,  I  think  that  if  you — the  nature  of 
how  people  are  compensated  at  the  moment  puts  them  in  a  position 
where  the  stability  that  you  would  need  to  have  a  truly  universal 
individual  mandate  is  much  more  iffy  than  an  employer  mandate. 
With  an  employer  mandate  you  have  a  more  centrally  collected  rev- 
enue stream  that  is  

Mr.  Stark.  Oh,  come  on. 

Mr.  Podhorzer.  Sure. 

Mr.  Stark.  Look,  try  this. 

Mr.  Podhorzer.  I  am  sorry,  go  ahead. 

Mr.  Stark.  There  is  nothing  more  centrally  collected  than  taxes, 

right,  the  Internal  Revenue  Service? 

Mr.  Podhorzer.  So  you  are  saying  add  it  as  a  tax?  I  thought  

Mr.  Stark.  Let  me  just  outline  for  you  how  you  could  do  it  so 

simply. 

Mr.  Podhorzer.  I  was  responding  to  

Mr.  Stark.  The  day  you  are  born  you  basically  now  get  a  tax 
number,  don't  you?  We  don't  call  it  a  Social  Security  number,  but 
that  is  what  it  becomes  when  you  go  to  work,  and  if  your  parents 
are  wealthy  enough  to  give  vou  any  money,  then  you  have  to  go 
and  get  a  tax  number.  So  if  we  just  determine  that  the  day  you 
are  born  you  have  a  health  program,  it  is  a  mandate,  then  we  will 
not  be  the  second  last  country  to  give  health  care  to  everyone. 

And  let's  assume  for  a  minute  that  for  an  adult  under  65  we 
could  provide  health  care,  with  the  equivalent  of  Medicare,  not  too 
generous  but  not  bad,  and  put  a  $2,500  out-of-pocket  cap,  that  old 
catastrophic,  so  every  tax  return  that  gets  printed  has  up  in  the 
corner,  "you  owe  us  $1,500."  Bang,  it  is  stamped  right  on  there,  but 
you  also  have  Medicare. 

Now,  if  through  the  good  efforts  of  your  union  or  the  kindheart- 
edness  of  your  employer  or  because  you  are  professionals  incor- 
porated and  you  are  figuring  you  can  get  some  of  this  tax  free,  you 
have  health  insurance  that  meets  at  least  these  minimum  stand- 
ards, you  get  a  note  from  your  teacher  that  looks  strangely  like  a 
W-2  form  and  you  staple  it  on  your  tax  form  and  you  don't  owe 
the  $1,500.  And  it  is  interesting,  there  is  no  mandate  now  and 
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about  70  percent  or  something  like  that  of  Americans  get  health 
care.  There  is  no  law  that  says  the  employers  have  to  give  it.  So 
let's  assume  that  the  employers,  those  good  guys,  will  continue  to 
pay  a  good  bit  of  perhaps  a  more  generous  plan.  You  just  staple 
that  on  your  tax  return. 

Let's  say  you  only  work  part-time.  We  put  a  basically  what  I 
would  call  an  increase  in  the  minimum  wage,  $1,500  if  they  pay, 
the  employer  pays  80  percent.  That  is  60  cents  an  hour  on  a  2,000- 
an-hour  work  year,  so  there  is  a  minimum. 

You  are  Zoe  Baird.  You  got  a  babysitter,  60  cents  an  hour.  You 
pay  it  along  with  that  Social  Security  you  are  paying  each  quarter, 
and  then  at  the  end  of  the  year  you  only  worked  100  hours.  You 
put  $60  worth  on  there  and  then  if  you  are  poor,  we  don't  charge 
you  the  whole  $1,500,  below  2  times  poverty.  If  you  are  a  couple 
times  over  poverty,  we  will  charge  you  the  difference.  Everybody  is 
in  the  pot.  Now  it  is  going  to  take  some  money  to  pay  for  those  peo- 
ple who  the  employer  isn't  paying  for. 

How  do  you  decide  who  pays  for  the  kids?  The  Tax  Code  decides. 
You  get  a  divorce,  who  is  going  to  continue  to  take  the  deduction 
for  the  kids?  That  is  who  pays.  You  are  a  family  with  one  worker 
and  a  spouse,  we  double  up  the  premiums  the  same  way  as,  in  the 
inverse  proportion  to  which  we  give  you  the  head  of  household  or 
the  married  deduction.  It  is  all  decided  for  us. 

You  are  too  poor?  You  don't  file  a  tax  return?  It  is  free.  How  do 
we  get  all  these  guys  out  there  selling  leather  belts  and  Rolex 
watches  on  the  sidewalk?  They  show  up  at  the  emergency  room, 
you  don't  call  the  immigration  office,  you  call  the  IRS  and  say,  hey, 
we  got  a  live  one  here,  no  card,  and  we  will  pick  up  a  good  bit  from 
the  underground  economy. 

What  is  wrong  with  a  plan  like  that? 

Dr.  Rasell.  I  don't  have  a  problem  with  the  concept  of  an  indi- 
vidual mandate.  In  fact,  you  could  think  of  a  single-payer  system 
as  a  mandate. 

Mr.  Stark.  Oh,  I  do,  I  go  to  sleep  at  night  dreaming  of  this. 

Dr.  Rasell.  Could  you  envision  it  as  a  mandate  on  individuals 
and  your  payment  is  your  taxes.  The  problem  in  my  mind  with  an 
individual  mandate  is  so  often  the  financing  is  so  regressive,  so  

Mr.  Stark.  Is  Social  Security  regressive? 

Dr.  Rasell.  It  is  slightly,  yes. 

Mr.  Stark.  Slightly.  But  it  is  better  than  the  alternative,  isn't  it. 
Dr.  Rasell.  It  is  better  than  some  things.  Yes,  I  agree  with  you. 
But  the  

Mr.  Stark.  When  you  think  about  the  Medicare  benefit  level  at 
$1,500,  you  have  just  saved  the  private  insurance  industry  because 
there  is  a  whole  industry  out  there  for  supplemental  insurance, 
Medigap  as  we  call  it  for  seniors,  and  I  don't  think  actually  that 
you  would  get  to  a  single-payer  that  quickly. 

There  are  some  States  where  you  could  probably  beat  the  $1,500 
in  managed  care  or  where  they  don't  pay  much  to  doctors  in  hos- 
pitals. All  I  am  asking  is  that  Medicare  have  a  part  C  to  provide 
this  insurance  where  insurance  companies  choose  not  to  go.  I  am 
just  saying  let  me  compete  like  everybody  else.  You  want  competi- 
tion? I  will  compete. 
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Mr.  Podhorzer.  I  want  to  add  something,  too,  I  think  that  what 
you  described  as  an  individual  mandate  in  your  new  program  is 
fundamentally  different  from  what  is  meant  by  individual  mandate 
in  the  Republican  plans. 

Mr.  Stark.  All  they  mean  is  it  is  available. 

Mr.  Podhorzer.  Right,  and  to  the  extent  

Mr.  Stark.  And  that  the  Lord  tells  you  that  you  ought  to  buy 
insurance,  but  there  is  no  law. 

Mr.  Podhorzer.  That  is  right. 

Mr.  Stark.  Mine  is  a  mandate  that  is  a  mandate,  not  a  mandate 
that  is  a  litany. 

Dr.  Rasell.  One  advantage  of  doing  what  you  are  talking  about 
is  subsidies  would  be  more  evenly  distributed.  Unlike  now,  as — you 
know  what  I  am  going  to  say — in  big  firms  there  is  no  subsidy  for 
low- wage  workers. 

Mr.  Stark.  Right.  As  a  matter  of  fact,  the  20  percent  that  the 
low-wage  workers  might  pay  under  the  President's  plan  could 
choke  a  horse  in  some  cases.  It  could  be  very  expensive  for  low 
wage  workers.  No,  the  President's  plan  has  a  few  details  that  don't 
add  up,  but,  OK,  we  have  the  mandate  thing.  At  least  you  won't 
kick  me  out  of  your  clubs,  right,  if  I  do  that? 

Dr.  Rasell.  As  long  as  you  have  cost  containment. 

Mr.  Stark.  We  are  short.  It  is  going  to  cost  the  Nation.  There 
is  no  social  cost  to  this,  but  there  are  winners  and  losers.  There  are 
a  lot  more  winners  since  the  President  gave  the  store  away  on  un- 
funded liability. 

I  wasn't  even  thinking  of  offering  a  tenth  that  much  in  my  first 
offer,  but  he  gave  the  whole  store  away,  and  I  don't  know  how  we 
bring  that  genie  back  into  the  bottle,  but  even  if  you  capitate  the 
children,  I  guess  that  would  be  the  word,  and  say  every  kid  is  in 
the  plan,  and  you  don't  charge  the  parents  and  then  you  take  those 
below  two  times  poverty,  and  I  would  put  Medicaid  into  this  same 
plan,  so  it  is  transparent.  They  don't  know  whether  you  are  old  or 
rich  or  poor.  You  have  just  got  a  card. 

We  are  going  to  be  somewhere  between  $50  and  $100  billion 
short;  so  is  the  President.  He  doesn't  know  it,  yet,  but  so  would  any 
other  plan  that  is  going  to  pick  up  the  uninsured  or  the  poor,  so 
we  have  got  to  raise  $100  billion  a  year  or  $50  or  $75  [billion]. 

One  percent  on  a  payroll  tax  is  15,  thereabouts.  Cigarettes  don't 
raise  much,  12.  If  you  double  that  you  get  20;  1  percent  on  all  in- 
come, including  unearned  and  including  tax-exempt?  Sales  tax  of  a 
point  or  two,  Federal  sales  tax? 

I  am  led  to  believe  that  we  can  get  away  with  anything.  As  long 
as  it  doesn't  go  above  2  percent,  the  public  is  indifferent  to  what 
we  tax.  You  say  1  or  2  percent,  they  don't  even  ask  you  on  what, 
they  just  say  OK,  but  you  say  5  or  10  percent,  the  public  would 
throw  us  all  out. 

Now,  where  do  we  get  the  $60  billion? 

Mr.  Podhorzer. 

Mr.  Podhorzer.  Well,  I  think  the  places  to  start  are  first  with 
the  income  tax  and  then  with  payroll  taxes  that  don't  have  caps. 
Mr.  Stark.  Very  good.  Very  good. 
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Dr.  Rasell.  But  remember  that  we  already  spend  a  lot  of  money 
on  health  care,  and  I  don't  need  to  tell  us  this,  but  the  one  major 
flaw  with  the  Clinton  plan  

Mr.  Stark.  This  isn't  so  bad,  though,  doctor,  think  of  this.  We 
spend  $950  billion,  and  after  I  reshuffle  all  of  this  we  are  going  to 
cut  down  the  rate  of  increase.  We  aren't  going  to  cut  the  $950  bil- 
lion, you  and  I  know  that,  but  instead  of  going  up  10  percent  a 
year,  maybe  we  only  have  to  go  up  6  percent;  that  keeps  us  from 
going  broke,  but  there  isn't  going  to  be  any  more  cost.  We  will 
wring  enough  out  just  in  administrative  savings. 

Dr.  Rasell.  That  would  be  my  hope.  This  one-time  step  up  as 
these  people  will  come  into  the  system  

Mr.  Stark.  But  it  won't  be  as  big  as  we  think,  $20  to  $30  billion 
a  year  maybe  in  administrative  savings.  But  I  am  just  saying  the 
winners  aren't  going  to  even  acknowledge  it.  They  are  going  to  put 
the  money  in  their  pocket  and  you  think  they  are  going  to  hire 
more  workers  or  drop  the  price  of  the  Corvette.  I  will  make  you 
bets  on  that,  but  I  think  they  are  just  going  to  smile,  not  even  say 
thank  you  very  much,  and  go  off  with  their  money.  That  is  what 
I  think  they  will  do,  but  I  am  not  an  economist  so  it  doesn't  count. 

But  nonetheless,  the  losers  are  going  to  complain.  They  will 
threaten  to  unhorse  me  and  leave  the  Democratic  Party  once  and 
for  all,  including  a  great  number  of  union  members  who  now  don't 
think  they  pay  anything,  that  it  is  free.  My  father-in-law,  he 
doesn't  pay  anything  to  belong  to  Kaiser,  and  he  thinks  the  Team- 
sters do  that  with  magic,  and  he  is  going  to  be  madder  than  hell 
if  his  son-in-law  comes  home  and  he  has  got  to  pay  $50  a  month 
for  what  he  is  getting  free. 

Those  will  be  some  of  the  losers  who,  through  any  of  these  types 
of  plans,  will  be  very  unhappy,  but  the  aggregate  may  only  be  an- 
other $60  billion,  and  out  of  $950  billion,  that  isn't  so  bad  if  that 
is  the  worst  we  have  to  do,  but  we  have  to  make  it  palatable.  How? 

Dr.  Rasell.  It  is  the  same  problem  we  have  all  the  time,  how 
to  get  money.  I  would  go  for  the  savings.  I  will  throw  an  odd  ball 
out  here.  Some  people  where  I  work  at  the  Economic  Policy  Insti- 
tute are  looking  at  a  securities  transaction  tax. 

Mr.  Stark.  Right  on.  Real  estate  wouldn't  be  bad.  Have  you  refi- 
nanced your  home  lately? 

Dr.  Rasell.  I  was  going  to. 

Mr.  Stark.  How  about  you?  You  pay  a  point  here,  a  point  there. 
By  the  time  you  get  done  with  these  points,  you  know,  my  house 
didn't  cost  that  much  when  I  bought  it  as  all  the  points,  but  people 
do  it,  and  I  don't  hear  any  screams.  Now,  what  about  a  point,  that 
is  why  we  dumped  all  the  tea  in  the  harbor  a  few  hundred  years 
ago,  but  a  stamp  tax  wouldn't  be  bad,  one  point  on  transactions. 

Secretary  Bentsen,  did  he  suggest  that?  Or  was  that  Bush? 
Somebody  suggested  it,  a  transaction  tax  on  Wall  Street,  and  they 
read  them  the  riot  act,  but  sure,  capital  gains,  I  can  think  of  a  few 
things  to  raise  a  few  bucks. 

Mclntire,  a  friend  of  Mr.  Podhorzer's,  can  think  of  a  dozen  more. 
I  will  give  you  aircraft  carriers,  F-15s,  star  wars,  you  got  it  paid 
for,  but  

Dr.  Rasell.  Right. 
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Mr.  Stark.  Well,  let  me  go  back  one  more  time  to  what  I  asked 
Secretary  Bentsen.  I  am  fairly  convinced  that  we  could,  rather  than 
having  every  worker  fill  out  what  is  a  second  tax  form  that  is  then 
processed  by  some  State  alliance  and  investigated  for  fraud  the 
same  way  tne  IRS  does.  I  just  see  a  parallel  tax  collection  system 
and  with  the  varying  degrees  of  State  income  tax,  and  the  Federal 
income  tax,  to  put  this  extra  paperwork  machine  in  there  to  deter- 
mine where  we  are  going  to  spend  Federal  subsidies,  troubles  me 
some.  The  State  or  the  alliance  today,  it  isn't  even  necessarily  the 
State,  determines  who  gets  the  subsidy,  and  I  have  to  raise  the 
money  to  give  it  to  them. 

Is  there  anything  that  either  of  you  see  technically  that  makes 
it  bad  other  than  we  have  to  put  it  on  budget  if  we  do  it  as  near 
as  I  can  tell,  and  somehow  it  becomes  a  tax?  My  opponents  are 
going  to  call  these  premiums  a  tax  regardless,  aren't  they,  Mr. 
Podhorzer? 

Mr.  Podhorzer.  Absolutely. 

Mr.  Stark.  It  waddles  like  a  tax,  quacks  like  a  tax,  they  are 
going  to  call  it  a  tax.  I  am  saying  why  not  get  up  front  on  it. 

Mr.  Podhorzer.  I  think  that  is  absolutely  right,  and  I  think  that 
the  lengths  that  they  have  had  to  go  to  to  try  to  get  around  it  have 
all  been  changes  for  the  worse,  and  that  we  would  be  much  better 
off  taking  the  same  money  out  in  a  more  efficient  way. 

Mr.  Stark.  It  is  like  they  are  trying  to  take  their  socks  off  with- 
out untying  their  shoes. 

Mr.  Podhorzer.  Right.  I  certainly  hope  this  committee  and  Con- 
gress deals  with  that  issue.  That  is  very  important. 

Mr.  Stark.  Anything  else  you  can  add  that  we  ought  to  do? 

Dr.  Rasell.  You  have  got  a  big  job  ahead  of  you. 

Mr.  Stark.  It  is  going  to  be  fun.  If  they  think  they  are  having 
trouble  finding  votes  for  NAFTA,  wait  until  they  try  to  pass  health 
care  reform  with  any  cost  to  it.  I  hope  you  will  continue  to  try  to 
keep  us  honest  and  advise  us. 

It  is  important,  and  check  it  out  for  me,  Dr.  Rasell.  I  want  to  see 
about  those  cars,  steel.  I  could  never  understand  base  point  pricing, 
so  that  is  why  Samuelson  never  let  me  continue,  but  maybe  there 
are  people  who  do  that,  make  a  little  money,  raise  wages. 

Dr.  Rasell.  Well,  you  are  talking  to  the  wrong  person  to  really 
strongly  defend  this.  Neoclassic  economists  would  probably  be  able 
to  convince  you  that  there  is  no  other  option.  I,  like  you,  am  more 
leery.  I  do  think  there  are  examples  where  it  has  happened 
and  

Mr.  Stark.  Let  me  try  this.  You  are  a  friendly  audience.  What 
do  you  think  about  competition?  You  are  also  a  physician.  Do  you 
think  competition  will  work  providing  medical  care? 

Dr.  Rasell.  No. 

Mr.  Stark.  Do  you  practice  medicine?  Have  you? 
Dr.  Rasell.  I  have,  yes. 

Mr.  Stark.  Does  the  Economic  Policy  Institute  provide  health 
care  benefits? 
Dr.  Rasell.  Yes,  they  do. 

Mr.  Stark.  Do  you  know  what  I  am  going  to  ask  you? 
Dr.  Rasell.  No,  go  ahead. 


76-304  0 -94 -5 


124 


Mr.  Stark.  Do  you  know  how  much  is  taken  out  of  your  pay- 
check each  month  for  your  health  insurance? 

Dr,  Rasell.  No.  There  is  no  line  item  on  my  paycheck,  and  I 
don't  know  what  they  pay,  either. 

Mr.  Stark.  OK  So  you  don't  actually  have  a  deduction  that 
would  show? 

Dr.  Rasell.  No. 

Mr.  Stark.  Do  you,  Mr.  Podhorzer? 

Mr.  Podhorzer.  Yes,  I  do. 

Mr.  Stark.  Do  you  know  how  much  it  is? 

Mr.  Podhorzer.  Actually,  I  am  insured  through  my  wife,  and 
that  is  through  the  Federal  Employee  Health  Benefit  Plan. 

Mr.  Stark.  OK,  but  do  you  know  how  much  that  is? 

Mr.  Podhorzer.  Yes,  it  is  a  month.  It  is  $66. 

Mr.  Stark.  You  are  pretty  good.  I  can  tell  you,  mine  is  in  the 
90s,  but  I  can't  even  tell  you  exactly  what  it  is. 

Benefits,  Dr.  Rasell.  What  percentage  of  hospital  room  does  your 
health  insurance  pay? 

Dr.  Rasell.  Well,  I  can  say  we  recently  changed  plans,  but  I 
didn't  know  before,  either. 

Mr.  Stark.  I  knew  it.  I  tell  you,  I  can  get  the  experts.  How  are 
you  going  to  compete  for  all  this?  See,  you  know  the  procedures, 
you  know  what  you  ought  to  have.  I  don't  know  a  proctoscope  from 
a  horoscope.  I  am  healtny,  so  what  do  I  care  about  what  I  am  going 
to  get? 

How  about  you,  Mr.  Podhorzer? 

Mr.  Podhorzer.  I  get  lucky  again  because  we  are  at  GW. 
Mr.  Stark.  You  are  in  an  HMO.  How  many  days  of  mental 
health  care  do  you  get  there? 
Mr.  Podhorzer.  Thirty. 

Mr.  Stark.  You  know  that.  You  are  better  off  than  most.  You  can 
pass  my  test.  What  I  say  is  most  experts  couldn't  score  90  percent 
on  a  test,  and  what  I  would  also  say  is  that  nobody  in  the  White 
House  or  on  that  health  bureau  belongs  to  an  HMO,  even 
Enthoeven  doesn't.  He  goes  to  Stanford,  but  he  can't  get  that  care. 
So  all  these  guys  will  tell  you,  HMOs  are  good  for  you.  The  rich 
get  what  they  can  afford;  the  poor  get  what  they  deserve.  That  is 
the  plan. 

Well,  let's  change  it  and  get  a  good  plan.  Thank  you  very  much 
for  helping  us.  Appreciate  it. 

The  hearing  will  continue  on  Thursday,  November  18,  beginning 
at  10  a.m.  in  this  very  room.  The  committee  is  adjourned. 

[Whereupon,  at  1:15  p.m.,  the  committee  was  adjourned.] 


FINANCING  PROVISIONS  OF  THE  ADMINIS- 
TRATION'S HEALTH  SECURITY  ACT  AND 
OTHER  HEALTH  REFORM  PROPOSALS 


THURSDAY,  NOVEMBER  18,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  call,  at  10:04  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Today  the  Committee  on  Ways  and  Means  holds  its  second  day 
of  hearings  on  the  financing  provisions  of  the  administration's 
Health  Security  Act  and  other  health  reform  proposals.  This  morn- 
ing many  of  our  colleagues  in  the  House  will  share  with  us  their 
views  on  the  financing  provisions  of  various  health  reform  propos- 
als. We  look  forward  to  hearing  their  views. 

In  addition,  three  panels  of  public  witnesses  will  respond  to  the 
questions  asked  by  the  committee  in  its  press  release  announcing 
these  hearings  relating  to  the  employer  and  individual  premium 
payment  requirements,  the  corporate  assessment,  the  tax  cap,  to- 
bacco taxes  and  other  sources  of  financing.  We  ask  that  the  wit- 
nesses be  as  specific  as  possible. 

Do  any  members  have  any  opening  statements  they  wish  to 
make? 

Now,  I  welcome  our  first  witness  today,  our  colleague  on  the  com- 
mittee, Hon.  Pete  Stark,  chairman  of  the  Health  Subcommittee.  I 
see  he  is  accompanied  by  several  other  outstanding  members  of 
this  committee  whose  names  I  need  not  mention  but  who  had  vi- 
sion yesterday  and  helped  the  President  of  the  United  States. 

Now,  Mr.  Stark,  if  you  want  to  start,  we  are  ready  to  take  your 
testimony. 

STATEMENT  OF  HON.  FORTNEY  PETE  STARK,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Stark.  Mr.  Chairman,  thank  you.  My  purpose  today  is  to 
suggest  a  dramatic  simplification  to  the  structure  of  the  financing 
and  the  flow  of  funds  under  the  President's  health  care  reform  bill, 
and  in  brief  my  suggestion  is  to  use  the  tax  system  and  the  IRS 
to  replace  the  financial  functions  of  the  so-called  regional  alliances. 

The  President  identified  six  objectives  for  reform,  and  one  goal 
was  to  simplify  the  existing  complex  system  for  financing  health 
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care.  I  support  this  objective,  but  I  am  sorry  to  say  the  President 
has  failed  to  meet  this  goal. 

Two  weeks  ago,  I  asked  the  Congressional  Research  Service  to 
identify  all  of  the  transfers  of  funds  within  the  Clinton  plan,  pay- 
ments from  one  entity  to  another,  based  on  its  review  of  the  avail- 
able statutory  language.  And  they  identified  60  separate  pipelines 
of  money  from  one  organization  or  level  of  government  to  another. 
I  think  the  Members  have  it  in  their  packet,  called  New  and  Modi- 
fied Payment  Flows  to  President  Clinton's  Health  Security  Act. 

This  chart  designed  for  us  by  CRS  and  HIS,  tends  to  outline 
these,  but  it  doesn't  begin  to  show  the  complexity  of  the  60.  In 
some  areas  there  just  wasn't  room  on  the  chart. 

Mr.  Thomas.  Will  the  gentleman  yield  briefly? 

Mr.  Stark.  Yes. 

Mr.  Thomas.  I  wish  to  stipulate  with  the  chairman  that  this 
clearly  is  a  simplification  of  the  true  flow  lines  for  purpose  of  rep- 
resentation. It  is  a  great  simplification  of  the  actual  flow  lines. 

Mr.  Stark.  The  individual  flows  are  outlined  in  the  form 
addended.  I  would  like  that  to  be  made  a  part  of  the  record. 

[The  information  follows:] 
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New  and  Modified  Payment  Flows 
President  Clinton's  Health  Security  Act 

From 

To 

Description 

Automobile 
insurer 

Plans 

Payment  for  services  as  a  result  of  auto 
injury 

Corporate 
alliance 

Federal 

Assessment  for  transitional  national  risk  pool 

Corporate 
alliance 

Federal 

Guarantee  funds  for  self-funded  corporate 
alliances 

Corporate 
alliance 

rians 

Premiums  (if  corporate  alliance  is  insured) 

Corporate 
alliance 

Providers 

Payments  for  services  (if  corporate  alliance  is 
self-funded) 

Corporate 
alliance 

Regional 
alliance 

Ontinnpl  rpninnpl  flllianrp  pnrnllmpnt  of 

vpuui  ica  i  1  uy  iui  i  cj  i  ai  i  icai  iwc  ci  m  uiii  1  ici  n  ui 

<100  employees  in  a  given  region 

Corporate 
alliance 

Regional; 
alliance 

Premium  for  2-earner  family  choosing 
regional  alliance 

Employer 

Federal 

Assessment  for  coverage  of  early  retirees 

Employer 
Employer 

lnHi\/iHi 
II lUIVIUUdl 

ixcy  IUI  lal 

alliance 

lAcUdlc  IUI        lUIUc.  (Jl  lUW'LUol  |JIgI  1  II  cl  I \y\Uy  t;' 

pays  >80  percent  of  average 

Olldlc  UI  picllllUIII 

Federal 

Employer 

Modified  tax  treatment  of  pre-funded  retiree 
benefits 

Federal 

Individual 

Increased  deduction  for  self-employed 

Federal 

Individual 

Modified  tax  treatment  of  long-term  care 
insurance 

Federal 

Individual 

Personal  care  tax  credit,  disabled  workers 

Federal 

Plans 

Medicare  beneficiaries  choosing  alliance  plan 

Federal 

Providers 

Grants  to  hospitals  serving  vulnerable 
population 

Federal 

Providers 

Medicare  prescription  drug  benefit 

Federal 

Providers 

Pay  services  for  enrollees,  transitional  risk 
pool 

Federal 

Providers 

Payments  for  graduate  medical  education, 
academic  health  centers 

Federal 

Providers 

Tax  incentives  for  practice  in  shortage  areas 

Federal 

Regional 
alliance 

Premiums  for  Federal  employees 
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New  and  Modified  Payment  Flows 
President  Clinton's  Health  Security  Act 


From 

To 

Description 

Federal 

Regional 
alliance 

Subsidies  for  employers  and  individuals 

Federal 

State 

Long-term  care  block  grant 

Federal 

State 

Payment  for  Medicare  if  State  operates 
single-payer  plan 

Federal 

State 

Per  capita  payments  for  welfare  recipients 

Federal 

State 

Start-up  grants  for  alliance  system 

Federal 

State 

Wrap-around  plan  for  low-income  children 
and  welfare  recipients 

Individual 

Federal 

Higher  Part  B  premium  for  high-income 
Medicare  enrollee 

Individual 

Federal 

Increased  Part  B  premium  for  prescription 
drug  benefit 

Individual 

Federal 

Payback  of  subsidy  for  high-income  retiree 

Individual 

Federal 

Premium  for  transitional  national  risk  pool 

Individual 

Federal 

Tax  on  excess  benefits  received  from 
employer 

Individual 

Federal 

Tobacco  taxes  (actually  collected  from 
manufacturers,  importers,  etc.) 

Individual 

Plans 

Supplemental  coverage 

Individual 

Providers 

Cost-sharing 

Individual 

Regional 
alliance  or 
corporate 
alliance 

Share  of  premium 

Manufacturer 

Federal 

Rebates  for  Medicare  pharmaceuticals 

Plans 

Federal 

Assessment  for  transitional  national  risk 
pool 

Plans 

Federal 

Taxes  for  activities  previously  treated  as  tax- 
exempt 

Plans 

Federal 

Use  of  VA,  DOD,  IHS  facilities  as  providers 

Plans 

Providers 

Payments  for  enrollee  services 

Plans 

Regional 
alliance 

Administrative  withhold 
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New  and  Modified  Payment  Flows 
President  Clinton's  Health  Security  Act 

From 

To 

Uuoul  IfJllUII 

Plans 

Regional 
alliance 

Withholds  for  graduate  medical  education, 
academic  health  centers 

Plans 

State 

Guarantee  funds 

Regional 
alliance 

Corporate 
alliance 

Premium  for  2-earner  family  choosing 
corporate  alliance 

Regional 
alliance 

Federal 

Administrative  withholding  in  event  of 
Federal  takeover 

Regional 
alliance 

Federal 

Payments  for  graduate  medical  education, 
academic  health  centers 

Regional 
alliance 

Federal 

Premiums  to  VA,  DOD,  IHS  plans 

Regional 
alliance 

Plans 
enrollees 

Cost-sharing  subsidies  for  low-income 

Regional 
alliance 

Plans 

Premiums 

Regional 
alliance 

Providers 

If  regional  alliance  operates  fee-for-service 
plan 

State 

Federal 

Hospital  insurance  tax  for  excluded 
employees 

State 

Providers 

If  State  operates  single-payer  plan 

State 

Providers 

Services  under  long-term  care  block  grant 

State 

Providers 

Wrap-around  plan  for  low-income  children 
and  welfare  recipients 

State 

Regional 
alliance 

Medicaid  maintenance-of-effort  for  non- 
welfare  enrollees 

State 

Regional 
alliance 

Per  capita  payments  for  welfare  recipients 

1  1  Q  Dnctol 
U.o.  rOSlal 

Service 

Federal 

Alliance  tax 

U.S.  Postal 
Service 

Plans 

Premiums  for  employees 

Workers  Plans  Services  as  a  result  of  work-related  illness  or 

compensation  injury 

carrier 


Source:  Congressional  Research  Service  analysis  of  Health  Security  Act. 
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Mr.  Stark.  A  simplified  version  of  the  flow  chart,  as  I  said,  is 
shown.  The  memo  that  identifies  all  60  transfers  is  attached. 

Just  one  example  of  the  complexity:  Consider  the  case  of  a  large 
employer  which  establishes  a  corporate  alliance.  That  employer 
would  have  to  make  four  separate  payments  to  the  Federal  Govern- 
ment, assessments  for  a  risk  pool  for  coverage  of  early  retirees,  for 
graduate  education  and  payments  into  the  guarantee  fund,  pay 
premiums  to  a  variety  of  health  plans,  pay  fees  to  providers  if  there 
was  a  single  plan  involved  where  it  was  self-insured,  pay  regional 
alliance  premiums  if  the  enrollment  is  less  than  100  persons  in  any 
other  region  where  the  corporation  did  business,  pay  regional  alli- 
ance premiums  if  the  employees  chose  such  a  coverage  through  em- 
ployment of  a  spouse,  and,  finally,  rebate  excess  premiums  to  indi- 
viduals who  chose  plans  with  premiums  below  80  percent  of  the  av- 
erage cost.  MultiState  corporations  would  have  each  firm  owing 
payments  in  at  least  50  different  regional  alliances. 

A  careful  analysis  shows  that  much  of  this  complexity  is  due  to 
the  creation  of  new  financial  intermediaries  known  as  the  regional 
alliances.  In  the  Clinton  plan,  States  run  these  entities,  they  re- 
view applications  and  they  act  as  a  conduit,  and  I  might  add  they 
act  like  a  mini  IRS.  They  actually  ask  every  individual  to  fill  out 
what  amounts  to  another  tax  form  and  review  it  and  see  whether 
those  people  qualify  for  subsidies. 

The  alliances  have  been  fairly  characterized  as  untested,  and 
they  will  require  billions  of  dollars  in  Federal  grants  and  loans  to 
get  started.  It  is  estimated  the  alliances  will  cost  $10  billion  a  year 
to  operate.  Now  it  is  important  to  note  that  the  IRS  appropriation 
this  year  was  $7  billion  to  operate  the  entire  IRS  service.  So  we 
are  going  to  spend  another  $10  billion  to  operate  50  systems  that 
I  submit  the  IRS  could  handle. 

I  want  to  say  at  this  point  that  my  issue  here  applies  to  any  plan 
that  is  currently  being  considered  in  the  House  and  Senate.  I  am 
not  making  this  suggestion  specifically  for  any  particular  plan.  I 
am  just  suggesting  that  whatever  funds  must  be  collected,  or  what- 
ever information  for  poor  people  must  be  collected  and  collated,  is 
much  more  simply  done  through  the  existing  tax  structure. 

There  is  a  simpler  way,  and  in  the  second  chart  I  will  show  you 
one  based  on  the  observation  that  the  IRS  could  perform  the  collec- 
tion, disbursement  functions,  and  the  information  gathering  with 
less  duplication  and  lower  administrative  costs. 

The  advantage  of  using  the  IRS  to  collect  health  care  premiums 
are  numerous.  One,  individuals  and  employers  are  familiar  with 
the  system.  They  are  used  to  reporting  and  withholding,  and  it 
would  be  easier  to  build  on  the  current  system.  Building  on  the  tax 
filing  system  reduces  paperwork  requirements  for  individuals  and 
employers,  rather  than  creating  a  new  structure  which  must  ascer- 
tain numbers  of  individuals  covered  in  a  household.  It  must  ascer- 
tain whether  there  is  an  employer,  how  much  of  the  premium  the 
employer  has  paid,  how  much  premium  a  worker  has  paid,  and  so 
on. 

Second,  there  is  the  issue  of  confidentiality,  and  the  members  of 
this  committee  are  familiar  with  how  important  that  is  to  us  and 
how  the  IRS  has  done  an  admirable  job  of  maintaining  that.  Our 
track  record  for  collecting  revenues  isn't  bad.  In  1992,  $479  billion 
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was  collected,  $89  billion  in  corporate  taxes  and  $408  billion  in 
payroll  taxes  for  Social  Security  and  the  HI  trust  funds. 

Any  new  entity  created  to  collect  premiums  will  have  to  replicate 
IRS's  established  and  proven  collection  procedures,  and,  again,  this 
would  have  to  be  done  in  50  different  States.  Verification  of  income 
information  for  subsidy,  I  have  touched  on,  but  every  individual 
would  have  to  give  information  that  could  verify  the  income  of  the 
individual  and  their  dependents. 

It  is  quite  likely  that  you  would  have  to  submit  a  copy  of  your 
tax  return  anyway  to  the  regional  alliances  to  verify  the  income, 
the  very  information  they  need  to  award  subsidies  to  a  variety  of 
organizations.  As  with  other  programs  such  as  SSI,  subsidies  do 
not  always  reach  the  intended  beneficiaries  if  the  application  proc- 
ess is  too  complex.  We  find  that  if  we  make  Medicaid  applications 
extremely  complex,  many  people  who  are  entitled  to  that  benefit  do 
not  get  it. 

There  is  an  efficiency  in  building  on  a  current  collection  system. 
The  IRS  will  increase  their  work  load.  That  is  obvious,  but  the  IRS 
should  be  able  to  accomplish  the  result  more  efficiently  than  50 
new  entities  by  utilizing  their  existing  procedures.  And  I  would  be 
amazed  if  the  IRS  would  spend  a  fraction  of  the  $10  billion  that 
would  be  required  to  support  this  proposed  system  of  alliances. 

I  want  to  repeat  that  using  the  IRS  to  facilitate  the  flow  of 
money  and  information  doesn't  prejudice  any  particular  plan  that 
any  of  my  colleagues  may  wish  to  put  forward  or  may  wish  to  work 
toward.  Obviously,  it  would  work  for  a  single-payer  plan  such  as 
Medicare  for  all,  but  it  would  work  just  as  well  for  reforms  based 
on  other  models,  even  for  managed  competition. 

For  example,  under  the  Clinton  plan,  health  plans  could  still  bid 
and  negotiate  premiums.  The  premium  dollars  would  simply  be 
transferred  to  the  plans  from  the  Federal  Government  instead  of 
the  alliances.  Premiums  could  still  be  pooled  across  geographic 
areas.  Large  employers  could  still  elect  and  contract  directly  with 
federally  approved  health  plans.  And  the  same  levels  and  types  of 
subsidies  could  be  provided.  They  would  simply  be  calculated  by  a 
different  entity. 

I  have  explored  this  concept  with  both  the  tax  staff  of  this  com- 
mittee and  the  staff  of  the  Joint  Committee  on  Taxation.  Thus  far 
neither  of  those  staffs  have  identified  any  insurmountable  prob- 
lems. There  are  questions  and  issues  we  need  to  resolve.  However, 
many  of  the  issues  that  need  to  be  addressed  in  the  collection  of 
premiums  are  currently  resolved  in  the  Internal  Revenue  Code. 

I  would  just  like  to  highlight  another  issue.  One  of  the  complex- 
ities that  we  have  all  dealt  with — we  dealt  with  them  back  as  far 
as  the  Pepper  Commission — is  how  do  you  assign  the  responsibility 
for  dependents,  for  spouses?  Should  employers  have  to  pay  for  one 
worker  when  they  have  insurance  available  and  their  spouse  is  em- 
ployed at  another  business?  Or  how  do  you  deal  with  the  children? 
Or  in  the  case  of  a  divorce,  which  all  too  often  happens  in  our  com- 
munity, how  do  you  ascribe  who  is  responsible  for  the  children?  All 
of  this  is  now  determined  in  the  Tax  Code.  Who  takes  the  deduc- 
tion for  the  kids? 
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We  might  have  to  make  some  adjustments,  but  we  have  resolved 
all  of  those  issues  through  the  code  as  we  have  resolved  income 
qualifications  for  low-income  people  who  are  entitled  to  subsidies. 

So  in  addition  to  collecting  the  revenues  and  dispersing  them, 
the  information  that  we  may  need  to  make  decisions  and  operate 
this  are  available  through  the  structure  which  exists  now.  We  have 
those  structures  for  individuals  that  are  self-employed.  We  have 
thresholds  so  individuals  below  certain  levels  can  avoid  filing  en- 
tirely. 

Information  required  to  implement  the  premium  for  low-income 
individuals  could  be  built  into  a  modified  W-4  form,  and  the  tax 
system  accommodates  the  District  of  Columbia  family  with  one 
spouse  employed  in  Maryland  who  receives  health  coverage  from 
another  spouse's  employer  in  Virginia,  and  we  don't  need  to 
reinvent  the  wheel  to  collect  all  of  that  information. 

I  recognize,  Mr.  Chairman,  the  members'  reluctance  to  entertain 
the  idea  of  new  taxes.  But  this  proposal  would  impose  no  additional 
financial  burden  on  our  constituents  that  would  not  otherwise  be 
required  as  a  part  of  the  President's  or  any  other  health  plan.  In 
fact,  the  administrative  efficiencies  would  probably  reduce  the  over- 
all cost,  and  I  predict  it  would  greatly  reduce  the  hassle  factor 


great  pain  to  our  constituents. 

I  urge  all  of  my  colleagues  to  set  aside  the  differences  of  the  phi- 
losophy of  the  plan  and  how  they  care  to  deliver  it  and  to  consider 
the  advantages  of  using  this  resource,  the  Internal  Revenue  Serv- 
ice, to  simplify  and  facilitate  both  the  collection  and  dissemination 
of  information  and  to  keep  it  confidential. 

I  thank  you  for  indulging  me  this  morning,  and  I  hope  that  you 
will  consider  this  as  we  begin  to  work  on  any  particular  plan  that 
may  evolve  from  this  committee.  I  would  be  happy  to  answer  any 
questions. 

[The  prepared  statement  and  attachment  follow:] 


which  would  be  the  brunt 


were  causing 
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STATEMENT 
THE  HONORABLE  PETE  STARK 
COMMITTEE  ON  WAYS  AND  MEANS 

November  18,  1993 


Mr.   Chairman,  my  purpose  today  is  to  suggest  a  dramatic 
simplification  to  the  overall  structure  of  the  financing  and 
flows  of  funds  under  the  President's  health  care  reform  plan.  In 
brief,  my  suggestion  is  to  use  the  tax  system,  and  the  IRS,  to 
replace  the  financial  functions  of  the  so-called  "regional 
alliances. " 

In  announcing  his  plan  two  months  ago,  the  President 
identified  six  key  objectives  for  reform.     One  goal  is  to 
simplify  the  existing,   complex  system  for  financing  health  care. 
I  strongly  support  this  objective.     However,  I'm  sorry  to  say, 
the  President's  plan  has  failed  to  meet  this  goal. 

Two  weeks  ago  I  asked  the  Congressional  Research  Service  to 
identify  all  of  the  transfers  of  funds  within  the  Clinton  plan — 
payments  from  one  entity  to  another.     Based  on  its  review  of  the 
available  statutory  language,   CRS  identified  60  separate 
pipelines  of  money  from  one  type  of  organization,   or  level  of 
government,   to  another. 

A  vastly  simplified  version  of  the  flow  of  money  under  the 
Clinton  plan  is  shown  in  the  first  chart   (see  attached) .     A  copy 
of  the  CRS  memo  identifying  all  60  transfers  is  also  attached  to 
my  statement. 

As  just  one  example  of  the  complexity  designed  into  the 
Clinton  plan,   consider  the  case  of  large  employers  who  establish 
corporate  alliances.     In  such  a  case,   the  employer  would  have  to: 

1.  Make  four  separate  payments  to  the  Federal  government 
(an  assessments  for  a  national  risk  pool,   for  coverage 
of  early  retirees,   for  graduate  medical  education,  and 
payments  into  a  guaranty  fund) ; 

2.  Pay  premiums  to  multiple  health  plans; 

3.  Pay  fees  to  providers   (if  any  single  plan  is  self- 
insured) ; 

4.  Pay  regional  alliances  premiums  if  enrollment  is  less 
than  100  persons  in  any  given  region; 

5.  Pay  regional  alliances  premiums  if  employees  chose  such 
coverage  through  employment  of  a  spouse;  and  finally 

6.  Rebate  excess  premiums  to  individuals  who  chose  plans 
with  premiums  below  8  0%  of  the  average  cost  plan. 

In  the  case  of  large,  multi-State  corporations,  each  firm  could 
owe  payments  to  at  least  50  different  regional  alliances. 

A  careful  analysis  of  the  Clinton  plan  shows  that  much  of 
this  complexity  is  due  to  the  creation  of  new  financial 
intermediaries  known  as  the  regional  alliances. 

In  the  Clinton  plan,  these  State  run  entities  perform 
several  functions.     They  pool  premiums  from  employers  to 
establish  area-wide  community  rating.     They  coordinate  the 
payment  of  premiums  from  two-worker  couples.     They  review  and 
approve  applications  for  low-income  and  small  business  subsidies. 
They  act  as  a  conduit  for  the  transfer  of  Federal  subsidy  funds 
to  each  of  the  health  plans. 
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-  The  health  alliances  have  been  fairly  characterized  as 
untested,  unnecessary,  bureaucratic  organizations.     They  will 
require  billions  in  Federal  grants  and  loans  to  get  started,  and 
will  cost  as  much  as  $10  billion  annually — 2.5  percent  of 
premiums — to  keep  in  full  operation.     Many  of  their  financially- 
related  functions  are  either  already  being  done  by  some  public 
agency,   or  could  easily  be  assigned  to  one. 

There  must  be— and  there  is —  a  simpler,   better  way. 

My  suggestion,   shown  in  the  second  chart,   is  based  on  the 
simple  observation  that  an  existing  Federal  agency — namely  the 
IRS — could  perform  the  collection  and  disbursement  functions  of 
the  alliances  with  less  duplication  and  lower  administrative 
costs . 

The  advantages  of  using  the  IRS  to  collect  health  care 
premiums  are  numerous: 

1.  Familiarity  with  the  System 

Both  individuals  and  employers  are  used  to  reporting  income, 
withholding  income  taxes  and  employment  taxes.     It  would  be 
easier  to  build  on  the  current  collection  system  than  to  create 
an  entirely  new  separate  system  for  paying  health  premiums. 
Building  on  the  tax  filing  system  reduces  paperwork  requirements 
for  individuals  and  employers  rather  than  creating  a  new 
structure  which  must  ascertain  numbers  of  individuals  covered  in 
a  household,  whether  there  is  an  employer  and  how  much  of  the 
premium  the  employer  has  paid  on  behalf  of  a  worker,  how  much 
premium  the  worker  has  paid  and  whether,   based  on  a  detailed 
analysis  of  income,  a  subsidy  is  appropriate. 

2.  Confidentiality 

The  Internal  Revenue  Code  requires  confidentiality  of 
taxpayer  information  and  the  IRS  has  an  excellent  record  of 
maintaining  the  confidentiality  of  taxpayer  information.  Any 
premium  payment  system  that  is  premised  on  income  will  have  to 
duplicate  the  confidentiality  measures  which  already  exist  at  the 
IRS. 

3.  Track  Record  for  Collection  of  Revenues 

For  Fiscal  Year  1992,   $479  billion  was  collected  in 
individual  income  taxes,   $89  billion  was  collected  in  corporate 
income  taxes,  and  $408  billion  was  collected  in  payroll  taxes  for 
Social  Security,     Hospital  Insurance  and  Unemployment.     Any  new 
entity  created  to  collect  premiums  will  have  to  replicate  IRS 1 
established  and  proven  collection  procedures. 

4.  Verification  of  Income  Information  for  Subsidies 

The  IRS  currently  has  the  information  (income  of  individuals 
and  number  of  dependents)   that  would  be  required  to  verify 
whether  an  individual  is  entitled  to  a  premium  subsidy. 
Alternative  collection  methods  would  need  to  develop  new  forms 
and  procedures  to  collect  this  information  and  probably  require  a 
duplicate  copy  of  a  tax  return  for  verification.     As  with  other 
programs  such  as  SSI,  subsidies  do  not  always  reach  the  intended 
beneficiaries  if  the  application  process  too  complicated. 

5.  Efficiency  of  building  on  current  collection  system 

Involving  the  IRS  in  the  collection  of  health  care  premiums 
may  very  well  increase  the  IRS  workload.     However,     the  IRS 
should  be  able  to  accomplish  the  desired  result  more  efficiently 
than  a  new  entity  by  utilizing  existing  procedures.     I  would  be 
amazed  if  the  IRS  would  spend  even  a  fraction  of  the  billions 
that  would  be  required  to  support  the  proposed  system  of 
alliances. 
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It  is  important  to  recognize  that  using  the  IRS  to 
facilitate  the  flow  of  money  does  not  prejudice  any  particular 
plan  to  reform  the  health  care  financing  or  delivery  system.  It 
merely  simplifies  the  flow  of  money  and  maximizes  the 
administrative  efficiency. 

Obviously,   it  would  work  for  a  single  payer  plan,  such  as 
Medicare  for  all. 

But  it  would  work  just  as  well  for  reforms  based  on  other 
models — even  for  managed  competition.     For  example,  under  the 
Clinton  plan,  health  plans  could  still  bid  and  negotiate 
premiums.     The  premium  dollars  would  simply  be  transferred  to  the 
plans  from  the  Federal  government  instead  of  from  the  alliances. 
Premiums  could  still  be  pooled  across  geographic  areas.  Large 
employers  could  still  elect  to  contract  directly  with  Federally 
approved  health  plans.     The  same  levels  and  types  of  subsidies 
could  be  provided;  they  would  simply  be  calculated  by  a  different 
entity—the  IRS. 

I  have  explored  this  concept  with  both  the  Tax  Staff  of  this 
Committee,   and  the  staff  of  the  Joint  Committee  on  Taxation. 
Thus  far,  neither  has  identified  any  insurmountable  problems. 

There  certainly  are  questions  and  issues  that  would  need  to 
be  resolved,   as  would  be  the  case  for  any  plan.     However,  many  of 
the  issues  that  need  to  be  addressed  in  the  collection  of 
premiums  are  currently  resolved  in  the  Internal  Revenue  Code.  I 
would  like  to  highlight  some  of  these  issues  in  my  oral  testimony 
and  refer  you  to  a  memo  prepared  by  the  Joint  Committee  on 
Taxation  which  further  details  the  way  the  Internal  Revenue  Code 
addresses  the  same  issues  for  tax  purposes. 

In  the  tax  code,  we  have  procedures  in  place  to  deal  with 
the  issues  such  as  who  gets  to  claim  a  dependent  in  the  case  of 
divorce  or  legal  separation.     The  tax  system  has  mechanisms  to 
ensure  that  families  with  more  than  one  worker  and  workers  with 
more  than  one  employer  have  the  proper  amount  of  tax  withheld. 
The  filing  of  the  annual  tax  returns  allows  for  a  reconciliation 
of  accounts.     These  same  mechanisms  could  apply  to  the  allocation 
of  health  care  premiums  or  costs. 

The  tax  system  already  has  payment  structures  for 
individuals  who  are  self-employed.     It  has  thresholds  so  that 
individuals  with  income  below  a  certain  level  can  avoid  filing 
entirely.     Information  required  to  implement  the  premium  subsidy 
for  the  low  income  individuals  could  be  built  into  the  modified 
W-4  Form. 

The  tax  system  currently  accommodates  a  District  of  Columbia 
family  with  one  spouse  employed  in  Maryland  receiving  health 
coverage  from  the  other  spouse's  employer  in  Virginia.     We  do  not 
need  to  reinvent  the  wheel  to  have  a  premium  collection  process 
that  we  know  works  in  the  real  world. 

Mr.  Chairman,   I  recognize  Members1  reluctance  to  entertain 
the  idea  of  new  taxes.     But  my  proposal  would  impose  no 
additional  financial  burden  on  our  constituents  that  would  not 
otherwise  be  required  as  part  of  the  President's  health  reform 
plan.     In  fact,  the  administrative  efficiencies  would  probably 
reduce  the  overall  cost. 

I  urge  my  colleagues  to  set  aside  their  prejudices,   and  to 
seriously  consider  the  obvious  advantages  of  using  our  existing 
resources — the  Internal  Revenue  Service — to  simplify  and 
facilitate  the  financial  transactions  inherent  in  health  reform. 

I  thank  you  for  you  attention,  and  I  would  be  pleased  to 
answer  any  questions. 
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USING  THE  IRS  TO  COLLECT  HEALTH  CARE  PREMIUMS 


Background 

This  memorandum  discusses  the  issues  involved  in  using  the  tax 
system  to  collect  health  care  premiums.  While  this  approach  is 
primarily  aimed  at  providing  an  alternative  to  the  premium 
collection  mechanism  in  the  President's  Health  Security  Act,  it 
could  be  used  with  any  health  care  reform  proposal  that  requires 
the  collection  of  premiums.  The  memorandum  discusses  only  the 
collection  mechanism,  not  the  way  in  which  the  funds  'collected  are 
disbursed.  The  disbursement  mechanism  is  independent  of  the 
collection  mechanism.  For  example,  the  same  collection  mechanism 
could  be  used  for  a  single-payer  system  as  well  as  a  system  like 
that  in  the  Health  Security  Act. 

Although  the  collection  mechanism  could  be  adapted  to  other 
proposals,  for  the  purposes  of  this  memorandum,  a  number  of 
assumptions  have  been  made.  It  has  been  assumed  that  premiums  will 
be  collected  both  from  individuals  and  from  employers  and  will  vary 
based  on  family  status.  It  has  also  been  assumed  that  there  will 
be  subsidies  for  low- income  individuals.  The  employer  premium  may 
or  may  not  be  capped  as  a  percentage  of  payroll.  There  may  also  be 
employer- level  subsidies  based  on  other  factors  such  as  average 
wages  or  size  of  the  employer. 

The  objective  is  to  collect  the  appropriate  amount  of  premium 
during  the  year  (taking  into  account  any  subsidies  to  which  the 
individual  or  employer  is  entitled) .  However,  the  ability  to  do  a 
reconciliation  after  the  end  of  the  year  will  undoubtedly  be 
necessary  in  some  cases.  Depending  on  the  exact  health  reform 
proposal,  reconciliation  may  be  necessary  in  all  cases. 

Pros  and  Cons  of  using  the  IRS  as  a  PrgwH"™  Collection  Agency 

Some  people  would  clearly  view  the  Internal  Revenue  Service 
(IRS)  as  a  logical  and  natural  choice  for  collection  of  health  care 
premiums  because  the  purpose  of  the  IRS  is  to  collect  money  from 
businesses  and  individuals.  For  fiscal  year  1992,  approximately 
$479  billion  was  collected  in  individual  income  taxes, 
approximately  $89  billion  was  collected  in  corporate  income  taxes, 
and  approximately  $408  billion  was  collected  in  payroll  taxes  for 
social  security,  hospital  insurance,  and  unemployment. 

Some  of  the  information  that  would  be  required  to  collect  the 
proper  amount  of  premium  is  information  that  is  already  used  in  the 
collection  of  taxes,  such  as  gross  income  and  number  of  dependents. 
Some  of  the  information  that  would  be  required  is  not  used  in  the 
collection  of  taxes,  such  as  total  income  (including  nontaxable 
income)  or  employer  size  (if  employer  subsidies  are  based  on  size) . 
All  of  this  information  would  have  to  be  obtained  by  whatever 
collection  agency  is  used  --  the  IRS  has  the  advantage  that  some  of 
the    information    is    already    available    and    there    are  existing 
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processes  and  forms  that  could  be  used  to  collect  the  additional 
needed  information.  Any  other  agency  would  be  required  to  develop 
new  procedures  and  forms  to  collect  all  the  information.  This 
would  duplicate  much  of  what  the  IRS  already  does  and  would, 
therefore,  increase  the  total  cost  of  collection,  at  least  in  the 
short  run.  It  is  possible  that  in  the  long  run  another  collection 
system  might  be  more  efficient. 

Rather  than  create  an  entirely  new  information  gathering 
system,  it  might  be  more  efficient  for  the  IRS  to  collect  the 
necessary  information,  which  could  then  be  shared  with  the 
collection  agency.  As  discussed  below,  sharing  information  with 
another  entity  could  raise  privacy  issues.  In  addition,  this  would 
involve  some  additional  effort  because  procedures  would  have  to  be 
developed  to  facilitate  the  information  sharing. 

One  argument  that  might  be  raised  against  using  the  IRS  as  a 
collection  agency  is  that  some  persons  are  wary  or  afraid  of  the 
IRS  and  would  be  reluctant  to  provide  additional  information  to  the 
IRS.  On  the  other  hand,  most  people  already  are  familiar  with  the 
income  tax  system  and  file  tax  returns.  It  would  probably  be 
easier  for  people  who  already  file  tax  returns  to  deal  with 
modified  requirements  rather  than  an  entirely  separate  system  for 
payment  of  health  care  premiums.  Persons  who  do  not  currently  pay 
taxes  are  just  as  likely  to  object  to  providing  information  to 
someone  other  than  the  IRS  and  may  be  just  as  wary  (or  more  wary) 
of  another  collection  agency.  The  IRS  is  already  subject  to  rules 
regarding  confidentiality  of  tax  information.  Another  collection 
agency  would  not  automatically  be  subject  to  such  rules  and  they 
would  have  to  be  developed  in  order  to  protect  individual  privacy. 

Involving  the  IRS  in  the  collection  of  health  care  premiums 
will  increase  IRS  workload.  The  IRS  may  need  additional  funds  to 
deal  with  this  new  workload.  However,  whoever  is  responsible  for 
collection  of  premiums  will  have  to  devote  substantial  resources  to 
collection.  Overall,  the  IRS  may  be  able  to  accomplish  the  desired 
result  more  efficiently  because  it  could  utilize  existing 
procedures . 

Some  may  argue  that  the  IRS  already  does  not  collect  all  taxes 
owed  and  that  increasing  IRS  collection  responsibilities  will 
merely  reduce  its  ability  to  collect  existing  taxes.  Whether  or 
not  increasing  IRS  collection  responsibilities  detracts  from  the 
job  of  collecting  existing  taxes  is  likely  to  depend  on  the  amount 
of  additional  resources  the  IRS  is  allocated  to  accomplish  its  new 
tasks.  It  also  will  likely  depend  on  the  ease  with  which  it  can  be 
verified  that  the  proper  amount  of  health  care  premium  has  been 
paid.  For  example,  if  an  employer  subsidy  depends  on  employer 
profitability,  this  is  a  new  concept  in  the  tax  area,  and  it  may  be 
difficult  for  the  IRS  to  verify  that  the  requirements  of  obtaining 
the  subsidy  have  been  met.  Of  course,  the  same  verification 
problem  will  arise  regardless  of  who  is  collecting  the  premium. 
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To  the  extent  that  the  health  care  premium  is  not  viewed  as  a 
tax,  some  may  argue  that  the  IRS  should  not  be  involved  in  the 
collection  of  nontax  liabilites.  However,  the  tax  system  is 
already  used  to  collect  certain  nontax  debt,  in  particular,  student 
loans  and  child  support  payments,  although  the  IRS' 
responsibilities  with  respect  to  those  programs  is  much  less  than 
it  would  be  if  the  IRS  were  responsible  for  collecting  health  care 
premiums.  In  addition,  under  those  cases,  the  IRS  is  the  collector 
of  last  resort.  Ultimately,  the  real  issue  is  not  how  the  premium 
is  labeled,  but  what  is  the  best  collection  agency.  - 

Some  will  view  the  collection  of  health  care  premiums  as  an 
increase  in  marginal  tax  rates  for  individuals  generally,  and  a 
fairly  significant  increase  for  lower- income  individuals  (depending 
on  the  precise  premium  structure)  .  This  could  be  the  view 
regardless  of  the  collection  mechanism  used,  although  using  the  IRS 
as  the  collecting  agency  may  bolster  this  perception. 

No  collection  system  will  be  perfect;  there  will  be  compliance 
problems  no  matter  what  method  is  used.  Certainly  the  IRS  is  not 
now  a  perfect  collector  of  taxes.  However,  a  new  system  may  have 
more  collection  problems  than  the  IRS,  which  already  exists  to 
collect  monies  and  which  is  constantly  trying  to  improve 
collection. 

Discussion  of  Issues 

A  number  of  issues  must  be  addressed  no'  matter  what  form  of 
collection  system  is  used.  Following  is  a  discussion  of  some  of 
the  questions  that  arise  and  how  they  could  be  dealt  with  using  the 
IRS  as  the  collector  of  health  care  premiums  under  a  health  care 
reform  proposal.  Even  if  the  IRS  is  not  ultimately  used  as  the 
collector,  the  tax  system  can  provide  a  very  useful  model  for 
addressing  the  issues  that  the  health  care  collection  system  will 
face. 

Collection  of  individual  premiums 

1 .     Employer  withholding 

Under  any  health  care  system,  an  efficient  means  of  collecting 
premiums  in  a  timely  and  accurate  manner  is  necessary.  The  income 
tax  system  already  contains  a  mechanism  for  withholding  income 
taxes  from  each  paycheck  of  all  employees.  This  mechanism  could  be 
used  to  withhold  health  care  premiums  as  well.  Most  employees  who 
have  health  care  already  pay  for  health  care  premiums  through 
employer  withholding,  so  that  using  the  tax  system  would  be  very 
similar  to  current  practice.  Also,  using  the  tax  system  would  help 
ensure  that  premiums  are  paid  timely,  since  withholding  would  occur 
ratably  over  the  year. 

If  desired,  the  premium  could  be  varied  based  upon  the  plan  in 
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which  the  employee  enrolls.  In  that  case,  the  employee  would  have 
to  let  the  employer  know  (if  the  employer  does  not  already  know) 
the  plan  in  which  the  employee  has  enrolled.  To  facilitate 
collection  of  the  proper  amount,  the  plan  could  be  required  to  send 
information  to  the  employer  verifying  enrollment  and  the  amount  of 
the  premium.     Withholding  could  be  based  on  the  plan  premium. 

In  order  to  implement  withholding  for  health  care  premiums, 
IRS  Form  W-4,  which  is  used  for  income  tax  withholding  purposes, 
could  be  modified  to  contain  the  information  necessary  for  the 
employer  to  calculate  the  proper  premium,  such  as  family  status. 
Alternatively,  a  new  form  could  be  used  for  this  purpose. 

As  is  the  case  with  Form  W-4,  individuals  would  be  required  to 
file  a  new  form  when  they  change  jobs.  They  would  also  be  required 
to  file  a  new  form  when  any  of  the  information  on  which  the  premium 
is  based  changes,   such  as  marital  status  or  plan  enrollment. 

Employers  would  be  required  to  report  the  amount  of  premium 
withheld  just  as  they  report  wages  and  payroll  taxes.  The  amount 
of  health  care  premium  could  be  required  to  be  separately  stated  on 
Form  W-2 . 

Some  of  the  information  that  would  be  required  to  withhold  the 
premium  will  already  be  required  to  be  reported  beginning  in  1994. 
Section  13581  of  the  Omnibus  Budget  Reconciliation  Act  of  1993 
established  a  Medicare/Medicaid  data  bank  and,  among  other  things, 
requires  employers  to  report:  the  name  and  taxpayer  identification 
number  of  any  employee  electing  health  care  coverage;  the  type  of 
group  health  care  coverage  elected  (single  or  family) ;  the  name, 
address,  and  identification  number  of  the  group  health  plan  elected 
by  the  employee;  the  name  and  taxpayer  identification  number  of 
each  other  individual  (e.g.,  spouses  and  dependents)  covered  under 
the  group  health  plan;  the  period  during  which  such  coverage  is 
elected;  and  the  name,  address,  and  taxpayer  identification  number 
of  the  employer. 


2 .  Individuals  not  subject  to  withholding 

Individuals  who  are  not  employed  or  who  are  self-employed  are 
not  subject  to  wage  withholding  under  present  law.  Instead,  such 
persons  are  required  to  file  estimated  tax  payments  on  a  quarterly 
basis.  The  health  care  premium  could  be  collected  in  the  same  way 
as  estimated  taxes. 

3 .  Income-based  subsidies 

Persons  with  incomes  below  certain  levels  will  be  required  to 
pay  only  a  portion  of  the  premium  or  none  of  the  premium.  The 
objective  is  to  deliver  this  subsidy  in  advance,  rather  than 
require  the  person  to  pay  the  premium  and  then  obtain  a  refund. 
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For  persons  who  are  employed,  the  amount  of  the  premium 
withheld  can  be  adjusted  based  upon  the  wages  from  the  employer. 
If  the  subsidy  is  based  on  total  income  (and  not  just  wages) ,  the 
employer  will  have  to  obtain  information  on  the  employee's 
additional  income  directly  from  the  employee.  Information  required 
to  implement  the  subsidy  could  be  built  into  the  modified  W-4  form. 
In  addition,  just  as  individuals  can  claim  an  exemption  from  wage 
withholding,  employees  could  also  be  allowed  to  claim  an  exemption 
from  withholding  for  the  health  care  premium.  Any  reductions  in 
premiums  could  also  be  taken  into  account  in  filing  estimated 
taxes . 

4 .  Reconciliation 

Although  the  objective  is  to  collect  the  proper  amount  of 
health  care  premium  during  the  calendar  year,  there  will  be 
circumstances  in  which  the  amount  paid  is  either  too  much  or  too 
little.  Again,  the  tax  system  could  be  used  for  this 
reconciliation  --  tax  returns  are  already  filed  after  the  end  of 
the  year. 

The  income  tax  forms  could  be  modified  to  accomplish  the 
reconciliation.  The  amount  of  the  health  care  premium  could  be 
listed  on  the  tax  return  as  an  addition  to  tax.  It  might  be 
necessary  to  have  an  additional  worksheet  or  schedule  in  order  to 
calculate  the  right  amount  of  premium.  For  example,  if  the  income 
subsidy  is  not  based  on  amounts  already  shown  on  the  tax  return, 
then  additional  information  will  be  required  to  determine  the 
correct  amount  of  premium  owed.1  Such  a  worksheet  would  be  similar 
to  those  already  used  in  the  tax  system,  such  as  the  worksheet  used 
to  determine  the  taxable  amount  of  social  security  benefits.  If 
the  premium  is  based  on  the  plan  the  individual  is  in,  the  plan 
could  be  required  to  give  a  form  to  the  individual  verifying 
enrollment  in  the  plan  and  the  amount  of  the  premium.  This  form 
could  be  attached  to  the  individual's  tax  return. 

Persons  who  over  pay  the  premium  would  be  entitled  to  a 
refund,  which  could  be  used  to  offset  any  income  taxes  due,  or 
added  to  any  income  tax  refund.  Persons  who  paid  less  than  is 
ultimately  due  would  have  the  amount  underpaid  added  to  tax 
liability.  Any  amounts  the  person  had  withheld  for  income  taxes 
could  be  used  to  offset  this  liability.  Thus,  the  person  might 
have  to  pay  more  in  total  taxes,  or  might  simply  receive  a  reduced 
refund.  The  interaction  of  the  premium  rules  with  the  present -law 
estimated  tax  provision,  penalty  provisions,  and  IRS  collection 
procedures  would  need  to  be  specified. 

5 .  Other  issues 


1  Some  nontaxable  income  is  already  reported,  such  as  tax- 
exempt  bond  income. 
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a .  Persons  who  are  not  required  to  file  income  tax  returns 

Whether  or  not  persons  who  are  not  required  to  file  income  tax 
returns  present  an  administrative  difficulty  depends  primarily  on 
what  the  income  subsidy  is.  If  such  persons  have  incomes  low 
enough  so  that  no  premium  is  due,  then  no  adjustments  will  be 
required  --  they  will  simply  pay  neither  income  taxes  nor  the 
health  premium. 

If,  however,  the  maximum  income  level  eligible  for  the  premium 
subsidy  is  lower  than  the  filing  threshold,  then  persons  who  are 
not  required  to  file  income  tax  returns  will  be  required  to  pay  all 
or  a  portion  of  the  health  care  premium.  For  individuals,  the 
filing  threshold  for  1993  is  $6,050,  for  a  married  couple  filing  a 
joint  return  the  threshold  is  $10,900,  and  the  threshold  for  a 
family  of  four  is  $15,600.  Note  that  some  persons  with  incomes  at 
or  above  these  levels  may  not  file  income  tax  returns  if  they  have 
substantial  nontaxable  income. 

For  persons  who  are  employed,  health  care  premiums  could  be 
collected  from  wages  even  though  no  income  taxes  are  collected. 
Similarly,  for  persons  who  are  not  employees,  health  care  premiums 
could  be  collected  through  the  estimated  tax  system. 

Persons  who  are  required  to  pay  the  health  premium  but  not 
income  taxes  might  have  to  file  a  tax  return  after  the  year  to 
reconcile  the  amount  of  health  care  premium  owed  even  though  they 
are  not  filing  for  tax  purposes.  There  is  a  comparable  situation 
under  present  law.  Some  persons  who  are  entitled  to  the  earned 
income  tax  credit  (EITC)  are  not  required  to  file  income  tax 
returns  and  so  must  file  solely  for  the  purpose  of  claiming  the 
credit.  However,  in  the  case  of  the  EITC,  it  is  in  the  best 
interest  of  the  individual  to  file  because  they  can  obtain  a 
refund.  In  the  case  of  health  care  premiums,  it  may  not  be  in  the 
interest  of  the  individual  to  file  (particularly  if  they  receive 
health  care  coverage  regardless  of  whether  they  pay  a  premium)  , 
because  they  will  have  a  liability. 

If  the  health  care  premium  is  not  collected  during  the  year, 
such  as  through  wage  withholding,  it  may  be  difficult  to  collect 
the  premium  from  very  low  income  people  no  matter  what  system  of 
collection  is  used.  This  is  because  persons  with  lower  income  tend 
to  spend  most  of  it  on  living  expenses,  and  may  not  have  sufficient 
income  left  at  the  end  of  the  year  to  pay  the  health  care  premium. 
If  it  is  practically  impossible  to  collect  from  some  income  levels, 
it  may  be  more  efficient  simply  to  exempt  them  from  the  premium 
rather  than  waste  resources  in  futile  collection  efforts. 

b .  Families  with  more  than  one  worker 

Adjustments  may  need  to  be  made  to  ensure  that  the  individual 
premium  is  collected  only  once.     If  the  income  tax  system  is  used, 
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this  could  be  done  through  the  modified  Form  W-4,  for  example,  by- 
allowing  an  individual  to  elect  out  of  withholding  if  he  or  she 
certifies  that  the  premium  is  being  withheld  from  the  other  spouse. 
It  could  also  be  done  through  the  reconciliation. 

A  similar  issue  can  arise  under  present  law.  If  an  individual 
works  for  more  than  one  employer  during  the  year,  then  excess 
social  security  taxes  may  be  paid.  If  so,  then  the  individual  is 
entitled  to  a  refund  of  the  excess  taxes.  A  claim  for  refund  is 
made  on  the  individual's  income  tax  return  for  the  year.  A  similar 
mechanism  could  be  used  to  refund  any  excess  health  .care  premium. 

c .  Dependents 

Individuals  would  be  required  to  pay  the  premium  for  their 
dependent  children.  In  cases  of  divorce  or  legal  separation, 
questions  may  arise  as  to  which  parent  has  the  obligation  to  pay 
the  premium.  Income  tax  rules  already  address  this  situation  in 
the  case  of  the  dependency  exemption,  and  similar  rules  could  be 
used  for  the  health  care  premium. 

Collection  of  employer  premiums 

1 .     Method  of  collection 

Under  the  present  tax  system,  there  are  two  different  methods 
from  which  to  choose  how  to  collect  health  care  premiums  -  -  they 
could  be  collected  the  way  payroll  taxes  are  collected  from 
employers2  or  the  way  the  employer's  corporate  income  taxes  are 
collected.3 

In  general,  an  employer  must  deposit  payroll  taxes 
periodically  depending  on  the  total  payroll  taxes  paid  during  a 
specified  "lookback  period"  (i.e.,  the  twelve  month  period  ending 
on  the  preceding  June  30)  .  An  employer  must  make  deposits  on  a 
semi -weekly  basis  where  the  aggregate  amount  of  payroll  taxes 
deposited  by  him  or  her  during  the  lookback  period  is  more  than 
$50000.  If  the  aggregate  amount  of  payroll  taxes  deposited  by  the 
employer  during  the  lookback  period  is  $50,000  or  less,  the 
employer  must  make  deposits  on  a  monthly  basis.  If  the  amount  of 
accumulated  payroll  taxes  in  any  calendar  quarter  is  less  than 
$500,  such  payroll  taxes  need  not  be  deposited  until  the  end  of  the 


2  Payroll  taxes  include  the  employer  and  employee  portions  of 
social  security  taxes,  hospital  insurance  taxes,  and  Federal 
Unemployment  Contribution  Act  taxes  and  income  tax  withholding. 

3  Employers  that  are  not  corporations  (e.g.,  partnerships  and 
sole  proprietorships)  generally  pay  taxes  on  income  from  the 
business  in  the  same  way  individual  income  taxes  are  paid,  i.e., 
through  estimated  taxes. 
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month  immediately  following  such  calendar  quarter.  At  any  time 
that  an  employer  accumulates  payroll  taxes  of  $100,000  or  more,  the 
taxes  must  be  deposited  by  the  next  banking  day  and  the  employer 
must  deposit  payroll  taxes  on  a  semi -weekly  basis  for  the  remainder 
of  the  calendar  year  and  the  following  calendar  year. 

Payroll  tax  deposits,  together  with  Federal  Tax  Deposit  coupon 
Form  8109,  must  be  sent  to  an  authorized  depository  (generally,  a 
commercial  bank,   savings  institution,   or  Federal  Reserve  Bank) .4 

In  general,  corporate  income  taxes  are  collected  quarterly 
through  estimated  taxes.  The  health  care  premium  could  be  included 
in  the  calculation  of  estimated  taxes. 

Using  the  payroll  tax  method  of  collection  would  result  in 
faster  collection  than  using  the  income  tax  method.  In  addition, 
using  the  payroll  tax  method  would  better  match  the  timing  of 
payment  of  employee  and  employer  premiums.  It  would  also  reduce 
substantially  the  risk  of  not  collecting  the  premium. 

2 .  Persons  who  work  for  more  than  one  employer 

In  the  case  of  two-worker  families,  adjustments  would  be 
needed  so  that  the  employer  share  is  not  paid  twice.  For  the  most 
part,  the  determination  of  how  much  premium  should  be  paid  in  the 
case  of  two  worker  families  is  a  health  policy  determination,  and 
does  not  really  depend  on  the  method  of  collection.  Once  the 
question  of  how  much  each  employer  pays  is  decided,  then  the  tax 
system  can  be  used  to  collect  whatever  that  amount  is.  For 
example,  if  in  the  case  of  two  worker  families  each  employer  pays 
only  half  the  premium,  then  the  W-4  could  be  modified  to  include 
information  as  to  whether  the  other  spouse  is  working. 

3 .  Self-employed  persons 

With  resect  to  their  employees,  self-employed  persons  would  be 
treated  like  any  other  employer.  They  would  be  required  to  pay  the 
full  premium  for  themselves .  This  could  either  be  done  through  the 
individual  income  tax  system  (i.e.,  by  using  the  estimated  tax 
system)  or  by  treating  the  person  as  both  the  employer  and  the 
employee.  In  the  latter  case,  the  total  premium  would  be  deposited 
like  payroll  taxes. 

4 .  Employer- level  subsidies 

The  employer  portion  of  the  premium  might  be  subsidized  based 


4  One  of  the  financing  provisions  of  the  North  American  Free 
Trade  Agreement  (NAFTA)  would  require  employers  to  utilize  an 
electronic  fund  transfer  system  to  transmit  payroll  tax  deposits 
directly  to  Treasury. 
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on  payroll,  number  of  employees,  profitability,  and/or  other 
factors.  Any  of  these  subsidies  could  be  implemented  either 
through  the  income  tax  model  or  the  payroll  tax  model.  One  of  the 
main  complications  is  determining  whether  there  is  a  subsidy  and 
how  much  it  is.  The  more  factors  the  subsidy  is  based  on,  the  more 
difficult  it  will  be  to  calculate.  The  easier  the  subsidy  is  to 
calculate,  the  easier  it  will  be  to  adjust  the  initial  amount  the 
employer  pays.  The  more  complicated  the  subsidy,  the  more  likely 
a  post  year  end  reconciliation  will  be  needed.  Also_,  as  mentioned 
above,  the  more  complicated  the  subsidy,  the  more  difficult  it  will 
be  for  any  collector  to  verify  that  the  employer  is  in  fact 
entitled  to  the  subsidy. 

5 .  Reconciliation 

As  is  the  case  with  collection  of  the  premium  for  individuals, 
in  some  cases  the  amount  of  the  employer  premium  paid  will  not 
equal  the  total  amount  that  should  have  been  paid.  A 
reconciliation  will  be  needed.  This  could  be  done  either  through 
the  payroll  system  or  the  income  tax  system  by  either  increasing  or 
decreasing  tax  liability  otherwise  owed. 


147 


Chairman  Rostenkowski .  Mr.  Stark,  do  you  think  the  American 
people  would  perceive  the  health  care  premium  as  simply  a  new 
tax  under  your  proposal?  Because  it  would  be  collected  by  the  IRS 
and  you  know  as  well  as  I  do  that  when  there  is  any  increase  in 
revenues  collected  through  the  IRS,  the  American  people  are  out 
there  insisting  that  it  is  another  or  a  new  tax. 

Mr.  Stark.  Let  me  pull  a  Hillary  on  you,  Mr.  Chairman,  and  talk 
about  my  father-in-law  and  mother-in-law  who  live  in  San  Lorenzo, 
Calif.  One,  my  father-in-law  is  a  Teamster.  My  mother-in-law 
works  for  the  California  school  system.  They  don't  make  very  much 
money. 

They  know  about  taxes.  And  they  understand  they  may  have  to 
pay  something,  and  they  are  willing  to  face  up  to  that.  But  they 
know  if  they  are  going  to  have  to  pay  $30  or  $40  a  month,  where 
my  father-in-law  already  gets  his  membership  to  Kaiser  free 
through  the  Teamsters,  he  is  going  to  understand  that  that  is  a 
payment.  Whether  he  calls  it  a  tax  or  not  isn't  important.  That  is 
$30  or  $40  he  can't  make  on  a  car  payment  or  mortgage  payment. 

And  if  he  has  to  fill  out  a  separate  tax  form  that  looks  just  like 
the  tax  form  he  does  now,  he  is  going  to  be  a  lot  madder  about  pay- 
ing me  that  $30  than  if  he  can  just  check  one  box  on  his  tax  return 
and  pay  it  that  way  because  he  knows  it  is  being  withheld  at  work. 
He  isn't  going  to  like  paying  the  extra  $30  no  matter  what  we  call 
it.  I  don't  care  whether  he  calls  it  a  tax  or  a  mandatory  premium, 
he  isn't  going  to  like  that.  He  may  accept  it,  but  we  can  make  it 
much  easier  for  him  to  accept  that  if  we  don't  make  him  fill  out 
a  second  tax  form. 

Chairman  Rostenkowski.  Can  I  get  an  indication  from  the 
membership  who  would  like  to  question  Mr.  Stark? 

Mr.  Thomas. 

Mr.  Thomas.  Thank  you  very  much,  Mr.  Chairman. 

If  in  fact  this  whole  debate  is  going  to  turn  on  whether  it  is  a 
premium  or  a  tax,  what  you  really  have  to  do  is  look  at  what  the 
administration  had  to  do  to  try  to  pass  it  off  as  a  premium  rather 
than  a  tax.  I  mean,  it  creates  a  shadow  IRS  in  the  Labor  Depart- 
ment. It  distorts  the  Federal-State  relationship  under  their  struc- 
ture, the  State  alliance  relationship,  and  the  alliance  health  plan 
structure,  to  be  able  to  call  it  a  premium  rather  than  a  tax. 

What  Chairman  Stark  has  presented  to  you  I  think  is  one  of  the 
key  decisions  I  think  we  have  to  make  fairly  early  on.  Whether  you 
really  do  call  them  taxes  or  premiums,  they  are  going  to  be  manda- 
tory collections.  But  what  we  are  really  talking  about  is  the  re- 
quirement to  distort  in  any  plan  the  Federal,  State  or  private  sec- 
tor relationship,  mandatory  or  voluntary,  it  is  talking  about  a  de- 
livery mechanism.  We  are  going  to  have  to  have  a  delivery  mecha- 
nism no  matter  what. 

And,  Mr.  Stark,  I  guess  my  question  to  you  is,  Pete,  you  said  you 
talked  to  the  other  committees  jurisdictions  and  the  rest.  What  is 
the  administration's  answer  for  believing  that  creating  a  shadow 
IRS  under  the  Labor  Department,  and  in  essence  distorting  what 
would  otherwise  be  more  straightforward  relationships,  was  it  basi- 
cally to  be  able  to  call  it  a  premium  rather  than  a  tax  or  do  they 
believe  that  this  kind  of  split  jurisdiction  in  committees  and  dupli- 
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cation  of  functions  is  a  positive  in  an  area  where  they  are  trying 
to  save  money?  What  is  their  response  for  creating  this? 

Mr.  Stark.  Mr.  Thomas,  after  your  vote  on  NAFTA,  you  are  clos- 
er to  the  administration  than  I  am.  You  explain  what  they  are 
thinking. 

What  I  want  to  tell  you  is  that  look  at  your  own  pay  stub.  Go 
back.  If  you  have  insurance  under  the  Federal  Employees  Benefit 
Plan,  you  have  an  amount  deducted,  and  you  get  it  each  month  on 
the  little  thing  that  the  sergeant  at  arms  sends  you.  It  may  say 
$60,  $80,  $90  a  month  is  taken  out.  Doesn't  make  a  lot  of  difference 
to  the  members  whether  that  $60  or  $80  has  a  different  label.  It 
is  still  going  to  be  there  as  an  amount  that  you  take  out. 

What  you  are  not  going  to  like  is  having  to  fill  out  another  1040 
form  to  show  whether  or  not  you  qualify  for  a  subsidy  under  FEHB 
and  send  it  to  the  District  of  Columbia. 

This  is  not  necessarily  a  Federal  bureaucracy.  This  is  saying  that 
each  State  is  going  to  be  responsible  for  really  going  into  the  in- 
come tax.  There  are  a  few  States  that  don't  have  an  income  tax, 
so  they  don't  even  have  the  mechanism  in  the  States  to  do  it.  And 
it  isn't  the  State,  it  is  a  quasi-State  board. 

I  am  not  going  to  get  into  the  argument  of  whether  we  are  going 
to  have  a  HIPC  or  alliance,  or  whether  it  is  mandatory  or  not  man- 
datory. It  just  seems  to  be  simpler.  We  have  a  system  that  works, 
regardless. 

In  some  jurisdictions  there  is  a  deduction  for  a  whole  variety  of 
things  that  the  State  requires.  They  are  on  your  pay  stub.  We  are 
used  to  it.  And  I  submit  it  will  be  less  disruptive  to  our  constitu- 
ents to  continue  something  they  are  familiar  with. 

Mr.  Thomas.  Mr.  Chairman,  there  will  be  many  opportunities  for 
the  chairman  of  the  subcommittee  and  me  to  disagree  on  a  number 
of  issues,  but  on  this  one,  I  think  he  is  absolutely  correct.  We  ought 
to  look  at  committee  jurisdiction,  but,  more  importantly,  the  docu- 
mentation of  bureaucracy  that  simply  doesn't  make  sense.  What- 
ever plan  moves  forward,  I  think  the  financing  mechanism  ought 
to  focus  on  the  current  ongoing  IRS  structure.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  Mr.  Stark,  let  me  thank  you  for  your  testimony.  I 
think  that  your  testimony  does  point  out  that  the  way  that  the  alli- 
ances are  used  in  the  financing  mechanism  adds  to  complexity  and 
has  also  added  to  the  lack  of  understanding  by  the  public  as  to  how 
the  plan  works.  These  uncertainties  cause  a  great  deal  of  unrest. 

Let  me  just  ask  you  a  question.  You  said  it  could  fit  into  any 
plan.  I  notice  that  you  placed  the  State  circle  out  there  by  itself  in 
your  chart.  Could  this  not  work  by  substituting  the  States  for  the 
Federal  Government?  That  we  could  permit  the  States  to  act  as  the 
collecting  mechanism  if  it  wishes  through  whatever  mechanism  a 
State  believes  is  appropriate  if  that  were  the  type  of  reform  model 
we  were  going  to  adopt? 

Mr.  Stark.  It  absolutely  could.  I  am  not  familiar  with  what  you 
do  with  Maryland  State  income  tax.  In  California,  our  State  income 
tax  form  parallels  the  Federal  form.  So  if  the  State  chose  to  run 
a  single-payer  or  a  managed  competition  plan  but  required  certain 
payments  and  certain  information,  the  State  has  the  machinery  to 
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do  that.  And  it  would  seem  to  me  it  would  be  simple  for  us  to  allow 
them  to  opt  out. 

There  is  one  problem.  In  California,  most  people  are  smart 
enough  not  to  live  elsewhere  or  work  elsewhere,  unless  you  are 
maybe  on  Lake  Tahoe  and  you  go  to  Reno  for  employment.  But  the 
fact  is  in  areas  that  you  reside  in  and  that  I  reside  in  part-time, 
we  have  people  crossing  State  lines.  And  you  may  have  to  balance 
accounts  as  between  plans  and  employment  and  families  in  three 
different  jurisdictions.  It  becomes  complicated.  And  the  Federal 
Government,  it  would  seem  to  me,  is  prepared  to  balance  the 
records,  but  there  is  nothing  to  prevent  a  State  under  this  plan 
from  operating  it. 

Mr.  Cardin.  Of  course,  we  could  have  the  same  problems  under 
some  of  the  reform  bills  that  have  already  been  suggested,  because 
there  are  allocations  to  the  various  States  that  we  are  going  to 
have  to  figure  out  exactly  how  to  balance  out  the  type  of  problems 
to  which  you  are  referring. 

But  I  guess  the  point  that  I  just  really  wanted  to  underscore  is 
that  it  is  very  possible  to  establish  a  national  system  that  provides 
the  comprehensive  benefit  package  that  every  American  must  re- 
ceive and  the  financing  mechanisms  through  the  employer,  employ- 
ees, and  the  goals  that  must  be  met  as  far  as  cost  containment,  by 
giving  the  States  the  necessary  flexibility,  including  the  methodol- 
ogy on  how  to  collect  the  revenues. 

Mr.  Stark.  There  is  no  reason  you  couldn't.  My  suggestion  would 
be  to  allow  the  Federal  system  to  make  the  collections  because  it 
would  be  easier  outside  the  State,  and  then  if  the  State  were  oper- 
ating a  system,  give  the  money  to  the  State  to  distribute.  I  still 
think  that  where  you  are  apt  to  be  collecting  from  multiple  jurisdic- 
tions and  you  need  information  that  unless  the  State  happens  to 
have  a  tax  return  that  is  almost  identical  to  the  Federal,  it  might 
help  the  States  for  the  money  to  be  collected  through  the  IRS.  But 
it  is  a  matter  of  indifference. 

Mr.  Cardin.  Many  States  piggyback  on  the  Federal  return.  My 
point  is  that  the  State  may  choose  to  do  it  that  way,  but  what  ob- 
jection would  the  Federal  Government  have  if  a  State  uses  the  alli- 
ances as  the  mechanism,  if  the  State  chose  to  do  that  and  could 
work  it  out  in  a  more  efficient  way?  I  mean,  it  may  work  in  one 
State.  In  another  State  it  may  work  differently. 

But  I  think  we  achieve  the  objective  that  you  are  seeking  by 
eliminating  the  national  alliance  model  where  all  the  funds 
must  

Mr.  Stark.  Save  the  issue,  and  I  really  haven't  examined  this, 
that  we  don't  allow  States  to  collect  our  Federal  income  tax  for  us. 
And  to  the  extent  that  some  enforcement  procedures  were  nec- 
essary, say  an  individual  mandate,  if  that  were  part  of  a  program 
that  my  Republican  colleagues  like,  enforcing  an  individual  man- 
date might  be  simpler  on  a  universal  basis.  But  I  don't  see  any  rea- 
son that  a  State  could  not  assume  this  responsibility. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Houghton. 

Mr.  Houghton.  Yes,  thank  you,  Mr.  Chairman. 

Mr.  Stark,  let  me  just  try  to  understand  what  you  are  saying. 
With  an  IRS  budget  now  of  $7  billion  
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Mr.  Stark.  I  believe  $7.3  or  .4  billion. 

Mr.  Houghton.  And  you  are  saying,  therefore,  you  lay  another 
$10  billion  on  top  of  that,  and  you  have  greater  flexibility.  I 
thought  that  is  what  you  said  in  your  statement. 

Mr.  Stark.  If  the  gentleman  will  yield. 

The  President's  proposal  with  50  different  alliances,  it  is  esti- 
mated that  those  50  different  alliances  performing  these  revenue 
functions  would  cost  the  entire  health  delivery  system  about  $10 
billion  a  year.  I  do  not  think  it  would  cost  the  IRS  anywhere  near 
that  to  take  on  this  added  function. 

Mr.  Houghton.  Well,  how  are  they  going  to  do  it  without  money 
and  what  sort  of  money  is  going  to  be  involved?  And  also  have  you 
talked  with  the  Treasury  about  this? 

Mr.  Stark.  If  the  gentleman  will  yield. 

It  doesn't  require  much  more  than  an  additional  line  on  existing 
forms. 

Mr.  Houghton.  Have  you  checked  with  the  Treasury  on  this? 

Mr.  Stark.  We  have  checked  with  the  joint  tax  staff  and  our  tax 
staff,  and  they  seem  to  think  this  would  not  be  a  great  additional 
administrative  burden  to  add  these  lines  to  the  existing  tax  collec- 
tion mechanism. 

Chairman  Rostenkowski.  Are  there  any  other  members  who 
wish  to  question  Mr.  Stark?  If  not,  thank  you  very  much,  Mr. 
Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  The  Chair  would  like  at  this  point  in 
time  to  find  out  from  Mr.  Payne  and  Mr.  Andrews,  first,  would  you 
like  to  testify  together  or  what  would  you  like,  Mr.  Andrews? 

Mr.  Andrews.  Probably  separately,  Mr.  Chairman. 

Chairman  Rostenkowski.  Separately.  Mr.  Andrews,  you  are  rec- 
ognized. 

STATEMENT  OF  HON.  MICHAEL  A.  ANDREWS,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  The  Chair  would  also  like  to  inform 
the  membership  that  we  have  a  great  many  Members  that  we  are 
going  to  hear  from  today.  I  just  want  to  caution  Members  that  I 
nope  that  we  aren't  going  to  repeat  the  same  questions. 

Mr.  Kleczka.  If  they  don't  give  the  same  testimony. 

Chairman  Rostenkowski.  Mr.  Andrews. 

Mr.  Andrews.  Thank  you  very  much,  Mr.  Chairman.  I  really  ap- 
preciate you  calling  this  hearing  to  talk  about  tobacco  use  and 
health  and  how  to  pay  for  health  care.  It  is  an  extremely  important 
part  of  the  health  care  debate. 

It  is  only  appropriate  the  Ways  and  Means  Committee,  really  for 
the  first  time  since  I  have  been  on  the  committee,  has  had  an  op- 
portunity to  focus  on  tobacco  use  and  what  it  costs  the  American 
society  and  what  it  costs  the  American  people  in  terms  of  health 
care  and  health  care  costs. 

Make  no  mistake  about  it,  tobacco  is  a  killer.  It  kills  1,000  Amer- 
icans every  day  from  its  use.  One  out  of  every  three  long-term  ciga- 
rette smokers  died  from  using  the  product.  Every  day,  1,000  Ameri- 
cans die  from  smoking.  And  to  replace  those  1,000  Americans  that 
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die,  the  new  smokers  are  almost  all  teenagers.  People  our  age  don't 
take  up  smoking  in  their  30s  and  40s.  In  fact,  fully  90  percent  of 
all  the  new  smokers  every  day  are  under  19  years  of  age.  And  half 
of  all  the  new  smokers,  every  day,  are  under  13  years  of  age. 

And  so  the  vulnerable  part  of  our  society,  the  target  groups  of 
the  tobacco  industry,  the  people  that  take  the  place  of  the  consum- 
ers that  die  from  using  the  product,  are  all — almost  all  teenage 
children.  Ninety  percent  of  all  the  new  smokers  every  day  are 
under  19  years  of  age.  I  think  the  President  is  right  to  talk  about 
raising  tobacco  taxes  to  help  finance  part  of  the  health  care  pack- 
age. The  tobacco  tax  proposal  of  the  President  to  raise  the  tax  by 
75  cents  is  a  good  one.  It  is  a  sound  one. 

Every  mainstream  leader  in  this  health  care  debate  agrees  on 
the  importance  of  a  tobacco  tax  to  accomplish  two  things — not  one, 
but  two.  First,  to  discourage  teenage  smoking  because  it  does  do 
that.  We  know  that.  And,  two,  to  offset  some  of  the  costs  that 
Americans  pay  to  take  care  of  people  that  become  sick  from  smok- 
ing. And  for  this  committee,  I  think  that  is  a  very  important  part 
of  this  debate. 

One  of  the — one  of  the  key  reasons  is  that  illnesses  related  to  cig- 
arette smoking  are  responsible  for  some  $24  billion  in  the  Nation's 
health  care  bill.  Let  me  repeat  that.  We  spend,  as  taxpayers,  $24 
billion  every  year  to  pay  to  take  care  of  people  that  get  sick  from 
using  tobacco  products.  The  current  tax  on  tobacco  generates  only 
$14.5  billion  in  revenue.  The  75  cent  increase  is  just  a  downpay- 
ment  on  covering  part  of  the  cost  of  smoking.  Smoking  costs  our 
country  directly  and  indirectly  about  $40  million  a  year  in  lost  pro- 
ductivity. 

The  first  chart  over  here  that  I  have  shows  that  we  rank  at  the 
very  bottom  of  developed  nations  for  tobacco  tax  rates.  A  tobacco 
tax  increase  of  $2  a  pack,  frankly,  would  not  be  out  of  line  com- 
pared to  other  developed  countries  in  the  world. 

I  mentioned  earlier  about  kids  and  smoking.  A  tobacco  tax  stops 
children  from  smoking.  It  saves  lives.  In  Canada,  where  they  dou- 
bled the  tax,  consumption  dropped  by  one-third,  and  teenage  smok- 
ing fell  by  two-thirds.  Raising  tobacco  taxes  discourages  teenagers 
from  smoking. 

The  next  chart  shows  that  we  are  now  losing  the  war  to  stop 
teenage  smoking.  The  tobacco  industry  is  winning.  Children  recog- 
nize old  Joe,  the  cartoon  character  in  the  advertisements  for  Camel 
cigarettes,  as  readily  as  they  know  who  Mickey  Mouse  is.  The 
smokers  of  tomorrow  are  the  kids  of  today.  Nine  out  of  every  10 
smokers,  as  I  said,  start  by  age  19.  And  studies  show  that  a  75 
cent  increase  will  save  nearly  1  million  lives  over  time  and  prevent 
more  deaths  than  illicit  drugs  have  caused  throughout  the  entire 
history  of  the  United  States.  It  will  also  stop  millions  of  young 
teenage  kids  from  taking  up  smoking.  And  you  can  see,  discourag- 
ingly,  smoking  rates  among  teenage  kids  dropped  down  and  now  it 
has  headed  back  up  again,  boys  and  girls. 

Inflation  has  dramatically  lowered  the  tobacco  excise  tax.  To- 
bacco excise  taxes  are  not  indexed. 

The  next  chart  will  show  you  that  tobacco  taxes  have  fallen  as 
a  percentage  of  retail  price  over  the  last  20  years.  And,  finally,  to- 
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bacco  remains  the  number  one  preventable  cause  of  death  in  our 
country. 

The  last  chart  shows  that  tobacco  use  causes  more  deaths  in 
America — more  deaths  in  America  than  alcohol,  car  accidents, 
AIDS,  homicides,  suicides,  drugs  and  fires  combined.  Tobacco  is  a 
killer,  and  we  have  an  opportunity  in  the  context  of  this  health 
care  debate  to  address  the  number  one  preventable  cause  of  death 
in  this  country,  to  offset  some  of  the  costs  that  we  currently  pay 
to  take  care  of  people  that  get  sick  from  smoking  and  to  make  a 
very  strong  statement  of  protecting  our  teenaged  kids,  discouraging 
them  from  smoking  by  raising  that  tax. 

Finally,  I  think  it  is  important  in  the  debate  to  recognize  the  vul- 
nerability of  some  tobacco  farmers  that  are  at  risk  in  a  changing 
marketplace  and  economy.  One  of  the  proposals  in  my  legislation 
to  raise  taxes  and  one  of  the  additional  suggestions  of  the  Presi- 
dent's task  force  on  health  is  to  set  aside  a  certain  percentage  for 
farmers  to  help  them  retool,  relearn  to  plant  other  crops,  and  assist 
them  in  making  a  transition  if  they  choose,  so  they  can  get  out  of 
the  tobacco  business  completely. 

Mr.  Chairman,  thank  you  very  much. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  CONGRESSMAN  MICHAEL  A.  ANDREWS 
COMMITTEE  ON  WAYS  AND  MEANS 
NOVEMBER  18,  1993 


Mr.   Chairman,   I  strongly  support  the  President's  proposal  to 
increase  the  tobacco  tax  by  75  cents.     The  President  deserves  a 
great  deal  of  credit  for  engaging  the  health  care  debate.  The 
tobacco  tax  proposal  shows  that  he  is  serious  not  just  about 
health  care  reform,   but  also  the  health  of  Americans. 

The  leaders  of  the  health  care  debate  —  regardless  of  the 
plan  they  support  —  agree  on  the  importance  of  a  tobacco  tax. 
Earlier  this  year,  my  colleagues  Jim  McDermott,   Pete  Stark, 
Sander  Levin,   and  Ben  Cardin  joined  me  to  introduce  legislation 
to  help  pay  for  health  care  reform  with  tobacco  taxes. 

One  of  the  key  reasons  is  that  illnesses  related  to 
cigarette  smoking  are  responsible  for  approximately  $24  billion 
of  the  nation's  health  care  bill,   but  the  current  tax  on  tobacco 
generates  only  $14.5  billion  in  revenue. 

The  75  cent  increase  is  just  a  downpayment  on  recovering  the 
cost  of  smoking  --  smoking  costs  our  country  $40  billion  in  lost 
productivity . 

As  the  first  chart  shows,  we  rank  at  the  bottom  among 
developed  nations  for  tobacco  tax  rates.     A  tobacco  tax  increase 
of  $2.00  per  pack  would  not  be  out  of  line. 

A  tobacco  tax  stops  children  from  smoking  and  saves  lives. 
The  next  chart  shows  that  we  are  now  losing  the  war  to  stop 
teenage  smoking.     Children  recognize  Old  Joe,   the  cartoon 
character  in  advertisements  for  Camel  cigarettes,   as  readily 
Mickey  Mouse.     The  smokers  of  tomorrow  are  the  children  of  today. 
Nine  of  every  ten  smokers  start  by  age  19. 

Studies  show  that  a  75  cent  increase  will  save  nearly  one 
million  lives  over  time  and  prevent  more  deaths  than  illicit 
drugs  have  caused  throughout  U.S.   history.     It  will  stop  millions 
of  children  from  starting  to  smoke. 

Inflation  has  dramatically  lowered  the  tobacco  excise  tax. 
Tobacco  excise  taxes  are  not  indexed.     The  next  chart  shows  that 
tobacco  taxes  have  fallen  as  a  percentage  of  retail  price  over 
the  last  twenty  years. 

Finally,   tobacco  remains  the  number  one  preventable  cause  of 
death  in  our  country.     The  last  chart  shows  that  tobacco  use 
causes  more  deaths  in  America  that  alcohol,   car  accidents,  AIDS, 
homicides,   suicides,   drugs  and  fires  combined. 

So  much  of  health  care  reform  is  complicated.     The  tobacco 
tax  issue  is  simple:     tobacco  kills  and  should  be  taxed  to  pay 
for  health  care  reform. 
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Tobacco  Taxation  is  Declining 

Average  Cigarette  Tax  as  a  Percentage  of  Retail  Price 
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Source:  The  Tax  Burden  on  Tobacco,  The  Tobacco  Institute,  Vol.  26,  1991,  p. 230. 


Smoking  Kills  More  Americans  Every 
Year  than  Alcohol,  Car  Accidents,  AIDS, 
Suicides,  Homicides,  Fires  and  Drugs 
COMBINED 
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Source:  U.S.  Centers  for  Disease  Control. 
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U.S.  Cigarette  Taxes  are  $1.00  Less  Than  in 
14  Developed  Countries 


Denmark  fflggggjj^^BKBBKBBB^^BH& 

Norway  ■  H  $3.97 

Canada  jH  — — B  $3.26 
Finland  -jjjj  &  $3.25 

UK-E  m$3.24  : 

Ireland  -S  Hi  $3.09 

Sweden  S  Hi  $2.59 

Germany  -S  1  $2.23 

New  Zealand  E  g  $  1 .92 

•  Belgium  E  J  $1.83 

Netherlands  E  |  $1.58 

France  E  "    |  $1.52 

Australia  ■  |  $1.50 

Italy  B     ~2       ■  $1.49 
Portugal  S  |  $1.18 

Japan  ■  §$1.06 
Greece  ggB  $Q-9Q 
Spain  U|  $0-46 

usa  mm  $o.46 

 1  1  1  1  


 1  1  i  1  1 

$0.00  $1.00  $2.00  $3.00  $4.00  $5.00 

U.S.  Dollars  Per  Pack 


1.  Foreign  taxes  expressed  in  US.  dollars  are  approximate  due  to  currency  fluctuations. 

2.  Data  provided  by  the  Non-Smokers'  Right  Assoc.  of  Canada;  analysis  by  Public  Citizens"  Health  Research  Group;  chart  produced  by  the  Coalition  on  Smoking  OR  Health. 


We  Are  Now  Losing  the  War  to 
Stop  Children  From  Smoking 

Percentage  of  High  School  Seniors  Reporting  Daily  Cigarette  Smoking 
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Source:  University  of  Michigan. 
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Chairman  Rostenkowski.  Can  I  get  an  indication  from  the 
membership  who  would  like  to  question  Mr.  Andrews?  Mr. 
Bunning. 

Mr.  Bunning.  Thank  you,  Mr.  Chairman. 

Mr.  Andrews,  I  would  like  to  just  question  you  on  the  legitimacy 
of  doing  away  with  tobacco  completely.  In  other  words,  wouldn't  it 
be  more  fair  to  the  American  people  if  the  Congress  of  the  United 
States  faced  up  to  the  fact  that  if  we  are  going  to  tax  tobacco  out 
of  existence,  wouldn't  it  be  more  morally  correct  to  outlaw  tobacco 
like  we  do  marijuana,  cocaine  and  many  other  drugs? 

Mr.  Andrews.  First  of  all,  Mr.  Bunning,  you  overstate  our  pro- 
posal. It  certainly  would  

Mr.  Bunning.  Would  it  be  

Mr.  Andrews.  If  I  could  respond  to  you  quickly.  You  overstate 
the  proposal.  This  doesn't  tax  tobacco  out  of  existence.  We  have 
seen  from  the  charts  how  low  American  tobacco  taxes  are  even 
compared  to  other  developed  countries  in  the  world. 

But  let  me  respond  to  you  with  a  question.  Assume  for  just  a  mo- 
ment, Mr.  Bunning  

Mr.  Bunning.  Would  you  please  answer  my  question  first? 

Mr.  Andrews.  Well,  I  think  if,  in  fact,  a  product  were  introduced 
into  this  country  today  that  we  knew  its  producers  would  spend 
more  in  advertising  than  any  other  product  on  the  American  scene, 
$10  billion  a  year,  maybe  more,  that  the  consumers  that  would  use 
the  product  would  all  start  half  of  them  under  13  years  of  age  and 
30  years  later,  1,000  of  them  would  die  every  day,  that  that  prod- 
uct would  kill  more  people  than  all  of  these  other  accidents — AIDS, 
fires,  car  accidents,  homicides  and  suicides  combined,  yes,  I  think 
Members  of  Congress  would  be  outraged. 

Mr.  Bunning.  Then  why  doesn't  your  proposal  do  that? 

Mr.  Andrews.  We  live  in  a  world  and  a  fact  that  tobacco  has 
been  part  of  this  country  for  a  long,  long  time.  The  proposal  is  not 
to  do  away  with  the  tobacco  industry.  The  proposal  on  the  table  by 
the  President  and  every  leading  health  care  thinker  in  this  country 
is  to  ask  the  tobacco  industry  to  help  us  offset  some  of  the  costs 
that  tobacco  use  causes  society,  $24  billion  a  year.  That  is  what  the 
issue  is. 

Mr.  Bunning.  That  is  your  number  and  that  is  the  number  that 
I  disbelieve.  And  those  are  numbers — all  of  your  numbers  are  very 
questionable.  I  don't  know  that  you  have  any  more  right  to  say  that 
those  numbers  are  correct  than  the  numbers  that  I  have  that  ques- 
tion every  one  that  you  have. 

Mr.  Andrews.  I  think  the  best  way  to  do  it  is  we  will  just  use 
our  sources  on  the  numbers,  and  I  would  tell  you  that  the  statistics 
that  I  have  were  provided  by  the  Department  of  Health  and 
Human  Services  and  the  American  Cancer  Society.  And  I  would  be 
happy  to  share  with  you  or  any  Members  where  these  statistics 
come  from.  But  those  are  the  sources.  I  would  be  delighted  to  know 
where  your  sources  are  for  your  different  numbers. 

Mr.  Bunning.  The  number  of  people  smoking  cigarettes  today  is 
more  or  less  than  it  was  5  years  ago? 

Mr.  Andrews.  Well,  I  don't  really  know  that.  That  is  a  good 
question.  I  know  that  more  teenage  kids  are  taking  up  smoking. 
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Mr.  Bunning.  If  you  know  those  statistics,  you  ought  to  know 
that  it  is  much  less  than  it  was  5  years  ago.  You  also  know  that 
the  amount  of  revenues  collected  by  this  Federal  Government  is 
very  important  to  the  Federal  Government  on  those  individual 
cigarettes  that  are  sold.  Why  don't  we  do  the  right  thing  and  out- 
law tobacco  instead  of  taxing  it  out  of  existence? 

Mr.  Andrews.  Well,  again,  once  again,  I  am  not  suggesting  that 
we  are  trying  to  tax  tobacco  out  of  existence.  And  I  would  only  re- 
spond with  a  question,  Mr.  Bunning.  How  many  people  do  you 
think  die  from  smoking  every  day?  If  my  number  of  1,000  is  incor- 
rect, how  many  people  

Mr.  Bunning.  I  know  there  are  142,000  tobacco  farmers  in  the 
State  of  Kentucky  that  cannot  make  a  living  without  it. 

Mr.  Andrews.  I  am  just  curious,  how  many  people  do  you  think 
die  every  day  from  smoke,  Mr.  Bunning? 

Mr.  Bunning.  I  don't  know,  and  I  don't  think  you  know,  and  I 
don't  think  anybody  else  knows. 

Mr.  Andrews.  Would  1,000  sound  high  to  you? 

Mr.  Bunning.  It  sounds  very  high. 

Mr.  Andrews.  Maybe  500  a  day  works.  That  sound  reasonable 
to  you? 

Mr.  Bunning.  I  don't  know.  Thank  you,  Mr.  Chairman. 
Chairman  Rostenkowski.  Mr.  Brewster. 
Mr.  Brewster.  Thank  you,  Mr.  Chairman. 

Mike,  I  am  curious  about  a  couple  of  things.  The  way  I  under- 
stand the  President's  plan,  the  tobacco  tax  would  be  implemented 
now.  The  health  care  program  would  go  into  place  in  1998.  Why 
would  we  implement  the  tax  now  if  the  plan  that  we  are  going  to 
finance,  doesn't  go  into  place  until  a  later  time?  Why  not  imple- 
ment the  tax  at  the  same  time  the  plan  is  implemented? 

Mr.  Andrews.  Well,  Bill,  I  am  not  aware  exactly  what  the  Presi- 
dent's strategy  is.  I  can't  make  the  arguments  for  his  proposal.  I 
think  we  ought  to  raise  tobacco  taxes  when  the  committee  address- 
es financing  health  care.  I  have  a  proposal  that  I  have  filed,  some 
members  of  this  committee  are  sponsors  of  it,  to  raise  tobacco  taxes 
to  offset  some  of  the  current  costs  that  we  are  paying.  As  I  said, 
we  spend  $24  billion.  The  tax  of— raising  it  to  $1  will  raise  about 
$10  to  $12  billion.  It  cuts  it  in  half. 

I  am  not  familiar  with  the  President's  proposal  or  his  strategy. 
I  just  believe  when  the  committee  addresses  the  need  to  raise  to- 
bacco taxes,  we  ought  do  it  to  offset  some  of  the  costs. 

Mr.  Brewster.  If  we  do  it  to  offset  the  costs  then  of  today's  costs, 
then  it  couldn't  be  used  then  in  the  health  care  financing  proposal, 
right? 

Mr.  Andrews.  Well,  I  think  we  ought  to  use  it  to  offset  some  of 
the  costs.  I  am  not  sure  exactly  all  the  means  the  President  is  pro- 
posing to  finance  his  plan.  I  simply  mean  in  the  context  of  tobacco 
and  health,  when  the  committee  deals  in  trying  to  address  the 
costs  of  health  care  in  this  country,  that  tobacco  taxes  should  go 
up  just  to  try  to  offset  some  of  the  costs  we  are  already  paying  for 
people  to  get  sick. 

Mr.  Brewster.  Would  you  be  more  willing  to  implement  it  at  the 
same  time  as  the  health  care  reform? 
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Mr.  Andrews.  I  would  like  to  raise  tobacco  taxes  this  morning, 


kids  from  smoking  and  that  we  know  today  1,000  people  are  going 
to  die  from  smoking  and  a  lot  more  people  are  sick,  $24  billion  a 
year.  Those  costs  are  running  today  and  yesterday  and  tomorrow. 
And  the  sooner  we  address  tnat  to  me  would  be  the  better.  So  I 
would  not  put  off  intentionally  raising  those  taxes. 

I  do  think  we  need  to  address  the  plight  of  especially  small  farm- 
ers that  Mr.  Bunning  is  concerned  about,  and  I  think  that  is  a  very 
legitimate  concern.  And  implementing  the  tax  in  a  way  that  is  re- 
spectful of  their  livelihood  and  their  industry  I  think  is  an  impor- 
tant consideration. 

Mr.  Brewster.  Certainly.  I  notice  that  your  discussion  today  has 
been  principally  about  smoking.  How  many  die  from  smokeless  to- 
bacco per  day,  any  idea?  I  notice  also  that  the  taxes  suggested  are 
far  more  dramatic  increases  on  smokeless  than  on  smoking.  I  never 
smoked  a  cigarette  in  my  life  or  used  the  other,  but  I  am  curious 
to  know  the  rationale  on  the  dramatic  increases  of  smokeless  at  the 
same  time. 

Mr.  Andrews.  Yes,  I  think  the  reason  is  it  is  a  whole  lot  lower 
proportionately  than  cigarette  taxes.  Smokeless  tobacco  taxes  are 
pretty  low  right  now. 

Mr.  Brewster.  But  it  is  something  like  a  4,000  percent  increase 
or  something  like  that. 

Mr.  Andrews.  Might  be  10,000,  Bill.  I  think  the  tax  on  smoke- 
less tobacco  is  unbelievably  low  compared  to  taxes  on  cigarettes. 

Mr.  Brewster.  And  they  kill  a  lot  of  people,  too? 

Mr.  Andrews.  Gives  a  lot  of — it  gives  an  awful  lot  of  throat  can- 
cer, especially  

Mr.  Brewster.  I  think  the  chairman  came  up  with  the  answer, 
Mike.  That  is  fine.  Thank  you.  We  will  get  those  answers  later. 

Chairman  Rostenkowski.  Mr.  Jefferson. 

Mr.  Jefferson.  Mr.  Andrews,  I  have  just  one  question. 

Assuming  that  everything  that  you  have  said  today  is  true  about 
the  effect  of  tobacco  use  and  the  incidences  of  death  and  all  the  rest 
of  it,  if  we  assume  that  by  imposing  the  tax  we  discourage  cigarette 
use,  and  if  we  then  admit  that  we  are  building  this  health  care  fi- 
nancing upon  a  declining  revenue,  is  this  a  smart  way  to  finance 
health  care? 

It  may  be  a  good  tax  to  impose  to  discourage  cigarette  use  and 
to  meet  the  objectives  you  are  talking  about,  but  I  just  wonder  if 
this  tax  does  its  job  won't  we  erode  the  very  base  of  revenue  we 
are  looking  for  to  have  available  to  us  to  finance  this  plan  and 
maybe  in  some  way  lose  the  opportunity  that  the  public  is  giving 
us  now  to  come  up  with  a  plan  that  is  going  to  last  for  a  while? 

Mr.  Andrews.  Well,  that  is  a  good  point.  Yes,  it  is  a  reducing 
revenue  stream  because,  as  I  said  earlier,  raising  tobacco  taxes  dis- 
couraged teenage  smoking.  And  I  think  we  need  to  look  at  tobacco 
taxes  really  in  the  context  of  the  costs  of  tobacco  to  taxpayers  and 
not  to  try  to  use  it  to  finance  the  President's  health  care  bill.  There 
are  other  ways  to  finance  an  overall  health  care  bill  that  tobacco 
taxes  can't  touch. 

Let's  face  it.  We  raise  the  tax  by  $2  a  pack  and  raise  $24  billion 
a  year,  we  are  simply  breaking  even  on  what  we  are  spending 


because  we  know  that  b 


the  taxes  we  discourage  teenage 
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today  to  take  care  of  people  that  get  sick  from  smoking.  So  it  is  a 
diminishing  revenue  stream  because  people  stop  smoking.  It  dis- 
courages teenage  kids  from  smoking.  That  is  one  of  the  goals  here. 

Mr.  Jefferson.  Right.  Assuming  I  will  support  the  goal,  but  my 
question  is  whether  we  ought  to  use  it  as  a  basis  to  finance  a  plan 
that  we  all  want  to  last  for  a  while. 

Mr.  Andrews.  I  think  we  ought  to  use  it  to  offset  some  of  the 
costs  to  society. 

Mr.  Jefferson.  Then  we  have  to  come  up  with  a  new  way  to  fi- 
nance. 

Mr.  Andrews.  The  President  and  everyone  else  has  said  that  to- 
bacco taxes  are  just  a  part  of  this  health  care  debate  and  health 
care  financing.  But  I  do  believe  we  need  to  make  it  its  own  sepa- 
rate part  here.  We  need  to  raise  tobacco  taxes  to  offset  some  of  the 
costs  tobacco  costs  society. 

Chairman  Rostenkowski.  Mr.  Hoagland. 

Mr.  Hoagland.  I  wonder,  Mr.  Andrews,  if  you  have  given  any 

thought  to  a  program  that  would  help  

Mr.  Andrews.  Peter,  I  can't  hear  you. 

Mr.  Hoagland.  I  am  sorry.  I  wonder  if  you  or  your  staff  have 
given  any  thought  to  a  program  that  we  might  develop  that  would 
help  retrain  tobacco  farmers  and  would  help  develop  alternate 
crops  they  might  grow  on  the  same  land  and  in  connection  with 
Secretary  Reich's  program  to  retrain  workers  and  if  that  might 
make  an  increase  in  tobacco  taxes  a  little  bit  more  acceptable  to 
the  tobacco  farming  industry. 

Mr.  Andrews.  Well,  Peter,  I  think  that  is  a  very  good  point.  And 
one  of  the  parts  of  my  legislation  would  set  aside  about  3  percent 
of  the  revenues  for  retraining  and  new  programs  to  be  adminis- 
tered by  the  Department  of  Agriculture  and  other  sources  to  help 
tobacco  farmers  who  are  fragile. 

You  know,  tobacco  farmers  get  a  pretty  raw  deal  out  of  this 
whole  industry.  They  only  make  about  3  or  4  percent,  and  most  of 
the  profit  goes  to  the  manufacturers  and  the  distributors,  and  it 
doesn't  really  get  down  to  that  tobacco  farmer.  And  we  do  need  to 
be  sensitive,  and  I  know  Martin  Lancaster  and  Mr.  Bunning  and 
others  are  most  concerned  about  what  raising  taxes  on  tobacco 
farmers  will  mean  to  them.  And  I  think  if  we  offset  some  of  these 
dollars  and  apply  it  in  a  responsible  way,  we  can  help  small  to- 
bacco farmers. 

Mr.  Hoagland.  I  think  that  makes  a  great  deal  of  sense. 

It  seems  to  me  that  the  facts  concerning  the  relationship  between 
tobacco  use  and  ill  health  have  been  established  for  decades  now. 
It  is  just  absolutely  clear  that  it  is  in  the  best  interests  of  America 
if  we  can  discourage  tobacco  use,  that  the  Congress  has  success- 
fully moved  on  other  fronts  in  recent  years  due  to  the  leadership 
of  you  and  Mr.  Durbin  and  others,  banning  smoking  on  airplanes, 
for  instance,  that  we  need  to  continue  that  effort. 

But  we  might  be  able  to  speed  it  up  if  we  can  think  of  some  way 
to  work  our  way  out  of  the  dilemma  of  seriously  economically 
disadvantaging  tobacco  farmers. 

Mr.  Cardln.  Will  my  colleague  yield  for  1  minute? 

Mr.  Hoagland.  Be  happy  to. 
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Mr.  Cardin.  Thank  you.  I  just  want  to  compliment  my  colleague, 
Mr.  Andrews,  for  testifying  today,  and  I  want  to  associate  myself 
with  Mr.  Andrews'  statements. 

Mr.  Hoagland.  And  let  me  also  associate  myself  with  your  state- 
ments. Maybe  we  could  work  with  our  colleagues  in  developing 
some  of  these  retraining  concepts. 

Mr.  Andrews.  Well,  I  think  that  is  very  important,  with  Mr. 
Payne  and  Mr.  Lancaster  and  Mr.  Bunning,  to  try  to  work  on  a 
provision  of  this  tax,  if  we  are  able  to  raise  it,  to  try  to  help  those 
farmers. 

Mr.  Hoagland.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Thank  you  very  much,  Mr.  Andrews. 

Mr.  Neal,  would  you  take  the  witness  chair  as  well?  I  recognize 
that  Mr.  Lancaster,  Mr.  Payne,  and  Mr.  Neal  are  all  probably  sing- 
ing from  the  same  hymn  book,  but  before  I  recognize  you,  I  would 
like  to  recognize  Congressman  McDermott  for  a  statement. 

Mr.  McDermott.  Mr.  Chairman,  I  just  want  to  make  a  brief 
statement  about  the  use  of  tobacco  to  support  health  care  reform. 
As  a  physician,  I  view  tobacco  taxes  not  as  a  revenue  issue  but  a 
health  issue.  We  simply  can't  ignore  the  human  suffering  that  to- 
bacco use  inflicts  and  must  take  strong  steps  to  discourage  the  to- 
bacco habit.  I  frankly  can't  imagine  a  more  appropriate,  worthwhile 
or  sensible  tax  or  one  that  is  better  suited  to  the  cause. 

It  is  really  undisputed  that  tobacco-related  illnesses  contribute 
enormously  to  health  care  costs  and  it  is  only  fair  that  the  users 
of  tobacco  make  an  additional  contribution  to  the  health  care  sys- 
tem. It  is  the  essence  of  responsibility  the  President  advocates  and 
we  must  all  agree  that  tobacco  taxes  must  be  part  of  health  care 
reform.  The  American  people  are  overwhelmingly  in  support  of  the 
use  of  tobacco  taxes  in  health  care  reform.  The  polls  show  70  per- 
cent of  the  American  people  favor  such  taxes,  and  I  believe  that  it 
is  a  win/win  situation  for  us  to  use  them.  I  would  like  to  ask  unani- 
mous consent  to  revise  and  extend  my  remarks. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Without  objection,  so  ordered. 
Mr.  Payne. 

STATEMENT  OF  HON.  L.F.  PAYNE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  VIRGINIA 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  committee.  I  am  grateful  for  the  opportunity  to  address  the 
committee  on  the  economic  impact  of  the  President's  proposal  for 
financing  his  health  care  reform  package. 

And  let  me  say  at  the  outset,  while  I  am  very  supportive  of  and 
very  much  in  favor  of  health  care  reform,  I  am  very  strongly  op- 
posed to  the  President's  proposal  to  finance  his  health  care  reform 
plan. 

The  President  proposes  to  increase  the  Federal  excise  tax  on 
cigarettes  by  312  percent,  on  pipe  tobacco  by  1,800  percent,  smoke- 
less tobacco,  3,400  percent,  and  on  chewing  tobacco,  by  something 
more  than  10,000  percent.  Other  than  a  proposed  assessment  of  1 
percent  of  payroll  on  large  corporations  opting  out  of  the  new 
health  alliances,  the  President  proposes  no  other  Federal  tax  in- 
creases to  pay  for  his  plan. 
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Now  this  committee  faces  the  challenge  of  finding  the  means  to 
pay  for  what  the  American  people  want,  which  is  universal  access 
to  affordable  health  care.  The  first  step  in  performing  our  task  is 
to  decide  whether  the  President's  financing  proposals  are  fair  and 
economically  reasonable. 

I  believe  the  proposals  are  not  fair,  and  they  are  not  economically 
reasonable  on  three  levels:  first,  the  individual  tobacco  farmer;  sec- 
ond, the  tobacco  growing  regions  of  the  rural  south;  and,  third,  on 
our  national  economy. 

Today  there  are  55,000  flue  cured  tobacco  farms  in  America. 
Nearly  4,500  of  those  or  about  8  percent  are  in  my  congressional 
district.  Today  and  tomorrow  you  will  hear  testimony  from  some  of 
these  tobacco  farmers,  and  I  will  urge  you  to  listen  carefully  to  the 
testimony  of  Wayne  Ashworth  and  Donny  Anderson  and  Mattie 
Mack.  And  if  you  listen  carefully,  you  will  learn  that  tobacco  is  the 
last  bastion  of  the  American  family  farm  which  is  due  to  historical 
and  production  factors. 

The  average  tobacco  farmer  grows  only  about  five  acres  of  to- 
bacco. But  tobacco  is  a  very  labor-intensive  crop.  Each  acre  re- 
quires about  200  hours  of  labor  and  can  yield  a  reasonable  profit. 
This  makes  the  small  farm  operated  by  a  single  family  the  ideal 
production  unit. 

And  like  other  American  families,  tobacco  farmers  are  paying  off 
mortgages,  and  they  are  paying  off  loans  to  purchase  their  equip- 
ment, and  they  are  saving  money  to  send  their  kids  to  college. 

A  1992  Price  Waterhouse  study  found  that  Virginia  has  over 
11,000  tobacco  growing  jobs.  And  based  on  this  study,  the  Tobacco 
Institute  estimates  and  Price  Waterhouse  has  found  that  its  meth- 
odology is  reasonable,  that  the  administration's  proposed  tax  in- 
crease would  cost  about  1,400  of  these  jobs.  Many  of  the  4,500 
farmers  in  my  district  may  well  be  on  this  casualty  list. 

And  the  loss  of  these  farmers  leads  to  the  next  level  of  concern 
about  the  fairness  and  economic  reasonableness  of  the  President's 
proposal.  And  that  is  the  impact  at  the  regional  level.  When  the 
farmers  fail,  the  communities  of  which  they  are  a  part  will  be  se- 
verely stressed.  Where  will  the  equipment  dealers  and  the  servicers 
and  the  farm  suppliers  and  the  bankers  and  the  warehousers  and 
the  graders  and  the  processing  workers  earn  the  income  to  meet 
their  financial  obligations  and  to  support  their  needs  and  support 
their  families? 

The  tobacco  growing  regions  of  the  rural  south  have  depended  on 
tobacco  for  centuries — for  centuries — as  the  foundation  of  economic 
and  social  life.  To  date,  no  viable  alternatives  are  even  on  the  hori- 
zon. I  repeat,  no  viable  alternatives  are  even  on  the  horizon,  and 
these  tax  increases  would  have  a  very  immediate  impact. 

This  study  found  that  Virginia  has  over  29,500  tobacco  core  sec- 
tor jobs  and  about  15,000  supplier  jobs.  And  I  ask  you  to  listen 
carefully  to  the  testimony  later  today  of  Seward  Anderson,  who  is 
the  mayor  of  Danville,  Va.,  on  the  effects  this  tax  will  have  on  his 
city  of  Danville.  The  effects  from  a  reduction  in  the  city's  bond  rat- 
ing to  a  struggle  to  provide  basic  social  services  to  the  newly  unem- 
ployed, to  a  sharply  reduced  revenue  base  in  property  taxes  and 
meal  taxes  and  sales  taxes. 
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And,  finally,  in  judging  the  fairness  and  economic  reasonableness 
of  the  President's  plan,  I  hope  we  all  develop  an  appreciation  for 
the  fact  that  ultimately  it  is  not  possible  to  heap  the  revenue  rais- 
ing for  this  plan  on  the  rural  south  alone.  In  fact,  this  same  study 
shows  that  although  rural  southern  States  bear  the  largest  propor- 
tional burden  of  a  tobacco  tax  increase,  the  gross  burden  falls  heav- 
ily on  States  like  New  York,  California  and  Illinois. 

After  North  Carolina  and  Kentucky  and  Virginia,  which  are  the 
largest  tobacco-producing  States,  New  York  will  lose  the  greatest 
number  of  tobacco  core  sector  and  supplier  jobs.  And  New  York 
ranks  first  in  the  projected  number  of  expenditure-induced  job 
losses. 

We  must  also  ask  whether  our  States  can  afford  to  lose  the  State 
tobacco  tax  revenues  they  will  lose  if  the  administration's  proposal 
becomes  law.  Looking  at  the  States  I  have  already  mentioned,  a  12 
percent  reduction  in  tobacco  consumption  as  a  result  of  a  tax  in- 
crease would  lose  tobacco  tax  revenues  in  Virginia  of  about  $5.6 
million;  in  New  York,  about  $88.8  million;  in  California,  $84.6  mil- 
lion; and  in  Illinois,  $51.6  million. 

And  I  will  submit  all  the  figures  I  mentioned  today  along  with 
their  sources  for  the  record  so  that  members  and  the  public  can  ex- 
amine these. 

Let  me  conclude  by  saying  that  I  think  the  administration  plan 
for  health — for  financing  health  care  reform  fails  to  meet  the  test 
of  fairness  and  economic  reasonableness.  I  will  oppose  the  adminis- 
tration's proposed  health  care  tax  plan,  while  working  with  the 
committee  to  develop  a  plan  which  is  fair  and  economically  reason- 
able to  the  individual  family  farmers,  to  the  tobacco  growing  re- 
gions of  the  rural  south,  and  to  the  Nation  as  a  whole. 

Thank  you  very  much,  Mr.  Chairman,  for  giving  me  an  oppor- 
tunity to  testify. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  CONGRESSMAN  L.F.  PAYNE 
ON  THE  ADMINISTRATION'S  FINANCING  PROVISIONS 
FOR  HEALTH  REFORM 
BEFORE  THE  WAYS  AND  MEANS  COMMITTEE 
NOVEMBER  18,  1993 


MR.   CHAIRMAN,    I  AM  GRATEFUL  FOR  THE  OPPORTUNITY  TO  ADDRESS  THE 
COMMITTEE  ON  THE  PRESIDENT'S  PROPOSALS  FOR  FINANCING  HIS  HEALTH  CARE 
REFORM  PACKAGE. 

THE  PRESIDENT  PROPOSES  TO  INCREASE  THE  FEDERAL  EXCISE  TAX  ON 
CIGARETTES  BY  312%,   ON  CHEWING  TOBACCO  BY  OVER  10,000  %,   ON  SMOKELESS 
TOBACCO  BY  3,400%  AND  ON  PIPE  TOBACCO  BY  1,800%. 

OTHER  THAN  A  PROPOSED  ASSESSMENT  OF  1%  OF  PAYROLL  ON  LARGE 
CORPORATIONS  OPTING  OUT  OF  THE  NEW  HEALTH  ALLIANCES,   THE  PRESIDENT 
PROPOSES  NO  OTHER  FEDERAL  TAX  INCREASES  TO  PAY  FOR  HIS  PLAN. 

THIS  COMMITTEE  FACES  THE  CHALLENGE  OF  FINDING  THE  MEANS  TO  PAY 
FOR  WHAT  THE  AMERICAN  PEOPLE  WANT:     UNIVERSAL  ACCESS  TO  AFFORDABLE 
HEALTH  CARE. 

THE  FIRST  STEP  IN  PERFORMING  OUR  TASK  IS  DECIDING  WHETHER  THE 
PRESIDENT'S  FINANCING  PROPOSALS  ARE  FAIR  AND  ECONOMICALLY  REASONABLE. 

I  BELIEVE  THE  PROPOSALS  ARE  NOT  FAIR  AND  NOT  ECONOMICALLY 
REASONABLE  ON  THREE  LEVELS:     THE  INDIVIDUAL  TOBACCO  FARMER,  THE 
TOBACCO  GROWING-REGIONS  OF  THE  RURAL  SOUTH,   AND  THE  NATIONAL  ECONOMY. 

TODAY  THERE  ARE  55,000  FLUE  CURED  TOBACCO  FARMS  IN  AMERICA. 
NEARLY  4,500,   OR  8%,   OF  THEM  ARE  IN  MY  DISTRICT. 

TODAY  AND  TOMORROW  YOU  WILL  HEAR  TESTIMONY  FROM  SOME  OF  THESE 
TOBACCO  FARMERS.      I  URGE  YOU  TO  LISTEN  CAREFULLY  TO  THE  TESTIMONY  OF 
WAYNE  ASHWORTH,    DONNIE  ANDERSON,   AND  MATT IE  MACK. 

IF  YOU  LISTEN  CAREFULLY,    YOU  WILL  LEARN  THAT  TOBACCO  IS  THE  LAST 
BASTION  OF  THE  AMERICAN  FAMILY  FARM.     THIS  IS  DUE  TO  HISTORICAL  AND 
PRODUCTION  FACTORS. 

THE  AVERAGE  TOBACCO  FARMER  GROWS  ONLY  ABOUT  FIVE  ACRES  OF 
TOBACCO.      BUT,   TOBACCO  IS  A  VERY  LABOR-INTENSIVE  CROP.      EACH  ACRE 
REQUIRES  ABOUT  200  HOURS  OF  LABOR  AND  CAN  YIELD  A  REASONABLE  PROFIT. 
THIS  MAKES  THE  SMALL  FARM  OPERATED  BY  A  SINGLE  FAMILY  THE  IDEAL 
PRODUCTION  UNIT. 

LIKE  OTHER  AMERICAN  FAMILIES,   TOBACCO  FARMERS  ARE  PAYING 
MORTGAGES,   PAYING  OFF  LOANS  USED  TO  PURCHASE  THE  EQUIPMENT  THAT  WORKS 
THE  LAND,   AND  TRYING  TO  SAVE  ENOUGH  SO  THAT  THEIR  CHILDREN  CAN  GO  TO 
COLLEGE. 

A  1992  PRICE  WATERHOUSE  STUDY  FOUND  THAT  VIRGINIA  HAS  OVER 
11,000  TOBACCO  GROWING  JOBS.     BASED  ON  THIS  STUDY,   THE  TOBACCO 
INSTITUTE  ESTIMATES,   AND  PRICE  WATERHOUSE  HAS  FOUND  ITS  METHODOLOGY 
REASONABLE,   THAT  THE  ADMINISTRATION'S  PROPOSED  TAX  INCREASE  WOULD 
COST  ABOUT  1,400  OF  THESE  JOBS.     MANY  OF  THE  4,500  FARMERS  IN  MY 
DISTRICT  MAY  BE  ON  THE  CASUALTY  LIST. 

THE  LOSS  OF  THESE  FARMERS  LEADS  TO  THE  NEXT  LEVEL  OF  CONCERN 
ABOUT  THE  FAIRNESS  AND  ECONOMIC  REASONABLENESS  OF  THE  PRESIDENT'S 
PROPOSALS  -  THE  REGIONAL  LEVEL. 

WHEN  THE  FARMERS  FAIL,   THE  COMMUNITIES  OF  WHICH  THEY  ARE  A  PART 
WILL  BE  SEVERELY  STRESSED.     WHERE  WILL  THE  EQUIPMENT  DEALERS  AND 
SERVICERS,   THE  FARM  SUPPLIERS,   THE  BANKERS,   THE  WAREHOUSERS,  THE 
GRADERS,  AND  THE  PROCESSING  WORKERS  EARN  THE  INCOME  TO  MEET  THEIR 
FINANCIAL  OBLIGATIONS  AND  SUPPORT  THEIR  FAMILIES? 

THE  TOBACCO  GROWING  REGIONS  OF  THE  THE  RURAL  SOUTH  HAVE  DEPENDED 
ON  TOBACCO  FOR  CENTURIES  AS  THE  FOUNDATION  OF  ECONOMIC  AND  SOCIAL 


164 


LIFE.      TO  DATE,   NO  VIABLE  ALTERNATIVES  ARE  EVEN  ON  THE  HORIZON,  AND 
THESE  TAX  INCREASES  WOULD  HAVE  AN  IMMEDIATE  EFFECT. 

THE  PRICE  WATERHOUSE  STUDY  FOUND  THAT  VIRGINIA  HAS  OVER  29,500 
TOBACCO  "CORE  SECTOR"  JOBS  AND  ABOUT  15,000   "SUPPLIER"  JOBS.  "CORE 
SECTOR"  JOBS  ARE  JOBS  IN  THE  ACTUAL  PRODUCTION,   MANUFACTURE  AND 
DISTRIBUTION  OF  TOBACCO  PRODUCTS.      "SUPPLIER"  JOBS  ARE  THOSE  MAKING 
THE  GOODS  AND  SERVICES  USED  IN  MAKING  TOBACCO  PRODUCTS. 

I  ASK  YOU  TO  LISTEN  CAREFULLY  TO  THE  TESTIMONY  LATER"  TODAY  OF 
SEWARD  ANDERSON,   THE  MAYOR  OF  DANVILLE  VIRGINIA,   ON  THE  EFFECTS  THIS 
TAX  WILL  HAVE  IN  DANVILLE.     THE  EFFECTS  RANGE  FROM  A  REDUCTION  IN  THE 
CITY'S  BOND  RATING;   TO  A  STRUGGLE  TO  PROVIDE  BASIC  SOCIAL  SERVICES 
FOR  THE  NEWLY  UNEMPLOYED;   TO  A  SHARPLY  REDUCED  REVENUE  BASE  IN 
PROPERTY  TAXES,   MEAL  TAXES  AND  SALES  TAXES. 

FINALLY,   IN  JUDGING  THE  FAIRNESS  AND  ECONOMIC  REASONABLENESS  OF 
THE  PRESIDENT'S  PLAN,    I  HOPE  WE  ALL  DEVELOP  AN  APPRECIATION  FOR  THE 
FACT  THAT  ULTIMATELY  IT  IS  NOT  POSSIBLE  TO  HEAP  THE  REVENUE  RAISING 
FOR  THIS  PLAN  ON  THE  RURAL  SOUTH  ALONE. 

IN  FACT,   THE  PRICE  WATERHOUSE  STUDY  SHOWS  THAT  ALTHOUGH  RURAL 
SOUTHERN  STATES  BEAR  THE  LARGEST  PROPORTIONAL  BURDEN  OF  A  TOBACCO  TAX 
INCREASE,   THE  GROSS  BURDEN  FALLS  HEAVILY  ON  STATES  LIKE  NEW  YORK, 
CALIFORNIA  AND  ILLINOIS. 

AFTER  NORTH  CAROLINA,   KENTUCKY  AND  VIRGINIA,   WHICH  ARE  THE 
LARGEST  TOBACCO-PRODUCING  STATES,   NEW  YORK  WILL  LOSE  THE  GREATEST 
NUMBER  OF  TOBACCO  CORE  SECTOR  AND  SUPPLIER  JOBS.     AND,   NEW  YORK  RANKS 
FIRST  IN  THE  PROJECTED  NUMBER  OF  EXPENDITURE-INDUCED  JOB  LOSSES. 

EXPENDITURE- INDUCED  ECONOMIC  EFFECTS  ARE  THOSE  PRODUCED  BY 
SPENDING  IN  THE  ECONOMY  OF  PEOPLE  EMPLOYED  IN  THE  CORE  AND  SUPPLIER 
SECTORS.     NATURALLY,   WHEN  PEOPLE  IN  THE  CORE  AND  SUPPLIER  SECTORS  OF 
AN  INDUSTRY  LOSE  THEIR  JOBS  OR  EXPERIENCE  REDUCED  INCOME,   THERE  IS  A 
RIPPLE  EFFECT  THROUGHOUT  THE  ECONOMY. 

WE  ALSO  MUST  ASK  WHETHER  OUR  STATES  CAN  AFFORD  TO  LOSE  THE  STATE 
TOBACCO  TAX  REVENUES  THEY  WILL  LOSE  IF  THE  ADMINISTRATION  PROPOSAL 
BECOMES  LAW.  LOOKING  AT  THE  STATES  I  HAVE  ALREADY  MENTIONED,  ONLY  A 
12%  REDUCTION  IN  TOBACCO  CONSUMPTION  AS  A  RESULT  OF  THE  TAX  INCREASE 
WOULD  PRODUCE  LOST  TOBACCO  TAX  REVENUES  IN  VIRGINIA  OF  $5.6  MILLION, 
IN  NEW  YORK  OF  $88.8  MILLION,  IN  CALIFORNIA  OF  $84.6  MILLION,  AND  IN 
ILLINOIS  OF  $51.6  MILLION. 

I  WILL  SUBMIT  ALL  THE  FIGURES  I  HAVE  MENTIONED  TODAY,   ALONG  WITH 
THEIR  SOURCES,   FOR  THE  RECORD  SO  THAT  MEMBERS  AND  THE  PUBLIC  CAN 
EXAMINE  THEM. 

I  WILL  CONCLUDE  BY  SAYING  THAT  I  THINK  THE  ADMINISTRATION  PLAN 
FOR  FINANCING  HEALTH  CARE  REFORM  FAILS  TO  MEET  THE  TEST  OF  FAIRNESS 
AND  ECONOMIC  REASONABLENESS.      I  WILL  OPPOSE  THE  ADMINISTRATION'S 
PROPOSED  HEALTH  CARE  TAX  PLAN,   WHILE  WORKING  WITH  THE  COMMITTEE  TO 
DEVELOP  A  PLAN  THAT  IS  FAIR  AND  ECONOMICALLY  REASONABLE  TO  THE 
INDIVIDUAL  FAMILY  FARMER,   TO  THE  TOBACCO  GROWING  REGIONS  OF  THE  RURAL 
SOUTH,   AND  TO  THE  NATION  AS  A  WHOLE. 
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Chairman  Rostenkowski.  The  committee  will  stand  in  recess. 
[Recess.] 

Mr.  Rangel  [presiding].  The  committee  will  resume  its  hearing. 

It  is  my  pleasure  to  welcome  the  chairperson  of  the  freshman 
class,  Hon.  Eva  Clayton  from  North  Carolina.  Without  objection, 
your  entire  statement  will  be  entered  into  the  record.  You  may  pro- 
ceed. 

STATEMENT  OF  HON.  EVA  M.  CLAYTON,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman,  for  allowing  me  to  ap- 
pear before  this  committee  and  to  enter  my  statement  into  the 
record. 

I  want  to  say  first  that  I  am  very  pleased  with  the  administra- 
tion's commitment  to  make  quality  health  care  available  for  all 
Americans.  This  commitment  poses  both  a  challenge  and  an  oppor- 
tunity. And  the  challenge  is  great. 

In  order  to  succeed  in  providing  quality  health  care  for  Ameri- 
cans, we  need  first  to  establish  a  sound  and  responsible  means  of 
financing  health  care  reform.  I  implore  the  Ways  and  Means  Com- 
mittee to  look  critically  upon  the  administration's  proposal,  which 
depends  upon  a  large  increase  in  the  tobacco  tax  to  fund  a  signifi- 
cant portion  of  health  care  reform. 

Relying  largely  on  tobacco  tax,  in  my  judgment,  is  not  only  un- 
fair, but  is  also  unwise.  The  administration  talks  about  sin  taxes, 
but  so  far  they  have  only  isolated  one  sin — tobacco.  They  have  not 
spread  the  burden  around  to  alcohol,  firearms,  pollution,  and  all 
the  many  other  factors  in  our  society  that  have  major  implications 
on  health. 

Mr.  Chairman,  let  me  say  also  parenthetically,  I  am  not  nec- 
essarily ignoring  the  fact  that  tobacco  does  have  an  impact  on 
health  but  I  am  saying  that  if  indeed  you  are  going  to  have  a  sin 
tax,  all  of  those  I  listed  above  indeed  should  be  included. 

I  would  like  to  appeal  to  this  committee's  sensibility  in  viewing 
this  industry  as  a  way  of  life  for  thousands  of  working  men  and 
women  across  the  southeast  region.  The  tobacco  farmers  in  my  dis- 
trict are  the  backbones  of  our  rural  communities.  Increasing  the  to- 
bacco tax  will  displace  thousands  of  small  farm  families  and  farm 
workers. 

The  Federal  Government  needs  to  take  some  responsibility  for 
this  action  if  they  are  indeed  going  to  replace  them.  If  the  purpose 
of  the  increased  tax  is  to  halt  the  production  of  tobacco  products, 
then  the  Federal  Government  at  least  needs  to  stand  ready  to  as- 
sist these  tobacco  farmers  to  provide  in  that  transition. 

In  the  First  Congressional  District,  our  farmers  grow  more  flue- 
cured  tobacco  than  any  other  congressional  district  in  the  entire 
Nation.  So  you  can  see  why  I  need  to  speak  to  this.  For  our  State, 
tobacco  growing  accounts  for  $1.1  billion  at  the  farm  level.  This 
comprises  between  20  and  23  percent  of  our  total  farm  income  in 
North  Carolina.  Despite  the  troubling  experience  by  small  farmers 
all  over  this  country,  tobacco  farmers  continue  to  support  them- 
selves with  relatively  small  allotments. 

Put  simply,  Mr.  Chairman,  there  is  absolutely  no  replacement  in 
cash  value  for  a  tobacco  crop.  With  the  hope  of  partially  financing 
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the  costs  of  long-term  health  care  reform  for  the  United  States,  I 
submit  to  this  Congress  that  tobacco  is  not  a  reliable  source  for  two 
primary  reasons.  Tobacco,  like  any  other  product,  can  indeed  be 
taxed  beyond  diminishing  returns.  Second,  tobacco  consumption 
continues  to  decline  in  the  United  States. 

It  is  one  thing  to  desire  a  healthy  America;  it  is  another  to  de- 
pend on  a  declining  industry  to  finance  a  new  health  care  system. 
Using  the  numbers  from  the  administration  proposal,  the  tobacco 
tax  is  expected  to  bring  $12.3  billion  in  1995,  and  only  $10.1  billion 
in  the  year  2000.  These  numbers  illustrate  that  this  particular  in- 
dustry is  unable  to  provide  the  needed  resources  over  a  continuous 
period  of  time. 

Mr.  Chairman,  in  light  of  the  difficult  tax  battles  that  have  been 
fought  recently,  I  urge  the  committee  not  to  make  a  mistake  in  de- 
pending on  an  industry  like  tobacco  to  finance  health  care  which 
is  so  very  important.  If  you  levy  the  proposed  tax  on  tobacco  today, 
you  will  certainly  have  to  revisit  this  same  question  very  shortly 
if  you  need  to  have  that  resource. 

While  I  have  the  committee's  attention,  I  would  also  like  to  bring 
up  one  other  factor  about  financing  as  well.  I  am  concerned  about 
the  proposed  cuts  in  Medicare  and  Medicaid.  I  am  concerned  that 
in  limiting  the  funds  of  these  programs,  the  senior  citizen  and  the 
poor  families  that  rely  upon  them  for  medical  assistance  will  be  un- 
able to  receive  health  care  in  the  future. 

I  want  the  committee  to  remember  the  hard  fight  this  summer 
in  trying  to  come  up  with  the  cuts  in  the  budget  reconciliation  ne- 
gotiation. The  cuts  that  the  administration  is  now  proposing  are 
much  deeper  than  we  had  before  this,  and  may  prove  to  be  impos- 
sible to  meet.  The  costs  of  providing  health  care  for  senior  citizens 
has  driven  costs  of  the  Medicare  through  the  roof. 

The  costs  of  providing  health  care  for  our  seniors  is  much  higher 
than  the  costs  of  health  care  for  our  children.  We  do  not  have  the 
experience  that  will  assure  us  that  we  can  make  the  cuts  in  Medi- 
care that  the  administration  is  assuming. 

I  support  the  additional  benefits  that  the  administration  is  in- 
deed proposing.  However,  we  need  to  be  cautious  in  assuming  that 
our  savings  from  Medicare  and  Medicaid  can  actually  be  achieved. 
If  we  are  not  able  to  obtain  these  savings,  we  will  place  in  jeopardy 
delivery  of  health  care  to  our  seniors  and  poor  families. 

I  do  not  propose  that  if  the  committee  elects  to  use  sin  taxes  that 
tobacco  should  be  exempt.  I  ask  for  fairness.  And  if  you  propose  to 
use  tobacco,  I  would  like  to  argue  the  fact  that  you  ought  to  con- 
sider other  forms  of  "sins"  in  addition  to  tobacco. 

I  urge  this  committee  to  be  fair  and  appropriate  in  their  tax  pol- 
icy. It  is  crucial  that  what  we  are  offering  to  the  American  people, 
universal  access  to  quality  care,  we  can  deliver.  Therefore,  we  need 
to  respond — we  need  to  propose  a  sound  and  responsible  way  to  fi- 
nance this  reform  of  our  health  care  system. 

There  will  be  some  tough  decisions,  but  providing  a  progressive 
means  of  financing  health  care  will  ensure  that  we  have  a  secure 
health  care  delivery  system  for  the  generations  to  come. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  CONGRESSWOMAN  EVA  CLAYTON 

BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 
November  18,  1993 

I  want  to  thank  the  distinguished  Chairman  of  this  Committee  for  allowing 
me  this  opportunity  to  address  the  Members  of  Ways  and  Means 
Committee  about  the  subject  of  financing  health  care  reform. 

I  am  very  pleased  with  the  Administration's  commitment  to  insuring  access 
to  quality  health  care  to  all  Americans.  This  commitment  poses  great 
challenges  and  opportunities  to  us  in  Congress  -  What  is  the  most  effective 
way  to  deliver  quality  health  care  to  everyone  and  How  do  we  pay  for  this 
care? 

The  challenges  are  great  and  in  order  to  succeed  in  providing  quality 
health  care  to  everyone,  we  need  to  establish  a  sound  and  responsible 
means  of  financing  health  care  reform.  Given  this  need,  I  implore  the 
Ways  and  Means  Committee  to  look  critically  upon  the  Administration's 
proposal  which  depends  upon  a  large  increase  in  the  tobacco  tax  to  fund  a 
significant  portion  of  health  care  reform.  Relying  largely  on  tobacco  tax  is 
not  only  unfair,  but  irresponsible  and  unwise. 

The  Administration  talks  about  "sin  taxes",  but  so  far  they  have  only 
isolated  our  tobacco  farmers  -  they  have  not  spread  the  burden  around  to 
alcohol,  firearms,  pollution  -  all  the  many  other  factors  in  our  society  that 
have  major  implications  on  our  health. 

The  tobacco  tax  is  irresponsible  and  unwise  because  -  using  the  charts 
prepared  by  the  Administration  -  the  tax  does  what  it  is  intended  to  do  -  it 
reduces  the  consumption  of  tobacco  products.  Thus,  the  revenues 
generated  by  the  tobacco  tax,  decline  every  year  from  1995  to  2000. 

Mr.  Chairman,  I  also  would  like  to  appeal  to  the  Committee's  sensibility 
in  viewing  this  industry  as  a  way  of  life  for  thousands  of  working  men  and 
women  across  the  Southeast  region.  The  tobacco  farmers  in  my  district 
are  the  backbone  of  our  rural  communities.  Increasing  the  tobacco  tax 
will  displace  thousands  of  small  farmers  and  workers.  The  Federal 
government  needs  to  take  some  responsibility  for  this  action.  If  the 
purpose  of  this  increased  tax  is  to  halt  production  of  tobacco  products,  the 
Federal  government  needs  to  stand  by  these  tobacco  farmers  and  provide 
assistance  to  them  in  their  transition. 

It  is  estimated  by  Price-Waterhouse  that  the  tobacco  industry  represents  a 
total  economic  value  of  over  $7.4  Billion  to  the  state  of  North  Carolina. 
This  includes  all  of  the  various  facets  of  the  industry  including  growing, 
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manufacturing,  and  distribution.  Over  260,000  jobs  in  our  state  are  tied 
into  this  industry,  representing  7.5%  of  the  state's  total  workforce. 

In  my  First  Congressional  District,  our  farmers  grow  more  flue-cured 
tobacco  than  any  other  congressional  district  in  the  entire  nation.  For  our 
state,  tobacco  growing  accounts  for  $1.1  BILLION  at  the  farm  level.  This 
compromises  between  20-23%  of  our  total  farm  income  in  North  Carolina. 
Despite  the  troubles  experienced  by  small  farmers  all  over  this  country, 
tobacco  farmers  continue  to  support  themselves  with  relatively  small 
allotments.  Put  simply,  there  is  absolutely  no  replacement  in  cash  value 
for  tobacco. 

With  the  economic  reality  of  states  like  North  Carolina  in  mind,  let  me 
give  you  some  real  statistics  to  consider  concerning  the  evolution  of  the 
excise  tax  on  tobacco  products.  Since  1982,  the  federal  excise  tax  on 
cigarettes  has  increased  from  8  cents  to  24  cents  per  pack,  representing  a 
200%  increase.  Since  1982,  the  Consumer  Price  Index  has  increased  by 
47%. 

With  the  hope  of  partially  financing  the  cost  of  long-term  health  care 
reform  for  the  United  States,  I  submit  to  this  Committee  that  tobacco  is 
NOT  a  reliable  source  for  two  primary  reasons:  1)  Tobacco,  like  any 
other  product,  can  be  taxed  beyond  "diminishing  returns."  2)  Tobacco 
consumption  continues  to  decline  in  the  United  States.  It  is  one  thing  to 
desire  a  healthy  America  and  another  to  depend  on  a  declining  industry  to 
finance  a  new  health  care  system.  Using  the  numbers  from  the 
Administration's  proposal  -  the  tobacco  tax  is  expected  to  bring  in  $12.3 
billion  in  1995  and  only  to  $10.1  billion  in  2000.  These  numbers  illustrate 
that  this  particular  industry  is  unable  to  provide  the  needed  resources  over 
the  years  for  health  care  reform. 

In  light  of  the  difficult  tax  battles  that  have  been  fought  in  the  recent  past, 
I  urge  the  Committee  to  not  make  a  mistake  in  depending  on  an  industry 
like  tobacco  to  help  finance  health  care  reform.  If  you  levy  the  proposed 
tax  on  tobacco  today,  you  will  certainly  revisit  this  same  question  of 
generating  additional  revenues  in  the  near  future.  And  in  the  meantime, 
an  industry  which  makes  up  the  foundation  of  my  state's  economy  will 
have  received  a  dreadful  blow.  Hundreds  of  small  farmers  will  face 
disaster. 

While  I  have  the  Committee's  attention,  I  would  also  like  to  mention 
briefly  my  concern  for  the  large  cuts  the  Administration  is  proposing  in 
the  Medicare  and  Medicaid  programs.  I  am  concerned  that  in  limiting  the 
funds  to  these  programs,  the  senior  citizens  and  poor  families  that  rely 
upon  them  for  medical  assistance  will  be  unable  to  receive  health  care  in 
the  future. 


169 


I  want  the  Committee  to  remember  the  hard  time  we  had  this  summer 
trying  to  come  up  with  cuts  in  these  programs  during  our  Budget 
Reconciliation  negotiations.  The  cuts  that  the  Administration  proposes  are 
much  deeper  than  what  we  tried  to  do  earlier  —  and  may  be  impossible  to 
meet. 

The  cost  of  providing  senior  citizens  quality  health  care  has  driven  the 
costs  of  Medicare  through  the  roof.  The  cost  of  providing  health  care  for 
our  seniors  is  much  higher  than  the  cost  of  health  care  for  our  children. 
We  do  not  have  the  experience  which  will  assure  us  that  we  can  make  the 
cuts  to  Medicare  that  the  Administration  is  assuming.  I  support  the 
additional  benefits  for  the  Medicare  population,  however,  we  need  to  be 
very  cautious  in  assuming  that  our  savings  for  Medicare  and  Medicaid  can 
actually  be  achieved.  If  we  are  not  able  to  attain  these  savings,  we  will 
place  in  jeopardy  the  delivery  of  health  care  to  our  seniors  and  poor 
families. 

I  respect  the  responsibility  that  lies  before  this  Committee.  Health  Care 
Reform  is  a  necessity  -  but  we  need  to  insure  that  we  have  a  very  sound 
and  wise  plan  to  pay  for  health  care  reform.  We  cannot  let  health  care 
reform  fail  because  we  failed  to  finance  it  properly. 

Increasing  the  tax  on  tobacco  products  and  making  drastic  cuts  in 
programs  that  provide  medical  assistance  to  low  income  families  is  not  a 
sound  base  for  financing  health  care  reform.  I  submit  instead  that  the 
Committee  consider  more  progressive  means  of  financing  health  care 
reform.  For  example,  instituting  a  3  percent  value-added  tax  on  non- 
essential consumer  items  could  raise  $130  billion  over  5  years.  Or  if  the 
Committee  were  to  look  further  at  sin  taxes  -  you  will  find  that  imposing  a 
tax  on  various  air  pollutants  could  raise  over  $300  billion  over  five  years, 
and  a  $16.00  per  proof  gallon  tax  on  all  alcoholic  beverages  could  raise 
$22.6  billion  over  five  years. 

I  do  not  propose  that  if  the  Committee  elect  to  use  sin  taxes  as  a  way  to 
finance  health  care  that  tobacco  not  be  included.  Rather,  I  argue  that  the 
level  of  the  tax  must  be  deeply  reduced  and  that  other  "sins"  in  our  society 
be  made  to  share  the  burden  with  our  tobacco  farmers.  I  urge  this 
Committee  to  be  fair  and  appropriate  in  their  taxing  policy. 

It  is  crucial  that  what  we  are  offering  to  the  American  people  -  universal 
access  to  quality  care  -  we  deliver.  Therefore,  we  need  to  propose  a  sound 
and  responsible  way  to  finance  this  reform  of  our  health  care  system. 
There  will  be  some  tough  decisions,  but  providing  a  progressive  means  of 
financing  health  care  will  insure  that  we  have  a  secure  health  care  delivery 
system  for  generations  to  come. 
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Mr.  Rangel.  Thank  you,  Mrs.  Clayton. 

I  don't  think  I  have  ever  heard  a  more  responsible  statement 
coming  from  someone  that  comes  from  a  tobacco — a  State  or  region 
where  the  tobacco  industry  is  so  important.  And  you  are  merely 
saying  that  if  tobacco  is  going  to  be  included,  that  it  should  be  fair, 
and  those  people  who  are  singled  out  in  the  tobacco  industry 
should  be  given  some  kind  of  assistance. 

Until  it  became  clear  that  this  was  necessary  for  a  support  of  a 
sound  health  system,  excise  taxes  have  always  bothered  me,  even 
when  they  are  trying  to  teach  the  consumer  a  lesson,  that  it  just 
appeared  to  me  that  only  the  poor  would  be  influenced  by  higher 
prices  and  that  other  people  would  be  free  to  destroy  their  body 
and  their  health  because  they  can  afford  to  do  it. 

Have  you  ever  viewed  the  regressiveness  of  these  type  of  taxes, 
whether  it  is  tobacco  or  any  other  excise  tax? 

Mrs.  Clayton.  Well,  in  just  looking  at  the  Federal  tobacco  excise 
tax,  as  you  probably  know,  tobacco  has  only  recently  experienced 
a  significant  increase  over  200  percent. 

And  you  are  correct  that  it  is  the  average  American  who  has  the 
six  pack  and  who  also  indulges  in  smoking.  So  you  not  only  penal- 
ize the  industry  that  is  growing,  but  you  also  penalize  in  some 
ways  those  persons  who  see  this  as  a  form  of  recreation.  And  again, 
as  I  said,  I  am  not  advocating  that  tobacco  is  free  from  any  health 
effects.  But  I  am  arguing  for  fairness  in  that. 

The  other  point,  Mr.  Chairman,  is  that  if  you  rely  on  tobacco 
taxes  alone  to  finance  the  senior  citizen  part  of  long-term  care,  vou 
will  find  yourself  not  having  a  sufficient  amount  of  money  when 
there  are  other  options  that  you  can  consider.  For  instance,  I  had 
considered  that  even  if  you  had  the  3  cents  value-added  tax — now, 
I  don't  know  if  anybody  is  brave  enough  in  Congress  to  suggest 
that,  but  anyhow,  I  will  put  that  as  an  option  that  could  be  consid- 
ered, that  if  you  did  that. 

Or  if  we  were  brave  enough  to  be  fair  to  tobacco  and  alcohol,  if 
you  just  added  some  tax  on  alcohol  as  well,  you  could  raise  money. 
And  so  I  would  like  to  propose  those  as  options  as  well. 

Mr.  Rangel.  Well,  quite  honestly,  I  don't  think  politically  I  have 
made  a  commitment  to  support  the  tobacco  tax,  but  I  was  going  to 
do  it.  But  when  someone  like  you  that  comes  from  the  region  is 
courageous  enough  to  say  as  long  as  it  is  fair  and  equitable  and 
other  things  are  considered,  and  it  is  just  one  thing  rather  than  an 
item  that  is  just  revenue  raising  and  punishment,  then  I  will  be 
glad  to  work  with  you  and  support  the  position  that  you  have  taken 
on  the  committee. 

You  have  made  quite  an  impression  on  me  with  your  statement. 
Thank  you. 

Mrs.  Clayton.  I  appreciate  it.  Thank  you,  Mr.  Chairman. 

Mr.  Rangel.  Mr.  Chairman,  at  this  time  the  other  two  witnesses 
haven't  testified.  Mrs.  Clayton  and  I  haven't  voted,  so  I'd  like  to  re- 
linquish the  Chair  and  turn  it  back  to  you. 
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Chairman  Rostenkowski  [presiding].  Mr.  Neal. 

STATEMENT  OF  HON.  STEPHEN  L.  NEAL,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mr.  Neal  of  North  Carolina.  Thank  you,  Mr.  Chairman. 

First,  let  me  tell  you  why  I  am  here.  Mr.  Chairman,  members  of 
the  committee,  I  represent  a  congressional  district  which  has  lit- 
erally thousands  and  thousands  of  tobacco  farmers,  two  manufac- 
turing plants.  The  manufacturing  plants  employ  over  12,000  peo- 
ple, thousands  and  thousands  of  farm  families  who  grow  tobacco. 
And  these  families  have  been  growing  tobacco  for  300  years,  longer 
maybe.  The  money  from  tobacco  supports  the  schools,  churches, 
parks,  roads,  everything  that  comprises  these  communities. 

And,  Mr.  Chairman,  almost  all  the  tobacco  that  is  grown  is 
grown  in  North  Carolina,  Virginia,  and  a  few  other  States.  It  is 
simply  not  fair  to  pick  out  one  commodity  which  amounts  to  pick- 
ing out  one  part  of  the  country  and  requiring  it  to  fund  the  entire 
health  care  tab  for  the  uninsured  and  unemployed  people  of  the  en- 
tire country.  It  is  simply  unfair. 

Now  I  know  that  tobacco  is  unpopular.  I  know  it  can  be  politi- 
cally appealing  to  do  something  like  this,  because  the  numbers  are 
on  the  other  side.  75  percent  of  the  people  don't  smoke,  so  maybe 
it  is  popular  to  pick  on  the  rest,  the  minority  that  does.  But,  again, 
it  is  simply  not  fair. 

It  is  not  fair  to  increase  taxes  on  one  commodity  300  percent,  es- 
pecially when  it  is  clear  that  a  lot  of  things  that  people  do  are 
harmful  to  their  health.  So  my  plea  to  you  is  to  be  fair.  You  have 
that  reputation.  I  admire  it.  And  I  hope  that  you  will  continue  it 
in  this  regard. 

If  you  were  to  add  all  of  this  tax  on  this  one  product,  you  would 
do  great  damage  to  my  district  and  to  many  others.  As  Mr.  Payne 
pointed  out,  there  isn't  anything  else  that  people  there  can  do, 
there  is  no  realistic  alternative  to  this  at  this  time. 

A  number  of  our  people,  American  people,  in  fact  people  all  over 
the  world,  choose  to  smoke.  It  is  a  free  country.  They  are  cer- 
tainly— it  was  pointed  out  earlier  to  me,  a  couple  of  years  ago,  that 
more  people  had  been  made  aware  of  the  health  warnings  on  ciga- 
rettes than  knew  that  George  Washington  was  the  first  President 
of  the  United  States.  So  it  is  not  that  people  don't  know — haven't 
gotten  this  message.  But  people  do  lots  of  things  that  you  or  some 
other  Member  of  Congress  may  not  approve  of. 

Most  of  the  people  who  smoke  are  working  people,  average  peo- 
ple. It  is  simply  not  fair  to  add  this  huge  tax  on  them  and  it  is  cer- 
tainly not  fair  to  our  district  to  single  them  out  for  this  unfair 
treatment. 

So  thank  you,  Mr.  Chairman,  for  letting  me  appear  before  you 
today.  And  I  know  you  will  be  fair. 
[The  prepared  statement  follows:] 
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Statement  of  Congressman  Steve  Neal 
Before  the  Committee  on  Ways  and  Means 
On  Health  Care  Feform  Financing 
November  18,  1993 


Mr.   Chairman  and  Members  of  the  Committee,   I  commend  you  for 
holding  these  important  hearings,   and  I  appreciate  the  opportunity  to 
testify  before  you  this  morning. 

Throughout  your  tenure  as  Chairman  of  this  committee,  you  have 
taken  difficult  issues,  applied  common  sense,  honesty,   and  most 
important,   fairness,   to  produce  historic  legislation. 

I  know  you  will  continue  to  apply  those  standards  as  you  deal 
with  the  health  care  legislation. 

Mr.   Chairman,    I  represent  thousands  of  small  farmers  who  grow 
tobacco.     I  also  have  two  tobacco  manufacturing  plants  that  employ 
approximately  12,000  people.     The  families  of  these  people  have  been 
growing  tobacco  and  making  tobacco  products  for  literally  hundreds  of 
years.     The  money  from  tobacco  supports  the  schools,   churches,  parks, 
roads  and  everything  else  that  happens  in  these  communities. 

It  is  simply  unfair  to  single  out  one  product  and  one  part  of 
the  country  to  pay  the  health  care  tab  for  all  the  uninsured  and 
under insured  people  of  this  country. 

The  significant  tax  increases  on  tobacco  products  proposed  by 
the  President  have  caused  me  and  many  of  my  colleagues  to  ask  a  very- 
fundamental  question: 

Is  this  tax  fair?     Can  we  go  home  and  tell  our  constituents  that 
the  standard  applied  to  them  is  the  same  standard  that  is  being 
applied  to  everyone  else. 

Mr.   Chairman,    I  appeal  to  you  and  the  distinguished  members  of 
your  committee. 

As  you  listen  to  all  the  testimony  concerning  the  devastating 
impact  that  a  300  percent  increase  in  the  tax  on  tobacco  will  have  on 
the  people  of  North  Carolina  and  the  Southeast,   I  ask  that  you  and 
the  committee  consider  what  I  believe  to  be  fundamental,  but 
extremely  important  questions. 

Is  this  tax  fair?     Is  it  fair  to  apply  this  tax  only  to  tobacco 
products?     Is  it  fair  to  make  the  economically  poorest  region  of  the 
country  --  the  Southeast  --  foot  the  bill  for  health  care 
improvements  for  the  entire  country. 

Does  this  tax,  as  proposed  by  the  President,  meet  the  standards 
v/hich  have  become  the  trademark  of  this  committee  --  common  sense, 
honesty  and  fairness? 

I  don't  believe  that  it  does.     This  tax  is  punitive  and  unfair. 
The  people  who  grow  and  sell  tobacco  are  hard-working  and  productive. 
It  is  wrong  to  single  them  out  to  carry  the  brunt  of  this  nation's 
health  care  reform  costs. 

Again,   I  appreciate  this  opportunity  to  speak  on  behalf  of  the 
people  of  North  Carolina,   and  I  will  answer  any  questions  you  or  the 
other  members  of  the  committee  might  have. 
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Chairman  Rostenkowski.  Thank  you,  Mr.  Neal.  I,  in  many  re- 
spects, agree  that  it  is  not  the  intention  of  the  Chair  at  least  to  re- 
sort to  putting  people  out  of  business  in  order  to  have  revenues. 

Now,  I  am  inclined  to  raise  revenues  in  this  area,  but  then  again, 
I  think  that  we  have  to  be  reasonable  with  all  the  industries  that 
we  are  going  to  be  dealing.  Thank  you  very  much. 

Any  questions? 

Mr.  Andrews. 

Mr.  Andrews.  Steve,  I  would  like  to  just  ask  you  a  question  or 
two,  and  I  appreciate  very  much  your  comments  and  I  know  L.F. 
Payne  and  Martin  Lancaster  feel  strongly  about  this  because  of 
your  constituents  and  the  concern  that  there  might  be  some  job 
loss. 

And  I  just  want  to  say,  as  a  proponent  of  raising  taxes,  I  sure 
want  to  work  with  you  to  do  some  kind  of  set-aside  to  help  espe- 
cially small  tobacco  farmers  retool  if  they  are  hurt,  if  there  is  dis- 
location in  the  marketplaces  as  a  result  of  raising  taxes. 

But  I  do  want  to  ask  you  a  question.  You  said  that  it  is  not  fair 
to  finance  health  care  by  tobacco  taxes.  The  truth  is,  as  I  under- 
stand the  President's  proposal  and  other  proposals  that  are  on  the 
table,  raising  tobacco  taxes  is  only  a  contribution  to  financing 
health  care  reform. 

It  is  not  the  single  way  that  either  the  President  or  those  of  us 
that  favor  different  proposals  are  suggesting  that  we  pay  for  health 
care.  It  is  a  way  to  offset  some  of  the  costs  to  taxpayers  that  we 
already  spend  every  year  to  help  people  that  get  sick  from  using 
that  product. 

It  is  estimated  that  we  spend  about  $24  billion  a  year  to  take 
care  of  people  that  get  sick  from  smoking.  Does  that  sound  like  an 
accurate  number  to  you,  Steve? 

Mr.  Neal  of  North  Carolina.  Fm  sorry,  I  don't  have  any  idea.  I 
do  know  that  there  are  other  products  which  cause  serious  health 
problems.  I  guess  what  I  am  asking  for,  I  appreciate  your  concern 
for  our  farmers  and  I  mean  that  sincerely,  any  tax  like  this  would 
have  a  very  negative  effect  on  our  local  economy.  There  is  no  ques- 
tion about  that.  I  am  merely  trying  to  answer  your  question. 

Mr.  Andrews.  Sure. 

Mr.  Neal  of  North  Carolina.  There  are  other  products,  a  number 
of  other  products,  when  used  as  most  people  use  them,  alcohol,  for 
example,  just  used  as  many  people  use  it,  will  lead  to  alcoholism, 
sickness,  death  on  the  part  of  lots  of  people.  Just  as  most  people 
eat  steak,  butter,  eggs,  so  on,  will  lead  to  clogged  arteries,  heart 
attacks  and  so  on. 

There  are  a  number  of  things  that  we  Americans  living  in  this 
free  country  do  that  we  know  may  be  dangerous,  may  not  be  good 
for  our  health.  We  drive  race  cars,  we  drive  motorcycles,  we  do  all 
sorts  of  things,  ski — I  love  to  ski  myself — and  people  have  accidents 
skiing  and  so  on.  So  I  am  not  trying  to  say  all  these  things  are  ex- 
actly equal.  I  don't  know.  I  do  know  that  we  live  in  what  is  sup- 
posed to  be  a  free  society. 

I  don't  think  you  were  here  when  I  said  a  little  while  ago  that 
it  was  pointed  out  to  me  a  couple  of  years  ago  that  more  people 
had  read  the  health — were  aware  of  the  health  care  warning  on 
cigarettes  than  knew  that  George  Washington  was  our  first  Presi- 
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dent  of  the  United  States.  I  just  say  that  to  point  out  that  I  believe 
that  most  people  have  been  warned,  there  is  a  warning  on  every 
pack  of  cigarettes,  every  carton,  every  advertisement  and  so  on,  so 
I  believe  that  most  people  have  been  warned  about  this. 

Now,  if  you  say  to  me,  is  it  logical,  being  warned  like  this,  people 
continue  to  smoke,  I  don't  know.  But  people  do  it.  And  it  just  seems 
unfair  to  me  to  say  to  one  product,  one  part  of  the  country,  that 
you  are  going  to  pick  up  the  whole  tab.  If  you  spread  it  around — 
if  we  need  more  revenue  in  this  regard,  I  mean  there  are  questions 
about  that,  but  if  we  do,  why  not  broaden  the  base?  If  the  prin- 
ciple— I  am  sure  this  is  a  principle  approach  to  the  thing.  Why  not 
apply  the  principle  across  the  board? 

Mr.  Andrews.  Well,  again,  as  I  said,  I  don't  think  anybody  is 
suggesting  that  tobacco  taxes  should  bear  the  whole  load  here.  But 
it  is  estimated  that  we  spend  about  $24  billion  a  year  to  take  care 
of  people  that  get  sick  from  using  tobacco  products,  and  I  think 
most  of  us  that  favor  increasing  taxes  just  want  to  try  to  offset 
some  of  those  tax  dollars  that  go  into  helping  people  that  get  sick 
from  smoking. 

About  1,000  people  every  day  are  estimated  to  die  from  using  to- 
bacco products.  Does  that  sound  like  an  accurate  figure  to  you? 

Mr.  Neal  of  North  Carolina.  Mike,  I  have  no  idea.  How  about 
liquor,  do  you  have  any  idea  how  many  people  die  from  using  liq- 


Mr.  Andrews.  No,  and  I  suspect  that  the  Ways  and  Means  Com- 
mittee will  have  hearings  on  alcohol  and  other  products,  but  today 
it  is  tobacco. 

Mr.  Neal  of  North  Carolina.  Yes,  but  you  know  those  things 
aren't  in  the  bill.  That  is  really  a  point  that  I  am  trying  to  make. 
You  say  tobacco  is  not  being  asked  to  pick  up  the  whole  tab.  Well, 
why  aren't  these  other  things  in  the  bill  then?  I  just  don't  see  them 
there.  And  that  is  what  I  am  trying  to  say  doesn't  seem  fair  to  me. 

Chairman  Rostenkowski.  Mr.  Hoagland. 

Mr.  Hoagland.  I  wonder,  Mr.  Neal,  if  we  couldn't  find  some  sort 
of  beginning  to  a  solution  for  this  problem.  I  mean,  the  medical 
facts  are  absolutely  indisputable  with  respect  to  the  negative  ef- 
fects of  tobacco  use  on  the  health  of  America.  Cigarettes  are  much 
more  directly  connected  to  negative  physical  effects  than  many 
other  of  the  kind  of  products  that  you  mention. 

Mr.  Durbin  and  Mr.  Markey  and  others  have  been  working  for 
a  long,  long  time  to  try  and  resolve  this.  I  wonder  if  it  wouldn't 
make  sense  to  develop  an  overall  strategy  that  will  take  care  of  the 
tobacco  farmers,  help  them  shift  to  other  products,  help  them  find 
other  lines  of  work,  in  a  comprehensive  way  so  that  we  are  not,  you 
know,  year  after  year,  decade  after  decade,  having  these  skirmishes 
between  the  tobacco  farmers  and  people  concerned  with  the  health 
system. 

Mr.  Neal  of  North  Carolina.  Do  you  have  a  suggestion?  I  cer- 
tainly appreciate  your  concern  for  my  tobacco  farmers.  What  do  you 
have  in  mind? 

Mr.  Hoagland.  I  guess  what  I  am  suggesting  is  maybe  we  could 
try  to  sit  down  and  develop  some  kind  of  program  that  will  help — 
that  will  leave  us  with  a  long-term  solution  to  the  problem  so  it 
doesn't  continue  to  be  occurring. 
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Mr.  Neal  of  North  Carolina.  May  I  say,  my  friend,  you  know, 
there  is  something  going  on,  it  is  very  interesting,  and  that  is  that 
tobacco  use  is  declining.  There  are  warnings  on  packs  of  cigarettes 
and  advertising  and  so  on  and  there  is — -just  the  use  in  this  country 
is  declining.  So  I  say  there  is  a  program.  Maybe  you  want  to  do 
something  else.  I  am  certainly — you  know,  someone  suggested  a 
while  ago  that  we  just  outlaw  it.  That  is  a  thought. 

Mr.  Hoagland.  Well,  I  know  we  need  to  get  on  to  some  other 
subjects  and  I  don't  want  to  prolong  this.  Mr.  Andrews  presented 
some  charts  earlier  showing  that  we  are  really  losing  the  battle, 
testified  that  the  tobacco  industry  spends  $10  billion  a  year  on  ad- 
vertising, the  greatest  amount  of  any  industry  in  the  country  as  I 
understood  his  testimony,  constantly  trying  to  persuade  youngsters 
to  become  tobacco  users,  and  that  it  continues  to  be  an  enormous 
health  problem. 

My  only  suggestion  is  we  could  all  get  together  and  take  a  com- 
prehensive view  and  try  and  work  out  a  comprehensive  solution  so 
that  the  tobacco  farmers  aren't  constantly  fighting  rear  guard  ac- 
tions and  aren't  constantly  suffering  economic  loss. 

Mr.  Neal  of  North  Carolina.  May  I  make  one  other  comment  on 
that,  Mr.  Chairman?  There,  again,  I  must  say  I  am  no  expert  in 
this  area.  It  is  my  understanding  that  the  advertising  attempts  to 
move  customers  among  brands  and  not — it  is  not  designed  to  get 
people  to  start  smoking.  I  am  not — I  am  a  little  uncomfortable  here 
because  I  am  really  no  expert  in  this  field,  but  that  is  my  general 
understanding. 

Peter,  may  I  say,  you  are  a  very  fine  Member  of  Congress  and 
I  respect  your  opinion  very  much  and  I  just,  as  I  do  that  of  Mr. 
Andrews.  It  just  strikes  me,  though,  that  people  are  going  to  do 
some  things  that  you  and  I  may  not  approve  of  in  a  free  society, 
and  that  it  may  not  be  the  business  of  government  to  solve  all  of 
these  problems. 

I  mean,  if  everyone  has  been  warned  and  they  continue  to  choose 
to  smoke,  I  just  don't  know  exactly  what — how  far  you  want  to  go. 
It  raises  some  very  interesting  fundamental  questions,  it  seems  to 
me. 

Chairman  Rostenkowski.  If  there  are  no  further  questions. 

Mr.  Ford.  Mr.  Chairman,  1  minute,  if  you  don't  mind,  sir. 

Mr.  Neal,  you  responded  earlier  by  saying  that  we  ought  to 
broaden  the  base,  and  you  talked  about  alcohol.  Just  what  are  you 
saying  when  you  talk  about  alcohol,  or  the  sin  taxes?  Should  we 
broaden  the  base,  to  include  distilled  spirits,  wine  and  beer? 

Mr.  Neal  of  North  Carolina.  Well,  if  the  principle  is  to  try  to 
have  those  products  that  add  to  health  care  costs  pick  up  the  tab, 
then  I  think  you  would  want  to  broaden  it  quite  broadly.  I  mean, 
you  would  add — as  I  understand  it,  the  alcohol  content  of  a  can  of 
beer,  a  drink  of  wine  or  a  mixed  drink  is  probably  about  the  same. 
So  to  me,  I  can't  see  any  logical,  principle  reason  for  singling  out 
one  and  treating  it  differently  than  the  others.  So  if  I  were  going 
to  tax  alcohol  in  a  principle  way,  I  think  I  would  try  to  tax  all  of 
it. 

Now,  politically,  that  is  a  different  question,  whether  you  want 
to  do  it  or  not.  But  you  know  when  you  tell  the  politics  of  tobacco, 
most  of  the  people,  it  is  mostly  working  people.  When  we  add  a 
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new  tax  on  them,  we  are  adding  an  aggressive  tax  on  wage-earning 

Eeople.  And  I,  by  the  way,  if  the  principle  is  to  go  after,  you  know, 
roadly  based,  what  those  things  that  add  to  health  care  costs, 
there  are  lots  of  other  things  that  we  could  add  to  the  list. 

Mr.  Ford.  What  is  your  thought  about  including  guns  and  am- 
munition for  some  type  of  a  sin  tax? 

Mr.  Neal  of  North  Carolina.  Well,  it  is  an  interesting  thought. 
I  haven't  frankly  spent  a  lot  of  time  on  it,  but  it  4s  an  interesting 
thought. 

Mr.  Ford.  Well,  you  talked  about  contributing  to  the  health  costs 
in  this  country.  Crime  is  certainly  

Mr.  Neal  of  North  Carolina.  Well,  maybe  there  is  a  good  prin- 
ciple reason  for  doing  that.  I  am  not — I  don't  claim  to  be  the  expert 
on  this.  What  I  am  trying  to  do  is  

Mr.  Ford.  Well,  you  seem  to  be  arguing  on  tobacco,  so  I  want  to 
be  sure  that  if  you  want  to  broaden  the  base,  how  far  do  you  want 
to  go? 

Mr.  Neal  of  North  Carolina.  Well,  I  think  if  the  principle  is  to 
tax  those  things  that  add  to  health  care  costs,  then  maybe  you 
would  want  to  consider  that  loss. 

Mr.  Andrews.  Mr.  Ford,  would  you  yield  for  one  quick  question? 

Mr.  Ford.  Yes,  be  happy  to. 

Mr.  Andrews.  Just  for  clarification,  this  committee  doubled  the 
beer  tax  in  1990.  So  the  beer  taxes  have  gone  up  considerably.  We 
doubled  the  tax  on  beer  in  1990. 

Chairman  Rostenkowski.  But  they  hadn't  been  raised  since 
1951  before  we  did  it  in  1990. 

Thank  you  very  much,  Representative  Neal.  The  Chair  is  going 
to  try  to  adhere  to  the  list  of  Members  according  to  the  way  they 
have  been  posted  on  our  schedule.  Mr.  Markey  and  Mr.  Durbin  will 
be  next  to  testify.  Welcome,  gentlemen,  to  the  committee.  We  are 
looking  forward  to  your  testimony. 

STATEMENT  OF  HON.  EDWARD  J.  MARKEY,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  MASSACHUSETTS 

Mr.  Markey.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  You  may  begin. 

Mr.  Markey.  Thank  you,  Mr.  Chairman,  very  much. 

It  was  a  historic  event  in  July  1987  on  the  floor  of  the  House  of 
Representatives  when  Mr.  Durbin  brought  out,  without  any  notice, 
his  amendment  to  ban  smoking  on  flights  of  2  hours  or  less  in  the 
United  States.  There  was  no  lobbying  on  either  side,  just  an  honest 
debate  out  on  the  floor  without  any  notice:  198  to  193,  the  Durbin 
amendment  passed.  A  shock,  I  am  sure,  to  many  and  the  beginning 
of  a  new  era  in  the  United  States. 

And  since  then,  in  location  after  location,  in  area  after  area,  fol- 
lowing along  the  Durbin  amendment  model,  we  have  begun  to  re- 
evaluate the  relationship  between  smoking  and  the  American  peo- 
ple. 

Today  we  are  confronted  with  the  reality  that  of  the  10  leading 
causes  of  death  in  the  United  States,  50  percent  of  all  deaths  are 
related  to  behavioral  activity  by  Americans.  That  is,  it  is  smoking, 
it  is  drinking,  it  is  other  behaviorally  based  activities.  We  have 
cured  almost  every  disease  that  our  parents  and  our  grandparents 
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used  to  die  from.  People  don't  die  from  tuberculosis,  people  don't 
die  from  the  diseases  of  preceding  generations.  We  kill  ourselves 
today.  We  give  ourselves  the  diseases  which  we  have.  And  those 
health  care  costs  are  built  into  the  medical  care  system  of  our 
country. 

For  Americans  right  now,  believe  it  or  not,  lung  cancer  has  re- 
placed breast  cancer  as  the  number  one  cancer  killer  of  women  in 
the  United  States.  Back  in  1950,  very  few  women,  if  any,  died  from 
lung  cancer.  Today,  after  40  years  of  Virginia  Slim  ads  and  "You've 
come  a  long  way,  Baby,"  yes,  they  have,  but  they  have  come  to  the 
point  now  where  lung  cancer  kills  more  women  than  breast  cancer. 

And  the  totality  of  this  cost  for  our  Nation,  upward  of  $50  billion 
a  year,  is  paid  for  by  all  Americans  in  higher  insurance  costs,  high- 
er hospital  costs,  higher  long-term  care  costs,  and  lost  productivity. 

If  ever  there  is  a  nexus  that  exists  between  an  issue  and  its  con- 
sequences for  society,  it  is  this  issue.  If  we  want  to  modify  in  a  sig- 
nificant way  the  increasing  health  care  costs  in  our  society,  this  is 
the  best  place  to  begin.  And  if  we  do  it,  I  think  that  you  will  hear 
a  resounding  yes  from  the  American  people.  They  know  it  is  wrong, 
they  know  it  drives  up  costs,  and  they  know  that  if  we  act,  we  will 
be  acting  in  a  way  which  is  consistent  with  the  lessons  that  we 
have  all  learned  over  the  last  10  and  15  years. 

There  isn't  a  one  of  us  here  that  doesn't  have  a  family  member, 
an  older  person  in  the  family,  that  has  totally  modified  their  diet. 
They  are  now  watching  their  salts  or  making  sure  they  only  intake 
so  much  fat  per  day.  The  culture  has  changed  dramatically  even 
amongst  the  oldest  in  our  society,  just  over  the  last  10  to  15  years. 
And  the  greatest  lesson  is  that  in  this  particular  area,  every  one 
of  us  feels  lucky. 

I  feel  lucky  that  my  father  who  smoked  two  packs  of  Camels  a 
day  his  whole  life  never  contracted  lung  cancer.  It  was  just  a  roll 
of  the  dice  as  far  as  I  am  concerned,  now  that  we  understand  all 
the  medical  evidence.  And  so  what  I  would  ask  you  to  do  is  to  build 
upon  the  Durbin  amendment  model  of  1987,  and  take  advantage  of 
this  draft  of  public  support  for  the  kinds  of  increases  in  taxes  on 
cigarette  and  tobacco  which  you  are  considering.  I  think  increasing 
excise  taxes  on  tobacco — and  alcohol — could  have  a  dramatic  effect 
on  public  health. 

These  are  where  the  diseases  of  America  come  from  today.  We 
give  them  to  ourselves  and  we  have  a  mechanism  through  this 
committee  to  discourage  the  young  people.  Three  thousand  young 
people  a  day  begin  smoking,  3,000  a  day.  And  you  have  an  oppor- 
tunity through  your  committee  to  create  a  significant  disincentive 
to  those  young  people  in  purchasing  that  first  and  second  and  third 
and  fifth  pack  of  cigarettes. 

And  if  you  act,  I  think  we  will  see  the  long-term  benefits  to  our 
country.  So  I  would  hope  that  you  would  act  favorably  upon  the 
President  and  the  First  Lady's  proposal  in  this  area. 

I  thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 
THE  HONORABLE  EDWARD  J.  MARKEY 


Mr.  Chairman,  thank  you  for  providing  me  the  opportunity  to  come  before  the 
Committee  to  express  my  enthusiastic  support  for  President  Clinton's  proposal  to  increase  the 
excise  tax  on  tobacco  as  part  of  his  comprehensive  health  care  reform  proposal. 

According  to  the  Centers  for  Disease  Control,  four  hundred  and  thirty-five  thousand 
Americans  die  each  year  from  conditions  linked  to  the  fact  that  they  smoke   Forty  thousand 
nonsmokers  die  every  year  from  exposure  to  secondhand  smoke. 

The  American  Cancer  Society  estimates  that  cigarette  smoking  causes  85  percent  of 
the  cases  of  lung  cancer  in  men,  and  75  percent  of  the  cases  in  women.  Lung  cancer  is  the 
number  one  cancer  killer  for  women  in  the  United  States. 

In  addition,  numerous  estimates  have  put  the  cost  of  smoking  to  our  health  care 
system  at  upwards  of  $50  billion  a  year.  Even  here  in  Washington  we  call  that  real  money. 

To  quote  the  AMA,  "Tobacco  is  a  legal  product  that  is  deadly  when  used  as 
directed. "  And  yet  tobacco  is  less  stringently  regulated  than  food,  prescription  drugs, 
cosmetics,  or  alcohol,  even  though  it  kills  more  people  each  year  than  alcohol,  illegal  drugs, 
homicide,  and  suicide  combined. 

I  have  argued  that  we  should  subject  tobacco  to  the  level  of  health  and  safety 
regulation  demanded  by  a  product  as  dangerous  as  this  one.  I  will  continue  to  argue  this. 
Here  in  Congress,  we  should  stop  listening  to  those  of  our  colleagues  who  have  been 
convinced  by  the  false  economics  of  the  tobacco  lobby,  and  we  should  pass  legislation  to 
stringently  regulate  the  production,  labelling,  and  marketing  of  cigarettes  and  other  tobacco 
products.  We  should  charge  the  Food  and  Drug  Administration  —  which  already  regulates 
nicotine  gum  but  does  not  have  oversight  over  cigarettes  —  with  strict  enforcement  of  these 
regulations,  and  we  should  collect  fines  from  those  who  do  not  comply  and  use  the  money  to 
better  educate  Americans  about  the  terrible  dangers  of  smoking.  It  is  my  strong  desire  to 
enact  legislation  of  this  nature  during  the  103rd  Congress. 

At  the  same  time,  I  believe  that  there  are  two  important  reasons  to  include  a 
substantial  tax  on  cigarettes  in  whatever  financing  we  develop  to  support  comprehensive 
health  care  reform: 

•  First,  we  must  do  something  to  keep  the  3,000  young  people  who  begin 
smoking  each  day  from  making  this  tragic  mistake,  and  give  Americans  who 
already  smoke  a  reason  to  quit;  and 

•  Second,  we  should  use  the  substantial  revenue  raised  by  this  tax  to  offset  the 
tremendous  costs  that  cigarettes  bring  to  our  health  care  system. 

In  my  mind,  either  of  these  arguments,  taken  alone,  is  reason  enough  to  include  the 
tax  in  health  care  reform.  Taken  together,  I  believe  that  these  arguments  make  it  clear  that 
this  is  something  that  we  must  do.  \ 

In  1984,  almost  a  decade  ago,  the  Surgeon  General  reported  that  "...cigarette  smoking 
is  the  chief,  single,  avoidable  cause  of  death  in  our  society,  and  the  most  important  health 
issue  of  our  time. "  Scientists  have  found  that  nicotine  is  as  addictive  as  cocaine  or  heroin, 
and  the  Environmental  Protection  Agency  has  classified  environmental  tobacco  smoke  as  a 
known  carcinogen.  How  can  we  talk  about  preventive  health  without  talking  about  getting 
people  to  stop  smoking? 

The  time  has  come  to  take  aggressive  steps  to  prevent  young  people  from  starting  to 
smoke,  to  encourage  Americans  who  smoke  to  quit,  and  to  make  a  clear  connection  between 
the  health  care  costs  caused  by  smoking  and  the  price  of  a  pack  of  cigarettes. 

In  June  of  1990,  the  Wall  Street  Journal  found  that  "83  percent  of  voters  would  favor 
increasing  alcohol  and  tobacco  taxes."  The  nation's  health  care  system  is  in  crisis. 
Cigarettes  are  making  things  worse.  It's  time  to  listen  to  the  83  percent  of  Americans  who 
know  that  it's  time  to  raise  the  tax  on  tobacco. 


Thank  you. 
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Chairman  Rostenkowski.  Mr.  Durbin. 

STATEMENT  OF  HON.  RICHARD  J.  DURBIN,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Durbin.  Thanks,  Mr.  Chairman. 

And  first  I  want  to  thank  my  colleague,  Mr.  Markey,  for  his  kind 
remarks.  And  I  also  feel  obligated  because  he  was  one  of  the  few 
who  would  stand  about  me  on  that  day  in  1987.  Not  a  popular  posi- 
tion from  his  committee  assignment,  but  his  support  and  the  sup- 
port of  a  broad  coalition  of  liberals,  conservatives,  Democrats  and 
Republicans,  I  think  stunned  everyone  in  the  House  chamber.  And 
it  started  a  movement  which  I  am  happy  to  be  part  of  that  has 
brought  better  health  to  Americans. 

This  committee  has  a  responsibility  for  taxes.  You  tax  everything 
from  teacups  to  tow  trucks.  And  you  have  heard  testimony  today 
suggesting  that  you  shouldn't  pick  on  tobacco.  Why  single  out  to- 
bacco? Let  me  give  you  two  good  reasons  for  singling  out  tobacco. 
The  first  one  is,  this  is  the  only  legal  product  you  can  sell  in  Amer- 
ica which,  when  used  according  to  manufacturer's  instructions,  will 
kill  you. 

Mr.  Markers  father  survived  on  two  packs  of  Camels  a  day.  My 
father  died  when  I  was  14  years  of  age  on  two  packs  of  Camels  a 
day.  A  third  of  the  smokers  will  die  from  lung  cancer,  emphysema, 
heart  conditions,  and  other  diseases  caused  by  smoking.  It  is,  in 
fact,  a  roll  of  the  dice.  This  is  not  just  another  product  to  be  consid- 
ered in  taxing. 

And  the  second  reason  is  tobacco-related  disease  is  the  number 
one  preventable  cause  of  death  in  America.  You  can  hear  testimony 
about  skiing  and  skateboards,  and  avoiding  high-fat  foods  all  day, 
but  when  you  get  right  down  to  it,  this  is  a  unique  product. 

My  friend  from  Nebraska  has  raised  an  important  point:  What 
about  these  tobacco  farmers?  I  want  to  help  them.  I  am  on  the  Ag- 
riculture Appropriations  Subcommittee  and  colleagues  from  the 
tobacco-producing  States  have  come  to  me  and  said,  give  us  a  help- 
ing hand  for  research  so  we  can  switch  from  this  crop  to  another, 
and  I  have  done  it. 

I  have  put  the  money  there  because  I  believe  that  is  a  legitimate 
concern.  But  it  is  not  an  easy  transition.  A  tobacco  farmer  in  Amer- 
ica today  who  is  lucky  enough  to  have  an  allotment  needs  about 
five  acres  to  make  a  living.  It  is  a  very  labor-intensive  agriculture, 
but  it  can  generate  $4,000  to  $5,000  an  acre. 

Think  in  Nebraska  what  folks  raising  in  wheat  and  corn  are  gen- 
erating per  acre.  I  can  tell  you  in  Illinois,  it  is  in  the  hundreds  of 
dollars.  Tobacco  is  a  lucrative  crop.  And  if  you  are  lucky  enough 
to  have  one  of  the  allotments,  it  is  not  a  bad  deal.  And  when  you 
talk  about  transitioning  these  farmers  into  something  else,  you  can 
see  why  you  run  into  some  difficulties. 

Let  me  say  this:  Our  President  has  had  the  courage  to  stand  up 
and  say  a  tobacco  tax  should  be  part  of  health  care  reform.  He  has 
taken  some  heat  on  it,  and  I  am  happy  to  tell  you,  he  is  not  waver- 
ing. I  hope  that  this  committee  will  not  waiver  either. 

Seventy-three  percent  of  the  American  people  stand  behind  the 
President.  They  stand  behind  his  proposal  that  tobacco  taxes 
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should  be  increased  as  a  way  to  pay  for  health  care  reform.  I  hope 
that  this  committee  sticks  with  that. 

Let  me  also  say  there  has  been  some  talk  about  smokeless  to- 
bacco or  spit  tobacco.  Now  a  lot  of  people  say,  Durbin,  it  is  easy 
for  you  to  jump  all  over  tobacco  living  up  in  Illinois.  We  live  in 
tobacco-producing  States,  we  face  these  tobacco  farmers. 

Well,  I  have  to  tell  you,  in  Illinois  we  have  the  dubious  distinc- 
tion of  being  a  producer  of  some  of  the  spit  tobacco  in  the  city  of 
Chicago.  What  has  happened  in  this  area?  Let  me  give  you  one  sta- 
tistic. You  know  what  the  average  age  is  for  a  kid  to  start  using 
spit  tobacco  in  America  today?  It  is  under  the  age  of  10.  In  the 
State  of  Illinois,  they  did  a  survey  in  rural  areas,  and  found  27  per- 
cent of  the  ninth  grade  boys  were  chewing  tobacco.  They  found  70 
percent  of  them  were  in  an  organized  sport. 

Now  it  doesn't  take  a  lot  of  linear  thinking  and  a  big  leap  to  fig- 
ure this  out.  They  watch  these  baseball  players  with  a  wad  of  to- 
bacco in  their  mouth  and  they  think  I  will  hit  a  home  run,  all  I 
need  is  a  wad  of  tobacco.  They  don't  hit  a  home  run,  they  end  up 
with  mouth  cancer,  throat  cancer,  lung  cancer,  disfigurement.  And 
that  is  why  you  have  got  to  include  smokeless  tobacco  in  this  in- 
crease in  taxes. 

It  has  been  given  a  virtual  free  ride  up  to  this  point.  In  a  can 
of  tobacco  today,  you  get  about  the  equivalent  of  one-and-a-half 
packs  of  cigarettes  in  nicotine,  and  then  you  take  a  look  at  what 
the  taxes  are.  And  basically  it  is  a  small  fraction  of  what  we  are 
imposing  on  cigarettes  by  the  package. 

Let  me  go  on  to  say  this:  I  think  we  have  got  an  opportunity  here 
to  look  beyond  what  the  President  suggested.  Some  people  think  75 
cents  is  too  much.  I  don't.  I  would  like  to  see  an  additional  25  cents 
added  on  beyond  the  75  cents.  And  I  would  like  to  see  the  money 
used  for  three  purposes.  First,  I  would  like  to  see  some  of  it  dedi- 
cated to  medical  research  at  the  National  Institutes  of  Health. 
What  do  you  think  your  constituents  would  say  to  that  idea?  They 
would  cheer  it.  They  understand  that  medical  breakthroughs  mean 
a  better  life  for  them  and  their  families  in  years  to  come. 

Second,  we  have  got  to  take  some  of  this  money  and  put  it  into 
counteradvertising.  The  State  of  California  has  done  it.  It  has 
worked.  If  you  get  the  message  out,  particularly  on  kid  shows,  be- 
cause the  kids  are  the  vulnerable  population  here,  get  the  message 
out  about  the  danger  of  tobacco,  we  can  beat  them  at  their  game. 
Cigarette  companies  have  to  recruit  children  to  replace  dying  and 
reformed  smokers.  It  is  their  only  way  to  turn. 

Now,  they  can  talk  about  brand  switching.  That  isn't  what  this 
is  all  about.  They  have  got  to  recruit  kids,  they  have  got  to  get  our 
children  addicted  to  tobacco  to  keep  their  industry  making  money. 
I  think  we  have  to  fight  them.  You  can't  fight  them  with  an  annual 
appropriation  of  $10  million  to  the  CDC  and  an  attempt  to  get  this 
message  out  when  the  fact  is  the  tobacco  industry  is  spending  that 
much  every  day  with  Joe  Camel  and  all  the  other  ways  that  they 
are  trying  to  infiltrate  the  thinking  of  children. 

Now,  we  have  found  in  Canada  that  when  they  raised  the  ciga- 
rette tax,  61  percent  of  the  teenagers  quit.  How  many  of  you  would 
care  if  your  teenaged  son  or  daughter  came  home  and  said,  "Dad, 
I  have  got  good  news  for  you,  I  started  smoking  today"?  Think 
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about  it.  Every  single  one  of  us  would  be  depressed  and  sad  at  that 
announcement.  And  yet  every  day,  3,000  kids  are  taking  up  the 
habit  in  this  country. 

This  committee,  more  than  any  other  committee  on  Capitol  Hill, 
has  the  power  to  change  that,  the  power  to  save  these  kids,  the 
power  to  address  the  number  one  preventable  cause  of  death  in 
America.  I  urge  you,  stick  with  the  President  on  this  one.  Take  this 
opportunity.  For  generations  to  come,  we  are  going  to  see  a  better 
life  in  America. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,   thank  you  for  the  opportunity  to  testify  today  regarding 
the  tobacco  tax  in  President  Clinton's  health  care  reform  plan. 

I  would  like  to  start  by  commending  the  President  for  his  commitment  to 
health  care  reform  and  for  the  well-thought-out  proposal  he  has  delivered  to 
the  Congress.     While  I  fully  expect  the  proposal  to  be  changed  and  improved  as 
it  moves  through  the  legislative  process,   I  believe  the  President  is  on  the 
right  track.     He  has  presented  a  comprehensive  health  care  reform  proposal 
that  offers  genuine  health  security  to  the  people  of  our  nation.     He  has 
identified  a  number  of  key  goals  that  must  be  included  in  the  reform  package 
regardless  of  its  final  shape.     I  look  forward  to  working  with  him  and  this 
committee  to  ensure  that  all  Americans  have  secure  and  comprehensive  health 
care  coverage  and  greater  assurance  about  controlling  the  cost  of  that 
coverage  while  enhancing  the  quality  of  care  and  maintaining  patients'  rights 
to  choose  their  doctors. 

I  am  here  today  to  talk  about  the  tobacco  tax.     I  am  pleased  that  the 
President  chose  to  finance  his  proposal  in  part  through  an  increase  in  the 
tobacco  tax.     I  think  we  can  go  further  than  he  did,  and  I  will  talk  about 
that  in  a  moment,  but  I  first  want  to  commend  him  for  taking  on  this 
controversial  issue  and  establish  a  benchmark.     The  final  product  of  our 
deliberations  should  not  contain  any  less  than  the  75  cent  per  pack  excise  tax 
increase  that  the  President  has  proposed. 

The  tobacco  tax  is  important  for  reasons  that  go  far  beyond  the  revenue 
it  raises.     The  most  compelling  reason  for  increasing  the  tobacco  tax  is  that 
it  will  substantially  reduce  the  number  of  teenagers  who  take  up  the  tobacco 
habit.     Most  smokers  don't  believe  teenagers  should  smoke  and  support  efforts 
to  discourage  teenage  tobacco  use.     Even  the  tobacco  companies  assert  they  do 
not  believe  teenagers  should  smoke.     Increasing  the  tobacco  tax  is  the  most 
direct  way  to  achieve  that  goal. 

Since  Canada  began  raising  its  cigarette  tax  in  the  early  1980s,  smoking 
by  teenagers  has  fallen  612.     In  the  U.S.,  the  decline  in  teen  smoking  has 
been  only  14Z .     Canada  learned  that  raising  the  price  of  cigarettes  can 
substantially  reduce  the  number  of  teenagers  who  take  up  the  smoking  habit. 


PBWTED  ON  B£CTCL£D  PAf>EB 


183 


That  early  decision  not  to  smoke  can  have  a  life- long  effect,  because 
only  a  small  percentage  of  smokers  take  up  the  habit  as  adults.     If  we  can 
help  them  reach  age  21  withouc  becoming  addicted  to  tobacco,  we  can  protect 
them  from  years  of  fighting  an  addiction  that  is  hard  to  break,  an  addiction 
that  will  maim  or  kill  them  if  they  continue  it.     Since  tobacco  is  the  number 
one  preventable  cause  of  death  and  disease  in  America  and  kills  more  than 
400,000  Americans  every  year  from  tobacco -related  causes,  a  public  policy  that 
can  reduce  the  number  of  people  who  take  up  this  habit  is  worthy  of  serious 
consideration. 

Mr.  Chairman,  some  tobacco  interests  have  particularly  complained  about 
the  Clinton  plan's  increase  in  excise  taxes  on  smokeless  tobacco,  or  "spit 
tobacco"  as  it  is  more  accurately  characterized,  and  on  other  forms  of  tobacco 
besides  cigarettes.     The  proposed  increase  is  higher  for  smokeless  tobacco 
than  for  cigarettes  simply  because  the  current  tax  is  substantial  lower  for 
smokeless  tobacco  than  for  cigarettes. 

Furthermore,   tobacco  companies  are  hooking  children  on  smokeless  tobacco 
products  at  extraordinarily  young  ages.     In  1970,  men  over  the  age  of  55  were 
the  heaviest  users  of  smokeless  tobacco  products.     By  1985,  males  under  the 
age  of  19  had  replaced  older  men  as  the  dominant  users.     Today,  while  the 
average  age  of  first  use  of  cigarettes  is  13,   the  average  age  of  first  use  of 
smokeless  tobacco  products  is  9.5.     Let  me  restate  that  another  way.  On 
average ,  a  person  first  uses  smokeless  tobacco  before  the  age  of  10.     This  is 
a  chilling  fact. 

In  Illinois,  a  state  Department  of  Public  Health  survey  of  elementary  and 
secondary  school  students  showed  that  27X  of  the  9th-grade  boys  in  rural  areas 
use  smokeless  tobacco.     An  incredible  70  percent  of  the  Illinois  children  who 
regularly  use  smokeless  tobacco  products  are  members  of  organized  sports 
teams.     It  seems  like  an  obvious  contradiction,  but  many  young  people  think 
smokeless  tobacco  is  a  "safe"  alternative  to  smoking  and  even  a 
performance -enhancing  habit.     Nothing  could  be  further  from  the  truth. 
Smokeless  tobacco  causes  cancer  of  the  mouth  and  throat,  nicotine  addiction, 
gum  disease,  and  tooth  loss. 

Unfortunately,   the  sale  and  use  of  this  deadly  product  is  on  the  rise. 
Smokeless  tobacco  use  has  nearly  tripled  in  the  past  20  years. 

So  how  do  we  treat  this  hazardous  product  that  threatens  the  health  of 
our  children?    When  it  comes  to  the  excise  tax,  we  virtually  ignore  it.     A  can 
of  snuff  contains  as  much  nicotine  as  one-and-a-half  packs  of  cigarettes.  Do 
their  tax  levels  reflect  that?    No.     While  the  current  tax  on  cigarettes  is  2U 
cents  a  pack,   the  current  tax  on  smokeless  tobacco  is  less  than  3  cents  a  can. 

The  Clinton  plan  ends  this  foolish  discrepancy  in  tax  rates.  By 
equalizing  the  tax  on  various  forms  of  tobacco,  we  can  send  the  consistent 
message  that  all  forms  of  tobacco  use  are  deadly.     And  the  result  of  the 
increased  excise  taxes  will  be  reduced  consumption  by  children. 

Mr.  Chairman,  while  the  Clinton  plan's  tobacco  tax  proposal  is  on  the 
right  track,   I  think  we  need  to  go  further.     We  should  increase  the  tax  beyond 
what  the  President  has  proposed.     While  I  am  not  advocating  a  tobacco  tax  rate 
as  high  as  Canada's,  which  amounts  to  more  than  $3  per  pack,  I  do  believe  we 
can  go  beyond  75  cents  a  pack.     In  addition,   I  believe  we  should  devote  some 
of  the  extra  revenue  to  at  least  3  initiatives: 
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o        First,  we  should  earmark  some  of  the  revenues  for  medical  research. 
Perhaps  an  amount  equal  to  25  cents  a  pack  could  be  set  aside  to 
address  the  need  for  greater  medical  research  funding. 

Today,   for  millions  of  Americans  who  are  battling  illness  and  disease, 
medical  research  represents  their  only  hope  for  an  improved  life.     Yet,  of  the 
medical  research  grant  applications  received  by  the  National  Institutes  of 
Health  last  year  and  identified  as  having  merit,   less  than  232  received 
funding.     No  one  expects  every  grant  application  to  be  funded,  but  if  more  of 
these  research  proposals  could  be  funded,   the  results  could  be  life -changing. 
The  beneficiaries  could  include  you  or  me,  your  children  or  mine,  your 
neighbor,  your  mail  carrier,  your  grocery  store  clerk,  your  pastor,  your 
doctor,   or  any  other  ordinary  American  vho  could  be  stricken  with  an  illness 
in  need  of  a  medical  research  breakthrough. 

We  could  fund  research  that  might  find  cures,   treatments,   or  preventative 
measures  to  fight  cancer,  heart  disease,   stroke,   diabetes,  osteoporosis, 
arthritis,   tuberculosis,   alcohol  and  drug  abuse,  mental  illness,  Alzheimer's 
disease,  hearing  loss,  multiple  sclerosis,   and  many  other  lesser-known  medical 
afflictions  with  names  like  fibromyalgia  --  a  disease  that  causes  chronic  pain 
throughout  the  body  for  unknown  reasons  --  and  metachromatic  leukodystrophy  -- 
a  disease  that  cuts  short  a  child's  life  in  just  a  few  short  years.     I  am 
aware  of  these  last  two  diseases  because  I  have  constituents  who  suffer  from 
them.     But  there  are  many  nameless  individuals  with  other  diseases  most  people 
have  never  heard  of.     Each  of  them  could  benefit  from  an  increased  federal 
commitment  to  medical  research. 

o        Second,  we  should  set  aside  some  of  the  revenues  from  an  increased 
tobacco  tax  for  counteradvertising  and  other  educational  efforts 
designed  to  counteract  the  tobacco  industry's  enormous  investment  in 
promoting  its  products. 

To  replace  the  400,000  smokers  who  die  of  smoking  related  causes  each 
year  and  the  1.5  million  smokers  who  quit  smoking  or  die  of  other  causes  each 
year,   tobacco  companies  have  developed  a  variety  of  advertising  and 
promotional  gimmicks  that  often  appeal  more  to  children  than  adults.  This 
year,   tobacco  companies  will  spend  more  than  $4  billion  on  tobacco  advertising 
and  promotion.     They  will  spend  as  much  each  day  as  the  federal  office  that 
has  primary  responsibility  for  educational  efforts  regarding  smoking  has 
available  to  spend  for  an  entire  year. 

The  state  of  California  has  demonstrated  that  counteradvertising  aimed  at 
children,  young  women,   and  other  targets  of  tobacco  company  advertising  can 
help  our  vulnerable  young  people  resist  the  tobacco  temptation.     A  similar 
federal  program  could  make  a  big  difference  in  helping  these  young  people  to 
adopt  a  smokefree  lifestyle. 

o        Third,  we  should  earmark  some  of  the  tobacco  tax  revenues  for  a 
program  designed  to  help  tobacco  farmers  switch  to  other  crops. 

Tobacco  sales  have  entered  a  period  of  inevitable  decline  as  a  result  of 
the  mounting  evidence  of  adverse  health  effects  associated  with  tobacco  use. 
But  I  have  nothing  against  tobacco  farmers,  just  as  I  have  nothing  against 
tobacco  users.     I  think  smoking  cessation  programs  should  be  available  to  all 
smokers,   to  help  them  overcome  their  addiction.     Similarly,   I  think  tobacco 
farmers  should  be  offered  assistance  to  get  out  of  the  tobacco  business  and 


185 


grow  a  more  beneficial  crop.     I  hope  this  committee  will  work  with  our 
tobacco-state  colleagues  to  develop  such  a  program,  so  that  we  can  reduce 
tobacco  use,   improve  the  nation's  health,  and  give  tobacco  farmers  an 
alternative. 

One  final  note  is  worth  mentioning.     Opponents  of  the  tobacco  tax  often 
suggest  that  proposals  such  as  mine  are  not  feasible  because  demand  for 
tobacco  will  decline  by  such  a  large  amount  as  to  eliminate  the  potential 
revenue  gains.     The  evidence  from  Canada,  which  has  raised  its  tobacco  tax  far 
more  than  has  been  suggested  for  our  country,   indicates  that  this  claim  is 
false.     While  a  tobacco  tax  increase  and  counteradvertising  will  help  reduce 
tobacco  use,   a  core  of  tobacco  users  will  remain.     While  many  smokers  will 
quit  and  many  children  will  never  take  up  the  habit,  others  will  continue  to 
smoke  despite  our  best  effort  to  discourage  them.     As  a  result,   a  tobacco  tax 
increase  of  the  magnitude  that  has  been  proposed  for  this  country  will  produce 
significant  new  revenue  even  if  a  portion  of  it  is  set  aside  for  worthy 
programs  like  those  I  have  outlined. 

Mr.  Chairman,   the  President's  tobacco  tax  proposal  is  good  health  policy 
as  well  as  a  source  of  revenue.     A  tax  increase  of  greater  magnitude  than  the 
President  has  proposed  would  be  even  more  beneficial  for  the  health  of  this 
nation,  especially  for  the  children  of  this  nation,  and  a  portion  of  the 
additional  revenue  could  be  used  to  promote  some  important  goals  for  the 
health  and  well-being  of  our  citizens.     I  hope  you  and  the  other  members  of 
this  committee  will  see  fit  to  adopt  the  measures  I  have  proposed.     Thank  you 
for  your  consideration  of  my  thoughts  on  this  important  subject. 
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Chairman  Rostenkowski.  Thank  you.  Are  there  any  questions? 
Mr.  Andrews. 

Mr.  Andrews.  Thank  you  very  much.  Dick,  let's  talk  about  kids 
some  more.  If  1,000  Americans  die  every  day  from  using  tobacco 
products  and  that  is  about  an  accurate  number,  about  1,000  people 
every  day  die,  where  does  the  tobacco  industry  go  to  replace  those 
1,000  customers? 

Mr.  Durbin.  They  are  trying  to  go  overseas.  They  are  trying  to 
export  their  products  into  other  countries.  The  tobacco  addiction 
level  in  Asian  countries  has  been  changing  dramatically  because, 
for  one  thing,  women  are  starting  to  smoke  in  Asian  countries  for 
the  first  time.  But  their  base  market  in  America  is  among  the  kids. 

I  mean,  they  aren't  going  to  convert  a  person  who  hasn't  smoked 
up  to  the  age  of  25  to  get  started,  usually.  That  is  really  rare.  But 
they  go  after  kids.  And  you  ask  the  average  smoker  today,  when 
did  you  start?  "I  started  in  my  teenage  years." 

Mr.  Andrews.  Well,  the  truth  is  about  half  of  all  the  new  smok- 
ers every  day  are  under  13  years  of  age.  They  are  teenage  children. 
They  are  not  19-year-olds,  they  are  not  seniors  in  high  schools, 
they  are  under  13  years  of  age.  What  do  you  think  will  happen? 
What  has  been  the  proven  result  with  States  that  raise  their  taxes 
like  California  and  Florida  as  it  relates  to  teenage  smoking  chil- 
dren? 

Mr.  Durbin.  Teenage  smoking  is  reduced,  and  it  has  been  shown 
in  Canada,  when  they  raised  it  to  $3  a  pack,  61  percent  of  the  kids 
quit.  I  mean,  you  have  got  to  ask  yourself,  this  is  the  bottom  line 
here  we  are  talking  about.  We  are  talking  about  whether  we  want 
kids  to  keep  smoking.  If  the  answer  is  yes,  then  throw  out  this  tax. 
If  the  answer  is  we  want  to  stop  them,  here  we  have  a  chance  to 
do  it. 

Mr.  Andrews.  Mr.  Markey,  Ed,  I  would  like  to  ask  you  a  ques- 
tion about  the  revenue  stream  itself.  Because  that  is  what  you  fo- 
cused on  in  your  remarks.  This  is  really  a  twofer,  isn't  it?  It  dis- 
courages kids  from  taking  up  smoking,  but  it  really  tries  to  offset 
some  of  the  cost  to  all  of  us  as  taxpayers  to  try  to  take  care  of  the 
people  that  get  sick  from  using  tobacco  products. 

As  American  taxpayers  we  spend  $24  billion  a  year  to  take  care 
of  people  that  get  sick  from  smoking.  The  offset  by  raising  that  tax 
will  really  not  break  even,  will  it,  in  terms  of  breaking  us  even  in 
terms  of  what  taxpayers  spend  every  year? 

Mr.  Markey.  No.  You  put  your  finger  on  it.  This  is  a  two-for-one 
special.  You  reduce  the  number  of  new  candidates  for  disease  relat- 
ed to  smoking,  and  at  the  same  time  you  are  finding  the  revenue, 
appropriately,  from  the  sources  of  the  problem,  to  pay  for  the  treat- 
ment of  these  diseases. 

I  think  the  more  that  we  can  relate  the  tax  system  in  our  coun- 
try as  it  relates  to  health  care  to  the  causes  of  disease,  the  better 
off  we  will  be  in  terms  of  reducing  our  need  to  project  increases  in 
our  health  care  system.  And  I  think  that  alcohol  and  other  areas 
as  well  need  the  same  kind  of  close  examination. 

Mr.  Andrews.  That  is  a  very  good  point.  I  would  just  ask  both 
of  you,  when  they  had  the  debate  in  California  over  raising  their 
taxes,  and  as  Dick  said  earlier,  they  plowed  some  of  that  money 
importantly  back  into  counteradvertising,  but  that  was  a  very 
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healthy  debate,  wasn't  it,  on  whether  or  not  to  raise  tobacco  taxes 
in  California?  It  passed  overwhelmingly,  because  I  think  most  Cali- 
fornians  recognize  the  connection  between  raising  tobacco  taxes 
and  taking  care  of  people  that  get  sick  from  smoking. 
Would  you  all  care  to  comment  on  that? 

Mr.  Durbin.  Let  me  say  this,  Mike.  The  tobacco  lobby  in  Wash- 
ington fears  one  thing  more  than  anything  else,  daylight.  Take  an 
issue  that  we  are  discussing  today,  put  it  out  in  daylight,  ask  the 
Members  to  vote  on  it,  they  are  going  to  lose  every  single  time  be- 
cause our  constituents  understand  this. 

For  some  reason,  we  get  lost  in  the  minutiae,  we  get  lost  in  the 
political  arguments.  But  in  1987,  when  I  got  the  issue  of  smoking 
on  airplanes  to  the  floor,  the  House  spoke,  and  the  Nation  followed 
that. 

This  is  a  similar  issue  when  it  comes  to  protecting  our  kids.  Defy 
the  tobacco  lobby.  Put  this  on  the  floor,  and  you  know  as  well  as 
I  do,  you  will  not  only  get  the  support  in  Congress,  you  will  get  the 
support  back  home. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

And  I  thank  you  both  for  your  eloquent  statements  and  I  am 
glad  to  join  Mr.  Andrews  in  the  earlier  bill  on  this  subject. 

You  know,  reading  the  testimony  of  our  colleagues  and  hearing 
your  testimony,  it  does  raise  the  question  that  Mr.  Hoagland  raised 
earlier.  There  is  clearly  an  economic  basis  for  some  of  the  political 
dynamic  here.  Essentially  the  argument  is  almost  always  framed 
in  terms  of  economic  dislocation.  Sometimes  the  civil  liberties  argu- 
ment is  raised,  but  I  don't  think  very  seriously. 

Let's  spend  just  a  minute  or  two  on  whether  we  can  do  more  to 
really  cut  the  cord  or  not  on  this  issue  by  undermining  the  eco- 
nomic dislocation  issue  more  effectively.  Are  we  anywhere  on  this 
besides  a  little  research?  Why  don't  we  do  better? 

Mr.  Durbin.  Sandy,  the  elements  at  work  here  are  at  least  two- 
fold. First,  as  the  number  of  smokers  in  America  decline,  the  de- 
mand for  tobacco  declines  as  well  and  makes  it  tough  for  tobacco 
farmers.  And  second,  the  cigarette  companies  are  no  friends  of 
American  tobacco  farmers  and  don't  take  my  word  for  it,  take  a 
look  at  the  last  reconciliation  bill.  The  tobacco  farmers  stood  up 
and  said  we  have  had  enough  of  imported  tobacco.  These  compa- 
nies that  have  enjoyed  a  free  ride  in  Washington,  D.C.,  for  genera- 
tions, shall  no  longer  get  it  if  they  are  going  to  be  importing  to- 
bacco overseas,  because  they  are  disadvantaging  tobacco  growers  in 
the  United  States. 

And  so  the  tobacco  growers  and  farmers  led  a  movement,  a  real 
domestic  content  movement,  if  you  will,  in  terms  of  the  future  of 
the  tobacco  industry.  But  the  writing  is  on  the  wall  and  our  friends 
from  tobacco  growing  States  have  come  to  me  privately  as  they 
have  come  to  you  and  said  we  understand  we  are  up  against  it 
here,  from  the  health  viewpoint  and  the  economics  viewpoint,  our 
days  are  numbered. 

They  have  asked  me  to  give  them  a  helping  hand,  as  I  said  ear- 
lier, and  I  tried  do  it  in  the  Agriculture  Appropriations  Committee, 
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for  research  projects  on  ways  to  transition  into  other  ways  to  make 
a  living  in  rural  areas  other  than  tobacco.  It  isn't  easy. 

Mr.  Levin.  OK  We  are  worried  about  economic  dislocation  in 
this  country  of  all  kinds.  Maybe  we  should  add  on  to  the  tax  and 
address  this  issue  seriously. 

I  don't  like  to  see  people  coming  before  us,  including  colleagues, 
arguing  on  an  economic  basis  when  the  implication  is  that  it  is  nec- 
essary for  the  economic  prosperity  in  a  certain  area  to  grow  some- 
thing that  kills  people. 

Smoking  is  for  a  lot  of  people,  as  we  know,  a  health  nuclear 
bomb.  And  it  is  for  those  of  us  who  aren't  smoking  but  have  to  help 
pay  the  bills.  So  maybe  it  is  time  for  us,  in  addition  to  all  of  these 
other  measures,  including  discouraging  people  from  smoking,  to 
take  a  really  hard  look  to  begin  to  act  on  the  economic  nexus  here 
in  part  because  the  companies  are  turning,  as  we  know,  to  Third 
World  countries. 

And  I  think  we  want  to  somewhat  move  on  this  economic  disloca- 
tion issue  as  well  as  the  other  things.  And  I  congratulate  you.  I 
personally  have  no  doubt  but  there  will  be  a  cigarette  tax  in  any 
health  reform  bill. 

Thank  you. 

Chairman  Rostenkowski.  Are  there  any  further  questions  of  Mr. 
Durbin  and  Mr.  Markey? 
Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman.  And  thank  you 
both  for  your  testimony. 

Mr.  Durbin,  you  mentioned  what  we  are  about  here  today  is 
keeping  kids  from  smoking,  and  while  it  is  a  laudatory  goal,  what 
we  need  to  do  right  here  today  on  the  Ways  and  Means  Committee 
is  to  decide  the  appropriate  way  to  finance  health  care. 

It  has  been  said  a  number  of  times  that  $24  billion  is  the  number 
that  we  should  be  looking  at.  Apparently  OTA  recently  did  a  study 
that  said  that  smokers'  costs  to  the  Federal,  State  and  local  govern- 
ments is  $8.9  billion  in  health  care  expenditures  that  are  attrib- 
utable to  smoking  related  illnesses,  and  already  in  terms  of  the 
taxes  that  are  paid  at  the  Federal,  local,  and  State  level,  are  about 
$11.3  billion  in  excise  taxes  and  another  $2  billion  in  sales  taxes 
or  $13.3  billion,  which  would  say  that  the  amount  of  taxes  being 
collected  exceeds  that  amount  that  OTA  recently  found  that  were 
attributed  to  the  treasury  of  the  Federal,  State  and  local  govern- 
ments. 

But  what  we  need  to  do  today  is  to  talk  about  the  economic  im- 
pact of  whatever  means  has  been  chosen  to  finance  health  care. 
The  concern  that  I  have,  and  other  Members  who  will  testify  who 
are  from  areas  that  grow  tobacco,  is  that  when  the  tax  being  pro- 
posed is  a  tax  increase  on  cigarettes  of  over  300  percent,  on  chew- 
ing tobacco  of  over  10,000  percent,  these  taxes  exceed  what  are  rea- 
sonable increases  and  affect  certain  regions  of  the  country  in  ways 
that  are  much  greater  than  other  regions  and  have  a  severe  eco- 
nomic impact,  negative  economic  impact,  on  our  regions. 

And  we  need  to  continue  to  talk  about  that,  keep  that  message 
here,  because  it  is  an  important  consideration,  I  think,  for  this 
committee  as  we  deliberate  about  what  is  the  appropriate  method 
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of  financing  our  health  care  reform.  So  I  didn't  want  this  oppor- 
tunity to  pass  without  having  the  opportunity  to  comment  on  that. 

And  thank  you  very  much  for  your  testimony. 

Chairman  Rostenkowski.  Mr.  Ford. 

Mr.  Ford.  Thank  you,  Mr.  Chairman.  I  will  be  very  brief. 

Picking  back  up  on  that  conversation,  you  know,  we  are  here  try- 
ing to  figure  out  the  financing  of  the  national  health  care  plan. 
Those  13-  and  14-year-olds  see  all  of  this  $10  billion  per  year  in 
advertising  coming  from  the  tobacco  companies.  The  same  is  true 
with  these  teenagers  13  and  14  and  15  years  old,  participating  in 
homicides  and  shootups,  which  is  really  impacting  the  cost  of 
health  care  in  this  country. 

And  our  President  mentioned  this  problem  last  weekend  and 
showed  the  correlation  between  guns  and  ammunition  and  health 
care  costs.  And  as  we  focus  on  the  financial  aspect  of  this  health 
care  package,  I  mean,  are  you  looking  to  broaden  that  base  beyond 
tobacco?  I  naturally  include  ammunition  under  the  sin  taxes.  There 
is  talk  that  distilled  spirits  create  a  problem  as  well  for  the  health 
care  costs.  And  while  speaking  of  distilled  spirits,  wine  and  beer 
should  be  discussed,  if  we  are  going  to  address  all  possible  areas 
for  financing  this  health  care  reform  package. 

Mr.  Markey.  Harold,  if  I  could,  as  astounding  as  this  may  seem, 
more  people  die  from  smoking-related  diseases  each  year  than  all 
alcohol -related,  illegal  drug-related,  homicide  and  suicide  deaths 
combined.  All  of  it  combined  doesn't  equal  the  number  of  deaths 
from  smoking-related  diseases  in  a  year. 

Mr.  Ford.  What  is  the  number  of  deaths  due  to  smoking-related 
cancers  per  year,  what  is  the  number? 

Mr.  Markey.  The  number  is  over  400,000  now. 

Mr.  Ford.  Well,  there  were  37,000  homicides  last  year  in  this 
country. 

Mr.  Markey.  Sorry,  it  is  more  than  400,000  from  all  smoking- 
related  diseases.  It  is  estimated  that  85  percent  of  the  lung  cancer 
cases  in  men  and  75  percent  of  all  the  lung  cancer  cases  in  women 
are  related  to  smoking.  So  it  is  just  a  huge  number. 

So,  yes,  I  think  that  each  of  us  would  support  looking  at  taxes 
on  guns  or  ammunition,  alcohol,  some  of  those  other  areas.  But  as 
a  public  health  hazard,  there  is  no  question  that  all  of  them  com- 
bined in  terms  of  what  we  can  do  in  one  decision,  is  dwarfed  by 
this  issue. 

Mr.  Durbin.  I  know  by  the  President's  visit  to  your  hometown 
and  his  focus  on  crime  and  its  impact  on  young  people  that  you 
have  a  personal  concern,  as  we  all  do,  on  what  is  happening  to  kids 
out  there.  I  am  with  you.  If  you  want  to  put  together  a  package 
that  addresses  tobacco,  alcohol,  the  senseless  killing  that  is  going 
on,  I  am  with  you. 

We  really  have  a  responsibility  to  do  something  about  it.  And  I 
don't  want  to  stop  and  just  say  I  am  going  to  pick  on  tobacco  and 
leave  everything  else  alone.  If  we  can  put  together  a  reasonable,  ra- 
tional approach  to  this,  I  will  be  glad  to  sit  and  work  with  you  on 
that. 

Mr.  Ford.  Thank  you  very  much. 

Chairman  Rostenkowski.  Any  further  questions?  Thank  you 
very  much,  gentlemen. 
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Mr.  Lancaster. 

STATEMENT  OF  HON.  H.  MARTIN  LANCASTER,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mr.  Lancaster.  Mr.  Chairman  and  members  of  the  committee, 
thank  you  for  the  opportunity  to  testify  today. 

The  President's  health  care  proposal  is  not  fair  to  my  people  and 
my  region.  The  President  wishes  to  raise  two-thirds  of  the  needed 
revenue  for  health  care  reform  by  increasing  the  Federal  excise  tax 
on  cigarettes  by  300  percent,  from  24  cents  a  pack  to  99  cents  a 
pack. 

Because  tobacco  is  grown  in  a  few  southern  States,  the  economic 
dislocations  inflicted  by  this  punitive  tax  increase  will  fall  only  in 
selected  areas  of  the  Nation,  and  these  are  the  very  areas  least 
able  to  bear  them. 

This  issue  is  a  personal  one  with  me,  because  I  grew  up  on  a  to- 
bacco farm  in  rural  North  Carolina.  I  know  about  the  decent,  hard- 
working people  in  my  State  whose  livelihoods  are  dependent  on  to- 
bacco. My  opposition  to  this  unfair  and  punitive  tax  is  on  their  be- 
half. 

In  my  State  of  North  Carolina,  almost  55,000  farms  have  tobacco 
allotments.  There  are  99,000  jobs  directly  attributable  to  tobacco. 
That  doesn't  count  the  thousands  of  merchants,  service  providers 
and  others  who  benefit  economically  from  the  wealth  generated  by 
tobacco.  We  estimate  in  excess  of  250,000  jobs  in  these  related 
areas.  The  total  economic  value  of  the  tobacco  industry  in  my  State 
is  $7.3  billion  annually. 

People  can  quibble  as  to  exactly  how  many  of  these  jobs  will  be 
lost  and  how  much  our  economy  will  be  damaged  because  of  this 
excise  tax  increase,  but  common  sense  tells  us  that  there  will  be 
a  staggering  "hit"  on  North  Carolina's  economy,  particularly  in 
rural  areas. 

We  must  remember  that  nationwide  there  are  1.6  million  jobs  in, 
or  created  by,  the  tobacco  industry.  Americans  who  hold  these  jobs 
are  honest  and  hard  working,  with  dignity  and  pride.  Many  of 
these  high-paying,  high-tech,  nigh-productivity  jobs  cannot  be  re- 
placed by  any  amount  of  crop  diversification  or  job  retraining  pro- 
grams. Economists  project  that  job  losses  in  the  South  would  be  3.5 
times  higher  than  in  the  rest  of  the  country  combined  if  this  tax 
were  enacted. 

In  short,  it  simply  is  not  fair  to  ask  my  constituents  to  suffer  the 
economic  damage  that  will  be  inflicted  on  them  by  singling  out  this 
particular  industry  for  punitive  taxation. 

It  is  not  as  if  tobacco  were  getting  off  taxation  scot-free.  Last 
year,  as  Mr.  Andrews  pointed  out,  the  tobacco  industry  paid  in  ex- 
cess of  $14  billion  in  Federal  and  State  excise  taxes  on  cigarettes. 
These  are  taxes  that  nonsmokers  do  not  pay.  And  they  have  risen 
dramatically  in  the  past  decade.  In  fact,  excise  taxes  have  risen  on 
the  Federal  level  by  50  percent  since  1991 — most  recently,  in  Janu- 
ary 1993 — and  by  133  percent  in  the  last  10  years,  while  the  aver- 
age State  cigarette  tax  excise  taxes  have  simultaneously  increased 
by  another  100  percent. 

While  my  focus  is  primarily  on  the  proposed  cigarette  tax,  let  me 
take  a  moment  to  mention  the  incredible  tax  increases  proposed  for 
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smokeless  tobacco  and  other  tobacco  items.  In  some  cases,  the  tax 
increase  proposed  is  over  10,000  percent.  This  would  be  ludicrous 
if  it  were  not  so  serious.  Such  an  outrageous  tax  increase  would 
certainly  price  these  products  totally  out  of  the  reach  of  consumers 
and  destroy  this  aspect  of  the  industry. 

Those  who  argue  for  the  tobacco  tax  seek  to  justify  it  by  citing 
the  health  care  costs  associated  with  tobacco  use.  I  am  not  here  to 
say  that  there  are  no  economic  costs  associated  with  smoking,  al- 
though I  really  do  question  the  validity  of  some  of  the  speculative 
figures  that  we  have  heard  this  morning. 

If  you  accept  this  rationale  for  imposing  higher  taxes,  how  can 
we  single  out  tobacco  without  looking  for  revenue  on  other  items 
or  behaviors  that  raise  health  care  costs?  Specifically,  why  are  we 
not  asking  for  a  financial  contribution  from  alcohol? 

The  Alcohol,  Drug  Abuse  and  Mental  Health  Administration  esti- 
mates that  alcohol  abuse  cost  the  United  States  $85.5  billion  in 
1988.  Each  year,  more  than  100,000  deaths  are  directly  attrib- 
utable to  alcohol  abuse.  Alcohol  is  a  contributing  factor  in  even 
more  deaths,  with  almost  half  of  all  homicides,  suicides  and  motor 
vehicle  fatalities  being  related  to  alcohol  use. 

Prenatal  alcohol  exposure  is  one  of  the  leading  causes  of  mental 
retardation.  Fetal  alcohol  syndrome  costs  the  Nation  $1.8  billion 
each  year.  Countless  spouses  and  children  are  psychologically  and 
physically  abused  every  year  by  alcoholic  family  Members,  often  re- 
sulting in  significant  health  care  costs. 

It  perplexes  me  that  we  have  before  us  legislation  today  that 
fails  to  ask  that  alcohol  share  the  burden  of  taxation  for  health 
care  reform.  Is  the  alcohol  lobby  that  powerful?  Does  the  fact  that 
more  Americans  drink  than  smoke  explain  this  lack  of  rationality 
and  fairness?  I  made  universal  health  care  my  top  priority  well  be- 
fore the  Clinton  administration  ever  considered  it.  Four  years  ago, 
I  held  the  first  rural  health  care  conference  in  any  congressional 
district  that  we  know  of.  It  will  hurt  to  do  so,  but  other  tobacco  rep- 
resentatives and  I  will  do  everything  we  can  to  defeat  any  health 
care  reform  package  that  singles  out  tobacco  for  a  confiscatory  tax 
and  does  not  fairly  spread  the  burden  across  other  viable  revenue 
sources. 

No  single  product,  industry,  State  or  region  can  or  should  be  tar- 
geted to  bear  all  the  costs  of  health  care  reform.  That  sort  of  fi- 
nancing scheme  is  a  recipe  for  failure.  The  costs  of  health  care  are 
growing.  Revenues  that  can  be  counted  on  from  cigarettes  are 
shrinking. 

If  opponents  of  tobacco  have  their  way,  this  tax  will  significantly 
reduce  tobacco  consumption  if  not  kill  the  industry  altogether. 
What  will  we  then  tax  if  we  have  killed  the  goose  that  laid  the 
golden  egg?  This  will  be  like  building  a  house  on  quicksand. 

Simple  fairness  demands  that  Congress  spread  the  financial  cost 
of  health  care  reform  to  all  citizens  and  all  regions  of  the  country. 
The  President's  plan  flunks  the  fairness  test.  It  places  the  entire 
burden  on  my  people  and  my  region,  and  we  simply  cannot  bear 
it. 

Mr.  Rangel.  Mr.  Clyburn,  we  welcome  your  testimony. 
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STATEMENT  OF  HON.  JAMES  E.  CLYBURN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  SOUTH  CAROLINA 

Mr.  Clyburn.  Thank  you,  Mr.  Chairman,  I  thank  the  members 
of  the  committee,  and  thank  you  for  the  opportunity  to  appear 
today  concerning  the  proposed  increase  in  Federal  excise  taxes  on 
tobacco  products.  I  speak  as  one  who  fully  supports  the  efforts  on 
the  part  of  the  administration  and  on  the  part  of  my  colleagues  to 
address  the  health  care  problems  of  our  Nation. 

I  speak  especially  for  those  Americans  whose  income  levels  have 
denied  them  adequate  health  care  and  whose  impoverished  living 
conditions  have  deprived  them  of  full  economic  opportunities. 

The  question  I  raise  today,  however,  is  this:  Do  we  solve  the 
problems  caused  by  poverty  in  America  by  creating  more  poverty? 
It  may  be  one  thing  to  look  at  this  proposal  in  terms  of  corporate 
giants  and  a  tobacco  industry  which  can  produce  $65  million  in 
revenues  to  support  health  care  proposals.  It  is  quite  another  thing 
to  travel  the  back  roads  of  the  Sixth  District  in  South  Carolina  and 
see  the  families  who  are  dependent  upon  tobacco  farming  to  eke 
out  their  living. 

Tobacco  growing  is  one  of  the  last  outposts  of  family  farming  in 
our  part  of  the  country.  It  is  a  crop  which  can  be  grown  comfortably 
on  small  acreage  by  people  who  live  on  the  land  and  not  by  cynics 
headquartered  in  the  cities  of  America. 

Our  former  Surgeon  General,  C.  Everett  Koop,  has  been  quoted 
as  saying,  "Most  tobacco  farmers  know  the  right  thing  and  the 
smart  thing  to  do  is  get  out  of  the  business  that  produces  disease, 
disability,  and  death/ 

To  Dr.  Koop,  whose  work  I  have  respected  for  years,  I  have  two 
responses. 

One,  tobacco  farmers  should  be  asked  to  abandon  their  business 
only  as  we  ask  others  to  abandon  their  livelihood  and  operations 
such  as  the  liquor  business,  the  livestock  business,  the  firearms 
and  munition  business,  the  business  of  producing  and  operating  the 
internal  combustion  engine  and  other  activities  which  some  feel  di- 
rectly or  indirectly  lead  to  disease,  disability  and  death  in  our  Na- 
tion today. 

The  tobacco  industry  is  being  singled  out  unfairly  and  unreason- 
ably. The  burden  of  paying  for  America's  poor  health  should  be 
shared  and  should  not  be  concentrated  on  an  industry  which  can 
least  afford  to  absorb  it.  So  the  issue  really  comes  or  goes  beyond 
public  health  or  taxation.  It  goes  to  the  issue  of  fairness  and  eq- 
uity, and  it  goes  to  the  core  of  an  entire  way  of  life  in  our  part  of 
the  country. 

These  have  not  been  easy  times  for  my  section  of  South  Carolina. 
Four  years  ago  Hurricane  Hugo  ripped  apart  the  land  and  the 
homes  of  the  citizens  of  the  Sixth  District.  Only  months  ago  an  eco- 
nomic hurricane  swept  across  the  same  area  with  the  decision  to 
close  the  naval  shipyard  down,  along  with  four  military  installa- 
tions in  Charleston,  and  tens  of  thousands  of  jobs  were  scheduled 
for  termination,  many  of  them  held  by  citizens  who  live  all  across 
the  eastern  part  of  South  Carolina. 

And  now  comes  the  piece  of  legislation  whose  economic  damage 
is  targeted  for  exactly  the  same  area.  The  tobacco  farmers  of  South 
Carolina  may  not  be  numerous  in  comparison  with  workers  in 
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other  industries  across  the  Nation.  They  may  not  represent  what 
might  be  considered  a  powerful  lobby  in  the  halls  of  Congress. 

They  number  only  in  the  thousands  and  their  success  or  failure 
may  not  be  of  immediate  concern  to  the  large  city-State  interests 
of  this  Nation.  But  I  can  tell  you  this.  Indifference  to  the  plight  of 
the  small  farmers  and  the  small  town  merchants  is  what  has  filled 
this  Nation's  inner  cities  with  desperate  people. 

Destruction  of  the  family  farmer  in  South  Carolina  may  only  be 
a  blip  on  the  computer  screen  of  the  Wall  Street  financier,  but  it 
is  a  matter  of  survival  for  an  entire  way  of  life  in  our  State.  To- 
bacco is  just  not  the  largest  cash  crop  in  South  Carolina.  It  is  the 
largest  by  far.  It  generates  almost  $200  million  per  year.  After  that 
is  cotton  at  around  $80  million,  tomatoes  at  around  $58  million, 
and  peaches  at  around  $42  million.  Corn  and  grains  by  comparison 
only  generate  around  $60  million  between  them. 

So  you  can  see  that  you  are  not  just  dealing  with  a  segment  of 
our  farm  economy,  you  are  dealing  with  a  huge  component  of  it. 

Please  do  not  address  this  piece  of  legislation  with  any  kind  of 
misunderstanding  about  its  impact.  It  will  be  utterly  devastating 
to  the  economy  of  a  State  which  has  already  been  devastated  in  re- 
cent months  and  years.  In  my  district,  where  poverty  is  no  strang- 
er, it  would  only  deepen  the  wounds  which  have  been  there  for  gen- 
erations. 

To  those  of  you  struggling  with  the  enormous  job  of  trying  to  find 
a  financing  plan  for  health  care  reform  in  our  Nation,  I  offer  my 
full  understanding  and  support.  I  come  to  you  today  not  as  a  spe- 
cial interest  representing  a  narrowly  focused  constituency.  I  come 
to  you  as  a  colleague  pleading  for  fairness  and  pleading  for  the 
kind  of  judgment  which  would  suggest  that  in  trying  to  solve  one 
problem  you  may  be  creating  far  bigger  ones  down  the  road. 

Addressing  the  issues  created  by  poverty  in  America  is  a  laud- 
able and  encouraging  outcome  of  this  administration  and  its  con- 
gressional leadership.  I  am  pleased  to  associate  myself  with  that  ef- 
fort. But  creating  new  poverty  in  the  process  of  solving  the  prob- 
lems of  poverty  is  a  self-defeating  exercise  which  have  exactly  the 
opposite  effect. 

Let  this  be  a  time  when  we  recognize  the  value  of  family  life,  the 
value  of  small  town  and  rural  America  and  the  value  of  a  society 
which  exists  far  from  inner  cities  of  this  Nation. 

Please  join  me  in  finding  alternative  means  of  financing  health 
care  reform,  alternatives  which  do  not  unfairly  single  out  a  single 
segment  of  our  economy  and  which  do  not  jeopardize  an  entire  way 
of  life  in  America. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  BY  THE  HON.   JAMES  E.  CLYBURN 
Member  of  Congress,   Sixth  District,  S.C. 
Ways  and  Means  Committee 
November  17,  1993 


Mr.  Chairman,  Members  of  the  Committee,  thank  you  for  the 
opportunity  to  appear  before  you  concerning  the  proposed  increase 
in  federal  excise  taxes  on  tobacco  products. 

I  speak  today  as  one  who  fully  supports  the  efforts  on  the  part 
of  the  Administration,  and  on  the  part  of  my  colleagues  in  the 
Congress  to  address  the  health  care  problems  of  our  nation.  I 
speak  especially  for  those  Americans  whose  income  levels  have 
denied  them  adeguate  health  care  and  whose  impoverished  living 
conditions  have  deprived  them  of  full  economic  opportunity. 

The  guestion  I  raise  with  you  today,  however,   is  this:  do  we 
solve  the  problems  caused  by  poverty  in  America  by  creating  more 
poverty? 

It  may  be  one  thing  to  look  at  this  proposal  in  terms  of 
corporate  giants  and  a  tobacco  industry  which  can  produce  sixty- 
five  billion  in  revenue  to  support  new  health  care  proposals.  It 
is  guite  another  thing  to  travel  the  back  roads  of  the  Sixth 
District  in  South  Carolina  and  see  the  families  who  are  dependent 
upon  tobacco  farming  to  eke  out  their  living. 

Tobacco  growing  is  one  of  the  last  outposts  of  family  farming 
in  our  part  of  the  country.     It  is  a  crop  which  can  be  grown 
profitably  on  small  acreage  by  people  who  live  on  the  land,  and  not 
by  syndicates  headguartered  in  the  cities  of  America.     Our  former 
Surgeon  General  C.   Everett  Koop  has  been  guoted  as  saying,  "Most 
tobacco  farmers  know  the  right  thing  and  the  smart  thing  to  do  is 
to  get  out  of  a  business  that  produces  disease,  disability  and 
death.  " 

To  Dr. Koop,  whose  work  I  have  respected  for  years,  I  have  two 
responses. 

One,  tobacco  farmers  should  be  asked  to  abandon  their  business 
only  as  we  ask  others  to  abandon  their  livelihood  in  operations 
such  as  the  liguor  business,  the  livestock  business,  the  firearms 
and  munitions  business,  the  business  of  producing  and  operating  the 
internal  combustion  engine,  and  all  the  other  activities  which  some 
may  feel  directly  or  indirectly  lead  to  disease,  disability  and 
death  in  our  nation  today.     The  tobacco  industry  is  being  singled 
out  unfairly  and  unreasonably.     The  burden  of  paying  for  America's 
poor  health  should  be  shared,  and  should  not  be  concentrated  on  an 
industry  which  can  least  afford  to  absorb  it. 

Second,  I  would  suggest  to  Dr.  Knoop  that  he  may  know  a  lot 
about  public  health,  but  he  doesn't  know  much  about  farming.     If  he 
thinks  farmers  can  change  crops  as  easily  as  city  dwellers  change 
flowers  in  their  window  planters,  he's  sadly  misinformed. 

Farmers  grow  tobacco  because  of  the  economics  of  it.     It's  a 
crop  which  produces  $800  to  $1,000  per  acre  net  profit.     That  means 
you  can  make  a  living  and  support  a  family  off  a  small  farm  year- 
round. 

If,  as  Dr.  Knoop  suggests,  you  can  change  crops,  the  small 
farmer  is  probably  out  of  business.     Corn,  for  example,  might  make 
$15  to  $20  per  acre,  meaning  that  it  would  take  thousands  of  acres 
to  generate  the  same  living  that  a  hundred  acres  could  do  with 
tobacco. 

So  the  issue  really  goes  beyond  public  health  or  taxation.  It 
goes  to  the  issue  of  fairness  and  eguity,  and  it  goes  to  the  core 
of  an  entire  way  of  life  in  our  part  of  the  country. 

These  have  not  been  easy  times  for  my  section  of  South 
Carolina.     Four  years  ago,  Hurricane  Hugo  ripped  apart  the  land  and 
the  homes  of  the  citizens  of  the  Sixth  District.  Priority 
attention  was  given  to  the  resorts  and  tourism  areas  along  the 
coast.     Inland,  up  the  back  roads  and  across  the  hundreds  of 
thousands  of  acres  of  countryside,  there  had  been  little  or  no 
recovery. 

Only  months  ago,  an  economic  hurricane  swept  across  the  same 
area.     With  the  decision  to  close  the  naval  shipyard  and  four 
military  installations  in  Charleston,  tens  of  thousands  of  jobs 
were  scheduled  for  termination,  many  of  them  held  by  citizens  who 
live  all  across  the  eastern  part  of  South  Carolina. 
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And  now  comes  a  piece  of  legislation  whose  economic  damage  is 
targeted  for  exactly  the  same  area. 

My  friends,   the  tobacco  farmers  of  South  Carolina  may  not  be 
numerous  in  comparison  with  workers  in  other  industries  across  the 
nation.     They  may  not  represent  what  might  be  considered  a 
powerful  lobby  in  the  halls  of  Congress.     They  number  only  in  the 
thousands,   and  their  success  or  failure  may  not  be  of  immediate 
concern  to  the  big  city,   large  state  interests  of  this  nation. 

But  I  can  tell  you  this.     Indifference  toward  the  plight  of 
the  small  farmers  and  the  small-town  merchants  is  what  has  filled 
this  nation's  inner  cities  with  desperate  people.     Destruction  of 
the  family  farmer  in  South  Carolina  may  be  only  a  blip  on  the 
computer  screen  of  the  Wall  Street  financier.     But  it  is  a  matter 
of  survival  for  an  entire  way  of  life  in  our  state. 

Tobacco  is  not  just  the  largest  cash  crop  in  South  Carolina; 
it  is  the  largest  by  far.     It  generates  almost  $200  million  per 
year;  after  that  it's  cotton  at  around  $80  million,  tomatoes  at 
around  $58  million,   and  peaches  at  around  $42  million.     Corn  and 
grains,  by  comparison,  only  generate  around  $60  million  between 
them.     You  can  see  that  you're  not  just  dealing  with  a  segment  of 
our  farm  economy,   you're  dealing  with  a  huge  component  of  it. 

So  please  do  not  address  this  piece  of  legislation  with  any 
kind  of  misunderstanding  about  its  impact.     It  would  be  utterly 
devastating  to  the  economy  of  a  state  which  has  already  been 
devastated  in  recent  months  and  years.     In  my  district,  where 
poverty  is  no  stranger,   it  would  only  deepen  the  wounds  which  have 
been  there  for  generations. 

To  those  of  you  struggling  with  the  enormous  job  of  trying  to 
find  a  financing  plan  for  health  care  reform  in  our  nation,   I  offer 
my  full  understanding  and  support.     I  come  to  you  today  not  as  a 
special  interest  representing  a  narrowly-focused  constituency.  I 
come  to  you  as  a  colleague  pleading  for  fairness,  and  pleading  for 
the  kind  of  judgment  which  would  suggest  that  in  trying  to  solve 
one  problem,   you  may  be  creating  far  bigger  ones  down  the  road. 

Addressing  the  issues  created  by  poverty  in  America  is  a 
laudable  and  encouraging  outcome  of  this  administration  and  its 
Congressional  leadership.     I  am  pleased  to  associate  myself  with 
that  effort. 

But  creating  new  poverty  in  the  process  of  solving  the 
problems  of  poverty  is  a  self-defeating  exercise  which  will  have 
exactly  the  opposite  effect.     Let  this  be  a  time  when  we  recognize 
the  value  of  family  life,  the  value  of  small  town  and  rural 
America,  and  the  value  of  a  society  which  exists  far  from  the 
inner  cities  of  this  nation. 

Please  join  me  in  finding  alternative  means  of  financing 
health  care  reform,  alternatives  which  do  not  unfairly  single  out  a 
single  segment  of  our  economy,   and  which  do  not  jeopardize  an 
entire  way  of  life  in  America. 

Thank  you.^ 
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Mr.  Rangel.  Thank  you. 
Mr.  Rogers. 

STATEMENT  OF  HON.  HAROLD  ROGERS,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  KENTUCKY 

Mr.  Rogers.  Mr.  Chairman,  thank  you.  I  appreciate  the  oppor- 
tunity to  testify  today  on  behalf  of  the  thousands  of  hard-working 
families  in  Kentucky  who  grow  tobacco. 

Mr.  Chairman,  of  course  the  reason  that  you  are  here  is  to  dis- 
cuss the  merits  of  the  President's  plan  to  finance  the  health  care 
reform  system.  I  am  here  to  discuss  the  merits  of  the  President's 
plan  to  impose  these  new  and  massive  tax  increases  on  tobacco, 
massive  tax  increases  that  we  contend  have  less  to  do  with  provid- 
ing health  care,  Mr.  Chairman,  and  more  to  do  with  killing  the  to- 
bacco industry  and  punishing  the  consumers  of  tobacco  products. 

Let's  just  be  frank  about  it.  That  is  the  intent  of  the  proposal. 

Over  a  5-year  period  the  President's  plan  hopes  to  raise  $65  bil- 
lion from  tobacco  to  help  finance  his  health  care  plan.  To  get  there, 
he  has  called  for  raising  the  tax  on  cigarettes  by  75  cents  a  pack, 
an  increase  of  312  percent.  It  doesn't  stop  there.  It  goes  much, 
much  further^ 

When  you  want  to  see  the  intent  of  this  tax  proposal  on  tobacco, 
look  at  the  increases  on  the  smokeless  tobacco  products.  Here  is 
where  you  see  the  real  intent.  It  is  not  to  raise  money.  It  is  to  pro- 
hibit the  use  of  these  products. 

There  will  be  a  3,900  percent  increase  on  snuff,  1,800  percent  on 
pipe  tobacco,  109  percent  increase  on  cigars,  and  10,000  percent  in- 
crease on  chewing  tobacco. 

Can  you  really  halfway  believe  that  they  are  talking  about  rais- 
ing revenue?  Those  are  prohibitory  taxes.  Those  are  confiscatory 
taxes  and  clearly  should  not  be  followed. 

These  clearly  are  not  reasonable  proposals  to  help  pay  for  health 
care  reform.  No,  Mr.  Chairman,  this  is  about  killing  an  industry 
and  a  critical  source  of  family  income  in  our  rural  communities. 
That  is  part  one  of  what  is  at  work  here. 

But  there  is  another  equally  dangerous  precedent  being  set,  Mr. 
Chairman.  In  my  view,  the  President  and  his  advisors  are  using 
the  Tax  Code  as  a  hammer  to  squash  a  legal  lifestyle  choice.  You 
know,  Mr.  Chairman,  there  was  one  tea  party  about  this  very  type 
of  thing  some  time  back. 

I  have  to  ask,  Mr.  Chairman,  is  this  a  proper  way  to  use  the  Tax 
Code  to  punish  a  personal  choice  that  every  individual  in  this  coun- 
try possesses  under  our  Constitution?  Is  it  the  role  of  this  commit- 
tee, Mr.  Chairman,  or  this  Congress  or  this  government  to  put  the 
IRS  in  charge  of  making  lifestyle  choices  for  the  people  of  this 
country? 

I  don't  think  so.  I  don't  think  the  members  of  this  committee 
down  deep  feel  at  all  that  that  should  be  the  prerogative  of  the  gov- 
ernment. So  what  if  the  President  is  successful,  Mr.  Chairman, 
what  would  these  massive  tax  increases  mean  to  Kentucky? 

You  have  heard  from  North  and  South  Carolina,  and  the  thou- 
sands of  families  who  grow  tobacco,  process  tobacco,  and  sell  to- 
bacco in  our  State?  Plain  and  simple.  Ditto.  Economic  disaster  for 
a  whole  State. 
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The  tobacco,  Mr.  Chairman,  isn't  just  a  small  cottage  industry 
that  the  people  of  Kentucky  keep  alive  as  a  way  of  honoring  our 
heritage,  although  it  is  a  part  of  the  heritage.  Drive  through  any 
community  in  my  part  of  Kentucky,  indeed  the  whole  State,  you 
will  find  the  roads,  schools,  homes,  businesses  that  were  built  be- 
cause of  dollars  derived  from  tobacco. 

I  can't  overstate  the  importance  of  tobacco  to  my  district  and  the 
State's  economy  as  a  whole.  Kentucky  is  the  world's  largest  pro- 
ducer of  burley  tobacco.  It  is  grown  on  119  of  the  120  counties — 
only  1  county  does  not  produce  tobacco.  It  is  Kentucky's  number 
one  cash  crop  worth  nearly  $1  billion  a  year. 

Every  dollar  from  tobacco  sales  rolls  over  3V2  times  in  our  com- 
munities. Tobacco  pays  important  bills  in  Kentucky,  pays  for  our 
mortgages,  puts  food  on  the  table,  clothes  in  the  closets,  puts  com- 
puters in  the  classroom  and  allows  families  to  send  their  kids  to 
college,  among  other  things. 

The  tax  hikes  proposed  by  the  President  would  cut  Kentucky  to- 
bacco production  by  an  estimated  15  percent,  cutting  jobs  and  fam- 
ily incomes  for  small  farmers,  suppliers,  product  manufacturing 
workers,  distributors,  retailers,  and  many  other  small  businesses. 
Hardest  hit  would  not  be  the  big  cigarette  companies  the  White 
House  vilifies,  but  small  family  farmers,  those  people  who  for  gen- 
erations have  managed  their  tobacco  plot  to  assure  they  have 
enough  income  to  afford  lives  basic  necessitates. 

These  people  are  not  getting  rich,  Mr.  Chairman,  far  from  it. 
They  are  working  hard  to  make  ends  meet.  No  alternative  crop  is 
going  to  replace  tobacco. 

I  have  one  final  objection  to  the  tobacco  taxes  contained  in  the 
President's  plan.  They  are  immediate.  In  other  words,  health  care 
today  means  lost  jobs  tomorrow.  That  is  not  my  definition  of  health 
care  reform. 

Our  task  is  to  provide  universal  health  care  coverage  for  all 
Americans,  not  kill  an  industry  that  employs  thousands  of  Amer- 
ican workers  and  the  ambitions  of  thousands  of  families. 

As  this  committee  works  to  fund  a  health  care  reform  plan  for 
the  whole  country,  all  300  million  of  us,  I  would  urge  you  to  make 
sure  that  any  sacrifices  that  are  required  are  shared  by  all  of  us, 
not  just  one  small  segment  of  our  society  that  is  among  the  poorest 
among  us. 

I  would  like  to  thank  the  chairman  for  this  opportunity  to  testify. 
I  hope  to  answer  any  questions  that  you  may  have.  Thank  you,  Mr. 
Chairman. 

[The  prepared  statement  follows:] 
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Testimony  of  the  Honorable  Harold  Rogers 
Before  the  Committee  on  Ways  and  Means 
November  18,  1993 


Good  Morning.  Mr.  Chairman,  I  appreciate  the  opportunity  to  address 
this  Committee  today  on  behalf  of  the  thousands  of  hardworking  families  in  my 
home  state  of  Kentucky  who  stand  to  lose  their  livelihoods  from  the  drastic 
tobacco  tax  increases  proposed  by  the  Administration. 

I  don't  need  to  tell  the  Committee  how  unfair  it  is  to  place  the  burden 
of  financing  health  care  for  all  Americans  on  the  backs  of  small  family  , 
farmers.      Let  us  make  no  mistake  Mr.  Chairman,  the  Administration's  cure  for 
the  nation's  health  care  system  will  mean  the  death  of  the  nation's  tobacco 
industry. 

Members  of  the  Committee,  I  come  before  you  today  to  put  a  human  face  on 
this  proposed  75  cent  tax  increase  on  cigarettes.    That  face  is  the  face  of 
the  67,000  families  in  Kentucky  for  whom  tobacco  pays  the  mortgage,  educates 
the  children,  and  puts  food  on  the  table.  To  these  hard-working  Kentuckians 
who  have  farmed  the  land  for  generations,  this  punitive  tax  is  an  undeserved 
attack. 

I  cannot  underestimate  the  importance  of  tobacco  to  my  state's  economy. 
Kentucky  is  the  world's  largest  producer  of  hurley  tobacco.    Tobacco  is.  grown 
in  119  of  our  120  counties  and  employs  l  out  of  every  9  Kentuckians  --  over  6% 
of  the  state 1 s  workforce . 

This  tax  hike  would  cut  Kentucky  tobacco  production  by  15  percent.    As  a 
result,  the  state  would  lose  almost  $7  million  in  tax  revenues  --  funds  that 
would  have  been  used  for  education,  infrastructure,  and  social  service 
programs . 

For  small  communities  throughout  Kentucky,  the  economic  effect  would 
resonate  throughout  the  rural  areas.    Tobacco  dollars  roll  over  3  1/2  times  in 
our  communities.    This  proposed  tax  will  have  a  ripple  effect  hurting  grocery 
stores,  equipment  suppliers,  and  many  other  businesses. 

For  generations,  the  annual  tobacco  crop  has  paid  the  bills.     It  is 
this  crop  that  year  in  and  year  out  has  fed  and  clothed  many  families  and 
allowed  them  to  make  ends  meet.     The  years  have  seen  some  very  rocky  roads  for 
many  in  my  district,  but  tobacco  has  always  helped  to  smooth  the  ride.     It  is 
not  just  our  number  one  cash  crop,  but  a  major  part  of  the  Kentucky  economy. 

As  Kentuckians  lose  their  jobs  and  state  revenues  decline,  I  must  ask 
what  will  the  future  bring  for  my  state?    Tobacco  is  integrally  woven  into  the 
Kentucky  economy.     It  has  supplied  much  needed  jobs,  contributed  to  the 
establishment  of  churches  and  schools,  and  brought  needed  roads  and 
infrastructure  to  rural  and  isolated  areas. 

It  is  important  to  note  that  this  tax  hike  will  not  be  phased  in 
gradually.  Its  devastating  effects  will  be  immediate.    Job  loss  and  economic 
decline  will  be  felt  instantly  as  family  farmers  and  small  communities  attempt 
to  absorb  this  burden. 

Mr.  Chairman,  all  Americans  are  being  asked  to  sacrifice  in  order  to 
reform  the  nation's  health  care  system.    However,  no  group  other  than  tobacco 
farmers  is  being  asked  to  make  the  ultimate  sacrifice- -their  livelihoods. 

Increased  taxation  on  the  tobacco  industry  would  accomplish  nothing  but 
to  drive  our  tobacco  farmers  out  of  business .    This  is  a  proposal  that  is  bad 
for  Kentucky  and  the  nation. 

I  would  like  to  thank  the  Chairman  for  the  opportunity  to  testify  before 
this  Committee  today.     I  will  be  happy  to  answer  any  questions  that  Members 
may  have. 
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Mr.  Rangel.  I  want  to  thank  all  three  of  my  friends  and  Mem- 
bers for  your  eloquent  testimony.  It  certainly  will  be  considered 
highly  in  the  determinations  of  this  committee.  Are  there  any 
Members  seeking  to  inquire? 

Mr.  Sundquist. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman.  I  would  like  to  thank 
my  colleagues  for  testifying  today.  I  have  three  or  four  questions 
and  to  the  extent  my  time  allows  I  will  continue. 

What  I  understand  all  three  of  you  to  be  saying  is,  first  of  all, 
we  are  dealing  with  more  than  just  a  tax  increase.  We  are  talking 
about  the  destruction  of  a  lifestyle. 

Mr.  Rogers.  Yes. 

Mr.  Sundquist.  I  don't  know  if  you  all  in  your  districts  have  this 
problem,  but  I  see  rural  farmers  and  families  who  have  used  the 
income  from  their  tobacco  patch  to  put  their  kids  through  college 
who  wouldn't  go  to  college  any  other  way,  pickup  trucks  purchased, 
house  payments  made  on  farms  that  are  not  making  it. 

Do  you  all  have  that  same  experience? 

Mr.  Rogers.  Absolutely.  And,  Mr.  Sundquist,  not  only  is  it  the 
destruction  of  what  you  might  call  the  lifestyle  of  the  families  that 
grow  tobacco,  but  what  I  also  wanted  to  make  a  point  of  is  I  don't 
think  it  is  the  prerogative  of  the  government  to  tell  an  individual 
out  in  this  country  whether  or  not  they  should  smoke  or  not. 

That  is  their  decision.  It  may  not  be  good  for  you,  but  that  is 
their  decision  and  you  should  not  use  the  Tax  Code,  as  you  would 
be  if  this  proposal  is  followed,  to  tell  Americans  what  they  should 
or  should  not  do  with  their  own  life  with  something  that  is  legal. 

You  may  want  to  preach  at  them  and  that  is  fine.  But  do  not 
pass  a  tax  that  makes  it  prohibitive  for  them  to  use  a  product. 

Mr.  Sundquist.  The  other  point  I  heard  somebody  make  is  in 
terms  of  it  being  bad  tax  policy  to  build  an  income  stream  on  an 
income  stream  that  will  be  destroyed,  and  we  saw  what  happened 
to  the  boat  industry  in  the  tax  bill.  Now  we  have  had  to  go  back 
and  correct  that.  But  you  don't  have  any  doubt  at  all,  do  you,  that 
if  this  goes  in,  10,000  percent,  3,000  percent,  300  percent,  that  it 
will  put  a  lot  of  people  out  of  business,  the  kind  of  people  we  are 
talking  about  and  won't  raise  the  revenue? 

Mr.  Lancaster.  Mr.  Sundquist,  first  of  all,  let  me  comment  on 
your  first  question  and  then  on  the  second. 

I  think  what  perhaps  is  difficult  for  a  Member  like  Mr.  Hoagland 
to  understand,  who  comes  from  Nebraska  where  the  farms  are 
thousands  of  acres,  is  that  in  North  and  South  Carolina  and  Geor- 
gia and  Kentucky  these  tobacco  farms  are  very  small  acreage. 
There  is  no  amount  of  diversification  in  the  world  that  will  replace 
tobacco  for  the  farmer  who  owns  his  plot  of  land  and  now  makes 
a  living  for  his  family  on  200  acres  or  less;  in  fact  in  the  burley 
farms  the  farms  are  smaller,  with  the  allotment  being  sometimes 
less  than  an  acre,  and  in  North  Carolina  are  allotments  less  than 
5  acres.  There  is  no  way  they  will  make  a  living  on  any  other  crop 
that  can  be  diversified  into. 

So  to  say  that  by  whatever  we  want  to  spend  that  we  can  allow 
these  family  farmers  to  continue  to  be  family  farmers  is  ludicrous. 
It  is  not  going  to  happen. 
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But  on  your  second  question,  the  President's  own  proposal 
projects  declining  revenues  from  this  tax  source  in  every  year.  So, 
yes,  it  is  correct  that  if  you  start  down  this  slippery  slope  you  are 
very  soon  going  to  be  right  back  in  this  committee  trying  to  find 
another  tax  source  to  replace  it,  because  you  start  out  with  an  as- 
sumption that  you  are  going  to  have  a  declining  revenue  base,  but 
an  increasing  need.  So  it  really  is  outrageous  that  we  would  even 
start  down  that  road. 

Mr.  Sundquist.  In  my  time  remaining,  Mr.  Clyburn,  I  want  to 
put  into  the  record  something  else  concerning  this,  an  article, 
"Consumer  Excise  Taxes  on  Rural  Americans." 

I  was  impressed  by  my  colleague  from  South  Carolina  talking 
about  how  we  punish  rural  communities.  What  this  does,  and  it 
just  lists  a  couple  ways  that  consumer  excise  taxes  place  a  greater 
burden  on  rural  taxpayers  than  on  urban  counterparts  and  it  talks 
about  taxes  being  52  percent  higher  on  gasoline  and  motor  fuel,  4 
percent  higher  on  tobacco  products,  26  higher  on  utilities,  19  per- 
cent higher  on  insurance,  8  percent  higher  on  all  other  excises. 

The  gentleman  from  South  Carolina  and  I  thought  it  bears  re- 
peating— we  wouldn't  have  the  problems  in  the  big  city  if  people 
could  remain  in  their  counties  and  have  a  job  and  earn  a  living. 
So  that  is  what  we  are  talking  about,  Mr.  Chairman.  We  are  talk- 
ing about  real  people  being  hurt  and  really  seriously. 

Mr.  Rangel.  Do  you  want  to  ask  for  more  time? 

Mr.  Sundquist.  I  would  ask  unanimous  consent  to  put  this  in 
the  record. 

Mr.  Rangel.  Without  objection. 

[The  information  follows:] 
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Consumer  Excise  Taxes  and  Rural  Americans 


Consumer  excise  taxes  place  a  greater  burden  on  rural  taxpayers  than  on  their  urban 
counterparts.  Many  low-  and  middle-income  families  reside  in  rural  areas.  These  rural 
households  had  $23,841  in  annual  earnings  in  1989,  compared  to  $32,478  for  urban 
households. 

A  study  commissioned  by  the  American  Agriculture  Movement  study  found  that  during  the 
1980s  the  situation  for  rural  Americans  worsened.  On  average,  in  1989,  rural  households  had 
a  34  percent  greater  consumer  excise  tax  burden  compared  to  urban  Americans,  up  by  more 
than  10  percent  from  1984. 

When  specific  items  were  examined,  the  study  found  that  rural  families,  including  farmers, 
have  an  excise  burden  that  is: 

•  52  percent  higher  on  gasoline  and  motor  fuel; 

•  44  percent  higher  on  tobacco  products; 

•  26  percent  higher  on  utilities; 

•  19  percent  higher  on  insurance;  and 

•  8  percent  higher  on  all  other  excises. 


As  the  nation's  farmers  and  rural  families  struggle  to  survive,  higher  consumer  excise  taxes 
place  a  greater  burden  on  the  backs  of  those  least  able  to  afford  it. 
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Mr.  Rangel.  Mr.  Andrews. 

Mr.  Andrews.  Thank  you  Mr.  Chairman. 

Mr.  Lancaster  spoke  of  a  study  that  showed  enormous  job  loss. 
At  this  point  in  the  record  I  would  ask  the  chairman's  consent  to 
introduce  a  review  of  that  study  done  by  Price  Waterhouse  that 
analyzes  the  Tobacco  Institute  figures  that  form  the  basis  of  the 
study  that  Mr.  Lancaster  mentioned  in  his  testimony. 

So  with  the  Chairman's  permission,  I  would  like  to  ask  that  this 
be  inserted  into  the  record  at  this  point  in  the  testimony. 

Mr.  Rangel.  Without  objection. 

[The  information  follows:] 


203 


Tobacco  Industry  Employment: 

A  Review 
of 

The  Price  Waterhouse 
Economic  Impact  Report 
and 

Tobacco  Institute 
Estimates  of  "Economic 
Losses  from  Increasing 
the  Federal  Excise  Tax" 


Prepared  by 
Arthur  Andersen  Economic  Consulting 
633  West  Fifth  Street 
Los  Angeles,  California  90071 


October  6th,  1993 


(D 


Akthu*  Akdhuen  *  Co.  SC 


Arthur  Andersen  Economic  Consulting 


204 


TABLE  OF  CONTENTS 


I.  INTRODUCTION 
E.      MAJOR  FINDINGS 


The  PW  Report's  estimates  of  the  number  of  jobs  dependent 
on  tobacco,  on  which  the  TI  estimates  rely,  are  flawed  and 
significantly  overstate  the  tobacco  industry's  economic 
importance 

1 .  The  PW  Report  relied  on  methods  and  assumptions 
that  create  false  and  misleading  results 

a)  Retail  and  supplier  jobs 

b)  The  "multiplier"  or  "expenditure  induced"  sector 

2.  The  PW  Report  fails  to  take  into  account  the 
negative  economic  impacts  of  the  tobacco  industry 

The  Tobacco  Institute's  estimates  of  tax-induced 
job  loss  are  unsound  and  exaggerated 


1. 


The  TI  job  loss  estimates  are  flawed  because 
they  falsely  assume  that  money  spent  on  taxes 
and/or  not  spent  on  cigarettes  will  disappear  from 
economy 

The  TI  Estimates  fail  to  take  into  account 
pre-existing  employment  trends  in  the  tobacco  industry 

The  TI  Estimates  implicitly  assume  an  implausible 
relationship  between  the  price  and  demand  for 
tobacco  products  that  significantly  inflates  job  loss 
estimates  in  response  to  large  price  increases 

The  TI  Estimates  further  exaggerate  job  loss  by 
failing  to  take  into  account  other  significant  factors, 
such  as  rising  tobacco  exports  and  major  price 
reductions  in  premium  brands 

a)  Exports 

b)  Price  discounting 


m.  CONCLUSION 
IV.  SOURCES 


205 


I.  INTRODUCTION 

Arthur  Andersen  Economic  Consulting  has  reviewed  the  1992  Price  Waterhouse  report  entitled 
"The  Economic  Impact  of  the  Tobacco  Industry  in  the  United  States"  (PW  Report,  the  Report) 
and  a  series  of  follow-on  documents,  prepared  by  the  Tobacco  Institute  entitled  "Economic 
Losses  From  Increasing  the  Federal  Excise  Tax"  (TI  Estimates).  The  TI  Estimates  are  a  series 
of  related  documents,  corresponding  to  individual  states  and  different  levels  of  tax  increase. 

Price  Waterhouse  purports  to  measure  the  economic  effect  of  the  tobacco  industry  on  the  U.S. 
economy.  The  Tobacco  Institute  documents  purport  to  measure  the  effect  of  a  tobacco  tax 
increase  on  jobs  in  the  U.S.  economy.  Price  Waterhouse  does  not  calculate  the  economic  impact 
of  increasing  the  federal  excise  tax  or  the  impact  of  the  tax  on  jobs  in  the  U.S.  economy.  The 
estimates  of  the  impact  of  increasing  the  federal  excise  tax  on  jobs  are  the  work  of  the  Tobacco 
Institute. 

The  PW  Report  concludes  that  2.3  million  Americans  owe  their  jobs  to  the  tobacco  industry;  the 
TI  Estimates  assert  that  a  $2-per-pack  tax  increase  would  cause  a  total  of  776,000  Americans 
to  lose  their  jobs.1  The  Tobacco  Institute  argument  seems  to  be  that  tobacco  tax  increases  and 
other  actions  that  would  discourage  tobacco  use  should  be  avoided  to  protect  tobacco  industry- 
related  employment. 

Our  analysis  concludes  that  both  the  employment  and  job  loss  figures  are  grossly  inflated. 


H.      MAJOR  FINDINGS 

There  are  serious  methodological  problems  and  errors  of  omission  (one-sided  analyses  likely  to 
lead  to  misinterpretation)  in  both  the  PW  Report  and  the  TI  Estimates.  These  problems  lead  to 
exaggerated  estimates  of  both  the  number  of  jobs  dependent  on  the  tobacco  industry  and  of  the 
impact  on  jobs  of  increasing  the  federal  excise  tax.  In  the  end,  the  methodological  errors  and 
omissions  of  the  PW  Report  and  the  TI  Estimates  undermine  the  reliability  of  their  conclusions. 


1  Warner  (1987)  has  pointed  out  that  the  Chase/Price 
Waterhouse/Tobacco  Institute  employment  and  job  loss  estimates 
erroneously  neglect  employment  generated  in  the  mortuary  sector  and 
in  various  medical  specialties,  e.g.  oncology,  cardiology  and 
inhalation  therapy.  Tobacco  is  estimated  by  the  federal  government 
to  cause  419,000  premature  deaths  per  year  by  an  average  of  15 
years,  and  to  cost  tens  of  billions  per  year  in  direct  health  care 
costs  alone.  Under  the  methodology  of  the  PW  Report  and  TI 
Estimates,  costs  associated  with  the  death  and  disease  caused  by 
tobacco  should  be  counted  as  economic  "benefits"  attributable  to 
the  tobacco  industry. 
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A.  THE  PW  REPORT'S  ESTIMATES  OF  THE  NUMBER  OF  JOBS  DEPENDENT  ON 
TOBACCO,  ON  WHICH  THE  TI  ESTIMATES  RELY,  ARE  FLAWED  AND 
SIGNIFICANTLY  OVERSTATE  THE  TOBACCO  INDUSTRY'S  ECONOMIC 
IMPORTANCE 


1.       The  PW  Report  relies  on  methods  and  assumptions  that  create  false  and 
misleading  results 

The  methods  and  assumptions  used  to  produce  the  numerical  estimates  in  the  PW  Report  borrow 
heavily  from  accountants'  techniques  for  cost  allocations.  The  accounting  profession  is  aware 
of  the  limitations  of  such  methods.  While  the  use  of  these  techniques  is  necessary  in  certain 
situations,  they  cannot  be  used  to  estimate  accurately  the  number  of  jobs  dependent  upon 
tobacco. 

Analysis  of  the  PW  Report  reveals  that  only  259,616  jobs  are  actually  claimed  to  exist  in  the 
tobacco  growing,  tobacco  manufacturing,  tobacco  auction  warehousing  and  tobacco  wholesaling 
businesses.  That  is  only  11  percent  of  the  widely  publicized  total  of  2.3  million  jobs.  The  rest 
of  the  jobs  claimed  to  be  dependent  on  tobacco  fall  into  two  categories: 

(a)  Retail  and  supplier  jobs.  PW's  attributes  a  total  of  431,635  jobs  from  the  retail 
(166,791)  and  supplier  (254,944)  sectors  to  the  tobacco  industry.  When  these  jobs  are 
added  to  the  259,616  jobs  which  PW  says  exist  in  the  tobacco  growing,  tobacco 
manufacturing,  tobacco  warehousing  and  tobacco  wholesaling  sector,  the  total  is  68 1 ,35 1 . 

However,  not  all  of  the  retail  and  supplier  jobs  are  dependent  on  tobacco.  Retail  jobs 
consist  primarily  of  sales  clerks  and  other  employees  of  retail  outlets  that  sell  tobacco 
products;  supplier  jobs  consist  of  employees  of  companies  that  provide  any  supplies  to 
any  component  of  the  tobacco  industry.  Relatively  few  of  these  jobs  are  devoted  to 
tobacco  on  a  full-time  basis.  Price  Waterhouse  has  used  the  principles  of  cost  accounting 
to  "attribute"  jobs  in  this  category  on  the  assumption  that  if,  for  example,  100  workers 
each  derive  1  percent  of  their  income  from  the  tobacco  industry,  that  is  the  equivalent 
of  1  full-time  job  "attributable"  to  the  industry. 

Jobs  may  be  tied  to  the  tobacco  industry  in  this  way  only  in  a  narrow  and  technical 
sense.  It  cannot  accurately  be  concluded  that  a  job  in  which  only  a  small  percentage  of 
time  is  devoted  to  tobacco,  and  from  which  only  a  small  percentage  of  income  is  derived 
from  tobacco,  is  actually  dependent  upon  the  industry  for  existence  in  any  real  sense. 

(b)  The  "multiplier"  or  "expenditure  induced"  sector.  PW's  use  of  a  "multiplier"  to 
estimate  the  "ripple  effects"  of  tobacco  industry  spending  on  other  sectors  of  the 
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economy  lies  at  the  heart  of  the  PW  report,  for  it  explains  in  large  measure  how  such 
massive  and  unrealistic  estimates  were  produced.  Even  if  all  of  PW's  other  calculations 
were  accurate,  as  was  noted  above,  there  would  be  a  total  of  only  681,351  jobs 
dependent  on  tobacco.  PW  then  applies  a  "multiplier"  of  2.35  to  the  681,351  number 
to  attribute  to  the  tobacco  industry  an  additional  1.6  million  jobs  that  are  not  in  the 
tobacco  industry,  do  not  supply  or  serve  the  tobacco  industry,  and  do  not  relate  to 
tobacco  in  any  other  way.  The  "multiplier"  attributed  jobs  are  based  on  a  formula  which 
assumes  that  the  money  each  person  who  works  in  the  tobacco  industry  will  generate 
2.35  additional  jobs  elsewhere  in  the  economy. 

Such  a  multiplier  may  be  useful  for  estimating  the  effect  that  any  economic  activity  has 
in  stimulating  additional  economic  activity,  but  not  for  estimating  the  number  of  jobs 
which  are  dependent  on  continued  tobacco  spending.  Jobs  "attributed"  to  the  tobacco 
industry  by  use  of  this  multiplier  -  more  than  two-thirds  of  the  entire  2.3  million  claimed 
~  should  not  be  confused  with  jobs  actually  determined  to  be  dependent  on  the  tobacco 
industry  for  existence.  In  particular,  these  estimates  provide  no  basis  by  themselves  for 
predicting  how  many  jobs  would  be  lost  by  a  reduction  in  tobacco  spending. 

The  full  extent  to  which  these  attribution  methods  inflate  employment  estimates  is  illustrated  by 
the  fact  that  the  PW  Report  attributes  to  the  tobacco  industry  a  total  number  of  manufacturing 
sector  employees  from  non-tobacco  sectors  of  the  economy  (508,901)  that  is  10  times  greater 
than  the  50,527  employees  the  same  report  shows  to  be  actually  engaged  in  manufacturing 
tobacco  products.  This  number  of  employees  exceeds  75  percent  of  all  production  workers  in 
the  motor  vehicles  and  related  equipment  sector  (SIC  371),  and  is  roughly  equal  to  all  iron,  steel 
and  nonferrous  metals  production  workers  (SIC  33)  in  the  United  States. 

Similarly,  not  only  does  the  PW  Report  attribute  to  the  tobacco  industry  a  number  of  mining  and 
construction  jobs,  it  attributes  161,601  mining  and  construction  jobs  to  the  tobacco  industry. 
This  is  approximately  equal  to  the  entire  employment  of  the  coal  mining  industry. 

Jobs  attributed  to  the  tobacco  industry  by  use  of  these  techniques  are  not  necessarily  dependent 
on  tobacco  for  a  variety  of  reasons.  Fundamentally,  a  wide  variety  of  offsetting  adjustments  are 
likely  to  take  place  in  the  economy  that  are  ignored  by  the  PW  Report.  Money  now  being  spent 
on  tobacco  would  not  disappear  if  demand  for  tobacco  were  to  fall,  as  the  PW  Report  implicitly 
assumes.  It  would  be  redirected  to  other  goods  and  services,  generating  comparable 
employment,  much  of  which  would  be  in  the  supplier,  retail  and  "multiplier"  sectors.  (This 
point  is  discussed  in  greater  detail  in  Section  B  below.)  A  wide  variety  of  other  adjustments  are 
possible,  including  the  adjustment  of  profit  margins  and  product  mixes  by  manufacturers, 
wholesalers  and  retailers,  reliance  on  attrition  rather  than  layoffs  to  reduce  labor  forces  in  some 
tobacco-related  businesses,  etc. 
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The  cumulative  effect  of  PW's  methods  of  attributing  jobs  to  the  tobacco  industry  is  to  produce 
patently  unreliable  results.  Numbers  produced  by  PW  in  this  way  are  more  likely  to  mislead 
an  untrained  reader  into  drawing  false  conclusions  about  the  magnitude  of  the  tobacco  industry's 
contribution  to  the  economy  than  to  provide  useful  information  to  policymakers  or  the  media. 

2.       The  PW  Report  fails  to  take  into  account  the  negative  economic  impacts  of  the 
tobacco  industry 

The  PW  Report  and  TI  Estimates  ignore  the  severe  hardships  tobacco  use  imposes  on  the 
economy.  Failure  to  acknowledge  this  or  to  make  any  attempt  to  balance  the  costs  and  benefits 
of  reducing  tobacco  use  adds  to  the  bias  and  unreliability  of  the  PW  Report  and  TI  Estimates. 

While  an  independent  assessment  of  the  cost  of  smoking  is  beyond  the  scope  of  this  analysis, 
the  most  recent  U.S.  government  estimate  places  the  health  care  and  lost  productivity  costs  of 
smoking  for  1990  at  $68  billion,  or  $2.59  per  pack  of  cigarettes  sold.2  This  suggests  that 
reducing  tobacco  use  would  be  likely  to  bring  about  significant  economic  and  health  benefits. 


B.       THE  TOBACCO  INSTITUTE'S  ESTIMATES  OF  TAX-INDUCED  JOB  LOSS  ARE 
UNSOUND  AND  EXAGGERATED 

By  beginning  with  the  Price  Waterhouse  estimates  of  the  economic  impact  of  the  tobacco 
industry  on  employment,  the  TI  Estimates  inherit  the  serious  flaws  in  the  PW  Report  and  then 
compound  them  by  making  additional  unwarranted  assumptions.  The  resulting  estimates  are 
remarkable  both  for  the  magnitude  of  the  predicted  job  and  revenue  losses  and  for  the 
willingness  of  the  Tobacco  Institute  to  promulgate  such  numbers  unsupported  by  any  discussion 
of  the  methods  used  to  produce  them.  The  TI  estimates  are  grossly  exaggerated,  and  cannot  be 
supported  by  any  generally  accepted  economic  methods. 


1.       The  TI  job  loss  Estimates  are  flawed  because  thev  falsely  assume  that  money 
spent  on  taxes  and/or  noT  spent  on  cigarettes  will  disappear  from  the  economy 

One  of  the  ways  that  the  TI  Estimates  exaggerate  the  impact  of  a  tobacco  tax  increase  on  jobs 
is  by  assuming  that  money  consumers  now  spend  on  cigarettes  will  disappear  from  the  economy, 
along  with  jobs  and  taxes,  if  smoking  rates  decline. 


2  Herdman,  R.H.,  Hewitt,  M  and  Laschober,  M.  ,  "Smoking  Related 
Deaths  and  Financial  Costs:  Office  of  Technology  Assessment 
Estimates  for  1990,"  Office  of  Technology  Assessment,  Washington, 
D.C.,  1993. 
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This  assumption  is  false:  money  not  spent  on  tobacco  will  not  disappear;  it  will  be  redirected 
to  other  sectors  of  the  economy.  Money  spent  on  tobacco  taxes  also  will  not  disappear;  it  will 
be  returned  to  the  economy  through  public  sector  spending  on  health  care  and  other  designated 
uses.  This  methodological  flaw  alone  undermines  the  reliability  of  the  Tobacco  Institute's 
estimates. 

The  tobacco  industry  is  aware  of  this  point.  The  industry's  own  analysts,  in  the  1985  Chase 
Econometrics  report,  on  which  the  PW  Report  and  TI  Estimates  are  based,  noted  that,  in  the 
event  of  a  reduction  on  spending  in  tobacco,  consumer  spending  would  be  reallocated  to  other 
sectors  of  the  economy,  and  that  "this  reallocated  spending  would  generate  additional  business 
opportunities  in  other  sectors  of  the  economy  along  with  the  associated  employment  and 
incomes."  Therefore,  Chase  Econometrics  indicated  that  even  if  tobacco  spending  decreased, 
"except  for  transitional  problems  and  differential  industry  levels  of  productivity,  the  aggregate 
economic  results  would  be  substantially  the  same."3 

If  the  Tobacco  Institute  had  taken  this  basic  economic  reality  into  consideration  in  its  estimates, 
it  would  have  shown  that  the  economy  would  respond  to  lower  domestic  consumption  in  several 
ways. 

*  Consumer  spending  on  tobacco  products  would  not  disappear,  but  would  be  redirected 
to  non-tobacco  goods  and  services,  creating  employment  and  tax  benefits  in  non-tobacco 
sectors.  No  evidence  has  been  presented  that  the  net  effect  on  jobs  nationwide  would  be 
negative. 

*  Under  current  proposals,  additional  tax  revenue  from  higher  tobacco  taxes  also  would 
not  disappear  from  the  economy,  but  would  be  redirected  into  the  health  care  system  and 
to  other  uses  directed  by  Congress,  creating  employment  and  other  benefits  in  those 
sectors. 

*  Non-tobacco  industry  employees  whose  jobs  PW  "attributes"  to  tobacco  as  the  result  of 
the  application  of  a  "multiplier"  may  not  find  their  jobs  affected  at  all  as  long  as  overall 
economic  spending  does  not  decrease.  The  same  may  be  true  for  many  in  PW's  retail 
and  supplier  sectors. 

*  Affected  tobacco  industry  workers  would  not  remain  permanently  unemployed,  but  would 
obtain  alternate  employment  in  other  fields.  This  is  already  happening  in  previously 


3  An  examination  of  this  phenomenon,  the  report  noted,  was 
"constrained  from  taking  place  within  this  analysis."  Chase 
Econometrics,  The  Impact  of  the  Tobacco  Industry  on  the  United 
States  Economy  in  1983 .  Bala-cynwood,  PA,  Chase  Econometrics, 
1985. 
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tobacco-dependent  counties  in  which  there  has  been  major  job  expansion  in  the 
manufacturing  and  service  sectors. 

Another  way  of  looking  at  the  redirection  of  consumer  spending  and  the  resulting  economic 
adjustments  is  to  note  that  there  are  alternatives  to  tobacco  for  both  consumers  and  workers. 
If  tobacco  becomes  more  expensive,  some  consumers  will  redirect  their  spending  to  non-tobacco 
products  and  services,  and  farmers,  manufacturers,  retailers,  etc.,  will  adjust  to  the  change  by 
choosing  the  "next  best  alternative"  to  growing,  manufacturing  or  retailing  tobacco.  The  choice 
for  them  is  not  between  tobacco  and  nothing,  as  the  TI  Estimates  assume,  but  between  tobacco 
and  the  next  best  alternative  in  a  dynamic  economic  environment. 

The  major  "cost"  of  reducing  tobacco  use  is  the  transition  costs  for  those  actually  dependent  on 
tobacco  for  their  livelihood.  The  effect  of  this  transition  should  be  neither  minimized  nor 
exaggerated.  The  transition  could  be  aided  by  state,  federal  and  private  programs,  possibly 
funded  through  the  tobacco  tax  itself,  to  help  affected  communities  adjust  to  what  appears  to  be 
an  inevitable  shift  toward  an  economy  less  dependent  on  tobacco. 

Of  special  note,  most  states  should  anticipate  economic  gains  from  lower  tobacco  use,  even 
without  considering  health  benefits  and  potential  health  care  cost  savings.  This  is  because 
consumer  spending  now  flowing  from  those  states  to  tobacco-producing  states  would  be 
redirected  to  a  higher  proportion  of  locally  produced  goods  and  services.  Tobacco  states  also 
could  experience  a  net  economic  gain  if  a  sufficient  portion  of  federal  tax  revenue  is  directed 
toward  easing  the  transition  in  those  states  toward  a  more  diversified  economy. 


2.       The  TI  Estimates  fail  to  take  into  account  preexisting  employment  trends  in  the 
tobacco  industry 

The  TI  Estimates  project  job  losses  in  the  future  using  a  snapshot  of  1990  industry  employment 
estimates.  This  fails  to  take  into  account  employment  changes  that  have  taken  place  since  1990, 
and  other  changes  projected  for  the  future  even  if  no  tobacco  tax  increase  is  enacted.  This 
wrongly  assumes  that  tobacco  industry  employment  is  in  a  steady  state.  For  example,  failure 
to  take  into  account  the  steady  decline  in  manufacturing  sector  employment  in  the  industry 
inflates  any  job  loss  estimates.  In  the  absence  of  these  adjustments,  the  TI  Estimates  would 
unfairly  attribute  to  the  tobacco  tax  increase  job  losses  that  will  occur  in  any  event.4 


4  Allen  (1993)  has  neatly  captured  the  economic  intuition  that 
a  policy  should  be  assessed  based  on  the  difference  it  would  make: 
"An  action  that  will  happen  anyway  is  not  a  threat  --  it  is  an 
inevitability. " 
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Tobacco  manufacturing  jobs  are  now  in  a  state  of  decline  brought  about  primarily  by  decisions 
of  major  manufacturers  to  use  advanced  technology  that  eliminates  manufacturing  jobs. 
Manufacturing  jobs  fell  from  68,700  to  49,100,  or  by  about  29  percent  between  1982  and  1992 
according  to  Bureau  of  Labor  Statistics  figures,  despite  the  fact  that  U.S.  cigarette  output 
actually  increased  during  that  period  due  to  increased  exports.  Similarly,  domestic  sale  of  U.S. 
leaf  tobacco  has  fallen  over  the  past  several  years  despite  the  increase  in  U.S.  cigarette 
production.  This  decline  in  demand,  and  the  corresponding  drop  in  tobacco  farm  employment, 
is  due  primarily  to  increasing  reliance  by  major  manufacturers  on  imported  tobacco. 

This  inverse  relationship  between  jobs  and  cigarette  production  over  the  past  decade  also  serves 
to  illustrate  the  fallacy  of  assuming,  as  the  TI  Estimates  do,  that  future  tobacco  industry 
employment  will  be  directly  proportional  to  cigarette  sales  in  the  United  States. 

3.  The  TI  Estimates  implicitly  assume  an  implausible  relationship  between  the  price 
and  demand  for  tobacco  products  that  significantly  inflates  job  loss  estimates  in 
response  to  large  price  increases 

One  of  the  assumptions  implicit  in  the  TI  Estimates  is  that  there  is  a  linear  relationship  between 
tobacco  product  prices  and  consumption  (i.e.,  an  approximately  linear  demand  curve). 

All  TI  job  loss  estimates  are  directly  proportional  to  the  projected  decline  in  consumption,5  and 
thus  are  extremely  sensitive  to  the  undisclosed  price  elasticity  of  demand  assumptions  made  by 
the  Tobacco  Institute.  The  assumption  of  an  approximately  linear  demand  curve  assumes  a 
significant  escalation  in  the  price  elasticity  of  demand  as  price  increases  and  produces 
unrealistically  large  job  loss  estimates  for  large  tax  increases. 

While  the  most  accurate  price  elasticity  of  demand  across  the  range  of  tax  increases  under 
consideration  is  an  empirical  question  beyond  the  scope  of  this  review,  experience  in  Canada, 
where  tobacco  taxes  have  been  increased  to  approximately  US$3  per  pack,  and  in  other 
industrialized  nations,  do  not  support  the  assumption  of  a  linear  relationship  between  price  and 
demand.6  This  undisclosed  assumption  in  the  TI  Estimates  may  compound  the  other  serious 


5  The  relationship  is  not  quite  linear.  If  it  were,  a  24  cent 
tax  increase  would  be  associated  with  a  4  percent  employment  loss, 
rather  than  the  5  percent  assumed  by  the  Tobacco  Institute.  In 
practical  terms,  however,  and  in  light  of  the  fact  that  all  other 
data  presented  by  the  TI  are  consistent  with  a  linear  relationship, 
it  can  be  assumed  that  a  linear  relationship  has  been  assumed. 

6  See,  e.g.,  Allen,  R.C.,  "The  False  Dilemma:  The  Impact  of 
Tobacco  Control  Policies  on  Employment  in  Canada, "  Department  of 
Economics,  University  of  British  Columbia,  Vancouver  1993,  p.  36, 
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flaws  already  discussed,  further  exaggerating  job  loss  estimates,  particularly  for  large  tax 
increases. 

4.  The  TI  Estimates  further  exaggerate  job  loss  bv  failing  to  take  into  account  other 
significant  factors,  such  as  rising  tobacco  exports  and  the  major  price  reductions 
in  premium  brands 

The  TI  Estimates  further  exaggerate  potential  job  loss  by  ignoring  two  fundamental  trends  in  the 
tobacco  and  tobacco  products  marketplace: 

(a)  Exports.  According  to  U.S.  Department  of  Agriculture  figures,  more  than  34  percent 
of  leaf  tobacco  grown  in  the  United  States  this  year  is  being  exported.7  Much  of  what 
is  not  exported  directly  is  exported  indirectly  in  the  form  of  cigarettes.  In  fact,  about  30 
percent  of  all  cigarettes  manufactured  in  the  U.S.  are  now  bound  for  export  markets.8 
These  exports  will  not  be  affected  by  any  proposed  tobacco  tax  increase.  Yet  the 
Tobacco  Institute  Estimates  wrongly  assume  that  demand  for  these  exports  will  fall  by 
the  same  percentage  as  domestically  consumed  tobacco.  This  significantly  exaggerates 
job  loss  estimates  for  the  tobacco  farming,  warehousing  and  manufacturing  sectors, 
which  in  turn  exaggerates  predicted  job  losses  in  the  supplier  and  "multiplier"  sectors. 

(b)  Price  discounting.  The  tobacco  industry  has  recently  announced  40  cent-per-pack 
decreases  in  the  prices  of  premium  cigarette  brands.  Discount  cigarettes  also  have  been 
reduced  in  price.  The  Tobacco  Institute's  job  loss  projections  fail  to  take  this  trend  into 
account.  This  significantly  overstates  the  amount  by  which  tobacco  consumption  would 
decline  from  the  current  level  in  response  to  a  tax  increase.  Because  the  Tobacco 
Institute  assumes  that  employment  falls  in  direct  proportion  to  tobacco  consumption,  this 
also  significantly  overstates  the  economic  impact  of  an  excise  tax  increase  on  jobs. 


43 

7  U.S.  Department  of  Agriculture,  Tobacco  Situation  and  Outlook 
Report ,   Economic  Research  Service,   September  1993. 


8  Id. 
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HI.  CONCLUSION 

Our  conclusions  include  the  following: 

1.  The  number  of  jobs  said  to  be  dependent  on  tobacco  is  far  fewer  than  the  2.3  million 
claimed  on  the  basis  of  the  Price  Waterhouse  Report.  Of  the  2.3  million  jobs  widely 
claimed  to  be  dependent  on  tobacco,  only  259,616,  or  11  percent,  are  actually  involved 
in  growing,  warehousing,  manufacturing  or  wholesaling  tobacco  products. 

2.  The  PW  Report  attributes  1 .6  million  jobs,  more  than  two-thirds  of  the  total  2.3  million 
claimed  to  be  dependent  on  tobacco,  from  sectors  of  the  economy  that  have  no  relation 
at  all  to  tobacco  by  a  technique  that  cannot  be  used  to  determine  whether  a  job  is 
dependent  on  tobacco. 

3.  The  Tobacco  Institute's  Estimates  of  the  number  of  jobs  which  would  be  lost  if  tobacco 
taxes  were  increased  are  grossly  inflated  and  unreliable.  The  actual  number  of  jobs 
affected  would  be  a  small  fraction  of  the  number  cited  by  the  Tobacco  Institute. 

4.  Money  diverted  from  spending  on  tobacco  products  due  to  a  tobacco  tax  increase  will  not 
disappear  from  the  economy,  but  will  be  redirected  into  other  goods  and  services, 
creating  employment  and  business  opportunities  comparable  to  those  in  the  tobacco 
industry.  Therefore,  the  1.6  million  jobs  from  outside  the  tobacco  industry  that  Price 
Waterhouse  "attributes"  to  tobacco-related  spending  are  unlikely  to  be  lost  as  the  result 
of  a  tobacco  tax  increase.  The  same  can  be  said  for  many  of  the  431,635  jobs  Price 
Waterhouse  states  are  in  the  retail  and  supplier  segments  of  the  tobacco  economy. 

5.  Jobs  in  tobacco  growing,  tobacco  manufacturing,  tobacco  warehousing  and  tobacco 
wholesaling  which  are  affected  by  any  decrease  in  tobacco  consumption  will  result  in  a 
shift  from  one  sector  to  other  sectors  of  the  economy,  but  will  not  necessarily  result  in 
fewer  jobs  being  available  as  long  as  money  not  spent  on  tobacco  is  redirected  into  other 
sectors  of  the  economy. 

6.  Most  states  would  experience  economic  gains  from  reduced  tobacco  consumption,  as 
spending  in  non-tobacco  states  that  is  now  directed  toward  tobacco  products  is  re-directed 
to  other  goods  and  services. 

7.  The  PW  Report  and  Tl  Estimates  fail  to  acknowledge  the  significant  economic  benefits 
of  reduced  tobacco  consumption,  which  include  reducing  lost  productivity  and  health  care 
costs  caused  by  tobacco. 
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8.  The  job  loss  estimates  attempt  to  project  job  losses  on  the  basis  of  a  snapshot  of  industry 
employment  in  1990,  ignoring  the  decline  in  tobacco  industry  employment  that  has 
occurred,  and  is  projected  to  continue  to  occur,  whether  or  not  the  tobacco  excise  tax  is 
increased.  Therefore,  many  jobs  which  the  Tobacco  Institute  says  would  be  lost  as  the 
result  of  a  tax  increase  will  be  lost  even  without  a  tax  increase. 

9.  Tobacco  production  probably  will  not  decrease  to  the  extent  predicted  by  the  Tobacco 
Institute.  The  Tobacco  Institute  uses  a  formula  for  measuring  the  impact  of  a  price 
increase  on  tobacco  consumption  that  is  inconsistent  with  generally  accepted  research  and 
experience  in  the  U.S.  and  abroad.  The  actual  decrease  is  likely  to  be  smaller. 

10.  The  Tobacco  Institute  calculations  fail  to  take  into  account  that  a  significant  percentage 
of  American  tobacco  production  is  for  export.  Tobacco  products  produced  for  export 
will  not  be  affected  by  a  tobacco  tax  increase.  The  Tobacco  Institute  also  fails  to  take 
into  account  the  fact  that  cigarette  manufacturers  have  reduced  prices  significantly  within 
the  past  several  months,  which  would  offset  in  large  measure  the  effect  of  a  price 
increase  brought  about  by  a  tobacco  tax  increase.  This  causes  the  Tobacco  Institute  to 
significantly  overestimate  the  impact  of  a  tax  increase  on  jobs. 

These  and  other  serious  flaws  in  the  Price  Waterhouse  Report  and  the  Tobacco  Institute 
Estimates  build  upon  one-another  in  a  cumulative  fashion  to  present  grossly  exaggerated  and 
misleading  estimates  of  job  loss  from  an  increase  in  the  federal  excise  tax  on  tobacco  products. 
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Mr.  Andrews.  Thank  you,  Mr.  Chairman.  I  have  no  questions. 
Mr.  Rangel.  Mr.  Bunning. 

Mr.  Bunning.  Thank  you,  Mr.  Chairman.  It  has  been  suggested 
by  Members  who  have  testified  here,  by  Members  in  some  tobacco 
States,  that  there  ought  to  be  a  return  of  the  excise  tax  in  certain 
portions  to  those  States  to  replenish  and  substitute  on  those  2  to 
200-acre  plots  the  ability  for  those  small  farmers  to  make  the  same 
amount  of  money  or  to  replace  tobacco  as  their  cash  crop. 

I  would  like  to  ask  all  three  Members  or  four  Members  now  that 
Mr.  Spratt  joined  us,  what  kind  of  potential  would  that  actually 
have  for  those  small  farmers,  and  what  alternative  crops  could  be 
used  to  replace  tobacco  as  the  number  one  cash  crop? 

Mr.  Clyburn.  Mr.  Bunning,  I  do  not  know  how  that  would  have 
any  real  significant  impact.  I  think  I  mentioned  in  my  testimony 
a  comparison  of  what  the  current  income  is  from  tobacco  comparea 
to  tomatoes  and  other  crops  in  South  Carolina. 

Mr.  Clyburn.  I  do  not  see  how  we  could  increase  the  excise  tax 
on  tobacco  to  the  extent  that  would  be  required  to  fund  health  care 
and  to  have  sufficient  amount  left  to  distribute  across  the  States 
to  the  various  family  farms  in  sufficient  amounts  to  be  of  any  sig- 
nificant help. 

It  seems  to  me  that  to  talk  about  a  confiscatory  tax,  that  would, 
in  fact,  get  us  to  that  point  with  very  little  genius  needed  to  figure 
that  out. 

Mr.  Bunning.  Some  of  our  editorial  geniuses  that  write  for  some 
of  our  newspapers  have  suggested  that  that  is  an  alternative,  that 
that  is  a  possibility. 

I  would  like  my  friend  from  Kentucky  particularly  to  comment  on 
our  leading  newspaper's  editorial  in  this  regard,  if  you  read  the 
Courier  Journal's  article. 

Mr.  Rogers.  I  thank  my  colleague  for  the  question.  As  has  been 
said  here  already  by  two  or  three  of  the  gentlemen  who  have  testi- 
fied, there  just  is  not  any  crop  that  can  be  introduced  that  will 
produce  the  kind  of  revenues  that  tobacco  produces  on  such  a  small 
plot  of  land. 

We  are  talking  about  very  small  plots  here.  These  farms,  in  my 
part  of  the  country,  200  acres  would  be  considered  a  very  large  es- 
tate. We  are  talking  about  50-acre  farms  that  have  a  half-acre  or 
acre  allotment  of  tobacco,  from  which  historically  these  families — 
and  they  do  all  the  work  themselves,  they  don't  hire  the  work  to 
be  done — are  able  to  make  enough  income  off  that  to  finance  the 
things  we  have  mentioned. 

We  have  looked,  and  the  universities  have  researched,  and  still 
are,  for  alternative  or  supplemental  crops.  In  fact,  in  my  district  I 
formed  an  organization  and  we  are  working  with  the  University  of 
Kentucky  to  try  to  find  supplemental  crops  to  supplement  the  to- 
bacco income,  perhaps  even  eventually  to  replace  it. 

They  are  looking  at  fish  growing  and  vegetables  and  the  like.  So 
far  there  is  nothing  that  comes  anywhere  near  on  the  limited  tract 
of  land  producing  the  kind  of  income  that  would  be  required  to  re- 
place the  income  from  tobacco. 

We  will  continue  to  do  that,  but  you  are  talking  about  marginal 
land  in  the  first  place.  This  is  not  a  rich,  loamy  soil  by  and  large. 
These  are  hillside  farms,  farming  marginal  land  that  for  any  other 
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crops — rocky  soil  in  many  cases,  where  there  is  just  no  opportunity 
for  irrigation,  for  example,  of  a  vegetable  crop  or  anything,  so  these 
are  marginal  farmers  at  best  in  most  cases. 

Mr.  Bunning.  Let  me  ask  Mr.  Lancaster,  isn't  it  true  that  most 
tobacco  farmers  have,  for  generation,  after  generation,  after  gen- 
eration, been  doing  the  same  thing,  even  prior  to  the  Civil  War? 

Mr.  Lancaster.  Tobacco  goes  back  to  the  days  of  Jamestown.  In 
fact,  it  was  the  basis  of  the  economy  in  the  rural  South  far  before 
we  were  even  a  country.  That  has  been  passed  down  from  father 
to  son  for  generation  after  generation. 

I  might  also  add  one  comment  to  Mr.  Andrews'  request  to  insert 
in  the  record  figures  that  would  refute  what  I  said.  We  did  not  use 
any  Tobacco  Institute  figures,  but  used  figures  from  the  North 
Carolina  Department  of  Agriculture  instead.  So  the  figures  which 
he  would  refute  are  not,  in  fact,  those  that  we  used. 

Mr.  BUNNING.  I  want  to  thank  you  for  your  testimony. 

Thank  you. 

Mr.  Range L.  Just  hope  we  don't  go  so  far  back  historically  that 
you  bring  back  that  cotton-picking  stuff,  you  know. 
Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman.  I  just  wanted 
to  talk  about  one  thing  that  is  very  important  to  this  committee, 
because  our  responsibility  is,  of  course,  to  determine  how  it  is  that 
we  finance  the  health  care  system. 

One  of  the  considerations  certainly  is  consideration  of  the  fair- 
ness and  equity.  Mr.  Lancaster,  you  mentioned  in  your  testimony 
that  the  tobacco  tax  was  not  a  tax  that  had  been  overlooked  in  re- 
cent time.  In  fact,  it  is  my  recollection  that  since  1986  the  tobacco 
tax,  Federal  tax,  has  increased  300  percent  from  1986  until  the 
present. 

Mr.  Lancaster.  Yes. 

Mr.  Payne.  I  believe  you  also  mentioned  that  the  State  taxes 
have  increased  at  the  same  time. 

Could  you  tell  me  once  again  the  rate  of  increase  on  State  tax 
in  that  similar  period  of  time. 

Mr.  Lancaster.  I  would  need  to  refer  to  my  notes,  but  State 
taxes  on  tobacco  in  the  past  10  years  have  increased  by  more  than 
100  percent  on  average. 

Mr.  Payne.  So  that  the  amount  of  taxes  that  are  raised  on  to- 
bacco in  the  United  States  today,  State,  Federal  and  local,  are 
$13.3  billion? 

Mr.  Lancaster.  And  do  exceed  the  cost  associated  with  tobacco 
use  and  health  care  already. 

Mr.  Payne.  As  relates  to  that  amount  that  the  Federal,  State 
and  local  governments  incur  in  terms  of  their  health  care  expendi- 
tures. 

Mr.  Lancaster.  That  is  correct. 
Mr.  Payne.  Thank  you  very  much. 
Mr.  Rangel.  Mr.  Levin  of  Michigan. 
Mr.  Levin.  Thank  you,  and  welcome. 

Let  me,  if  I  might,  just  quickly  give  you  an  impression  from  hear- 
ing your  testimony,  because  we  are  going  to  face  this  issue  in  this 
committee  and  in  the  Congress  as  we  try  to  advance  health  reform 
and  we  are  going  to  have  to  put  together  a  bill  that  can  serve  the 
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interests  of  the  American  people  and  also  get  the  majority  of  the 
votes  here. 

Your  testimony  very  much  emphasizes  the  economics  of  this.  It 
really  doesn't  refute  the  health  implications  of  smoking,  but  the 
plea  is  that  this  tax  would  cause  economic  dislocation. 

It  seems  to  me  that  the  best  approach,  if  we  can  find  it,  is  for 
the  country  to  face  up  to  the  dislocation  issue  and  not  allow  the 
complexity  of  it  to  obscure  the  fact  that  smoking  is,  indeed,  a  major 
health  problem  in  this  country.  The  testimony  as  to  how  much  a 
State  or  county  relies  on  tobacco  or  how  it  is  more  profitable  than 
other  crops  only  means  that  we  need  to  face  the  economic  issue  and 
not  to  dodge  the  health  implications  of  smoking  in  this  country. 

Mr.  Lancaster.  If  I  might  comment,  Mr.  

Mr.  Rangel.  Mr.  Spratt,  you  will  be  heard,  but  if  at  any  time 
this  panel  gets  a  question  that  you  would  like  to  join  in  the  re- 
sponses, you  will  be  recognized. 

Mr.  Spratt.  I  appreciate  that,  Mr.  Chairman,  and  I  am  content 
to  sit  and  participate  when  I  can.  I  have  a  statement.  If  it  could 
be  made  a  part  of  the  record. 

Mr.  Rangel.  Your  statement  will  be  entered  in  the  record.  I  just 
want  you  to  know  you  will  be  heard,  but  I  didn't  want  to  hold  them 
here  since  we  had  already  started  the  questioning.  So  you  may  con- 
tinue. 

Mr.  Lancaster.  Mr.  Levin,  if  you  think  that  the  only  point  made 
by  my  statement  was  that  this  would  create  economic  dislocation, 
then  I  would  ask  that  you  review  my  statement  again.  I  think  that 
the  major  emphasis  of  my  statement  is  fairness,  not  economic  dis- 
location. 

If  you  are  going  to  tax  those  products  which  contribute  to  health 
care  costs,  and  we  will  admit,  as  Mrs.  Clayton  did  earlier,  that 
there  are  costs  associated  with  tobacco  use,  and  that  if  we  are 
going  to  tax  products  based  on  their  contribution  to  health  care 
costs  that  tobacco  would  be  included  in  that  mix.  But  the  fact  of 
the  matter  is  that  there  are  many  other  products  that  are  used  in 
this  country  that  contribute  to  health  care  costs  that  are  not  being 
used  to  help  pay  for  the  cost  of  this  reform. 

As  I  stated  in  my  testimony,  alcohol  is  a  greater  cost,  economic 
and  health  care  cost,  than  is  tobacco.  Tobacco  is  a  $68  billion  yearly 
cost  if  you  use  HHS  figures,  whereas  alcohol  is  $85  billion.  So  why 
is  alcohol  being  let  off? 

How  about,  as  Mr.  Clyburn  mentioned  in  his  testimony,  how 
about  the  meat  industry  that  contributes  cholesterol,  the  poultry 
industry  that  contributes  eggs  also  with  cholesterol,  how  about  that 
corn  that  is  distilled  into  alcohol  that  is  grown  in  Mr.  Durbin's  dis- 
trict? How  about  the  sugar  that  goes  into  obesity  that  also  creates 
health  care  costs? 

If  we  are  going  to  start  down  this  path  of  trying  to  identify  those 
products  that  create  health  care  costs,  don't  stop  with  tobacco.  Let's 
be  fair  about  this  thing.  Let's  attack  all  of  these  industries  that 
contribute  to  the  cost  and  let  them  pay  their  fair  share. 

Mr.  Rogers.  I  would  just  like  to  tack  on  to  that,  and  I  can't  im- 
prove upon  the  answer  that  has  been  given,  but  I  would  like  to  add 
a  couple  of  points  to  that. 
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Like,  Mr.  Lancaster,  I  am  not  sure  you  read  my  statement  or 
heard  me  state  my  statement  a  moment  ago.  The  economic  disloca- 
tion is  certainly  a  part  of  it,  that  is  a  parochial  point  of  view.  The 
other  point  I  wanted  to  insist  upon  here,  what  business  is  it  of  this 
committee  or  this  government  to  tell  an  individual  person  out  there 
whether  or  not  they  should  smoke  or  eat  Twinkies  or  whatever? 

That  is  their  individual  decision.  And  the  level  of  taxation  pro- 
posed in  the  Clinton  plan  would  actually  prohibit  that  individual 
from  exercising  their  freedom.  I  don't  think  that  is  the  purpose  of 
this  government  nor  is  it  the  allowance  of  the  Constitution.  That 
is  the  point  I  wanted  to  make  as  well. 

Number  two,  let  me  finish  and  I  will  submit  to  you — number 
two,  as  has  been  said,  if  you  are  going  to — brake  over  and  begin 
to  tell  people  how  they  should  act  in  their  private  lives,  what  they 
should  or  should  not  do  to  themselves,  then  why  are  you  just  stop- 
ping at  tobacco?  We  all  know  that  Twinkies  are  not  good  for  you. 
Are  you  proposing  to  tax  Twinkies? 

What  about  carbon  dioxide  or  whatever — monoxide  from  auto- 
mobiles made  in  your  State?  Certainly  that  substance  is  not  good 
for  you.  I  don't  know,  for  example,  sir,  of  any  time  when  a  person 
has  been  killed  by  oversmoking  while  driving,  for  example.  So  I 
think  we  are  angry,  I  think,  is  the  word,  that  one  industry  is  being 
asked  to  finance  the  entire  health  care  reform  program  and  is 
being  singled  out  as  the  only  sin  which  causes  problems. 

I  think  that  is  completely  in  error  and  I  think  you  would  agree 
to  that. 

Mr.  Rangel.  Could  I  just  

Mr.  Levin.  If  you  would  indulge  me. 
Mr.  Rangel.  How  long  are  you  going  to  be? 
Mr.  Levin.  Could  I  have  1  minute? 
Mr.  Rangel.  OK. 

Mr.  Levin.  I  did  look  at  your  testimony.  You  raised  other  issues 
and  you  have  stated  them  eloquently  here.  Let  me  just  suggest  in 
terms  of  the  fairness  issue  that  I  think  for  a  lot  of  people  in  this 
country  smoking  tobacco  is  somewhat  different.  It  is  an  addictive 
drug  for  

Mr.  Lancaster.  Is  alcohol  not  addictive,  Mr.  Levin? 

Mr.  Levin.  Virtually  for  everybody  who  smokes  it  is  addictive. 
For  many,  many,  many  people,  most  people  who  use  alcohol  it  is 
not.  That  is  point  number  one. 

And  in  terms  of  the  civil  liberties  argument,  we  are  not  telling 
people  you  can't  smoke,  but  smoking  affects  everybody  in  terms  of 
health  care  costs  as  well  as  side  effects. 

What  I  am  suggesting  is  there  is  a  difference,  maybe  not  unique- 
ness, about  tobacco.  I  think  this  country  would  be — would  do  better 
to  face  that  and  not  put  you  in  the  position  of  having  to  defend  the 
continued  growing  of  tobacco  on  economic  grounds. 

We  ought  to  try  to  solve  that  problem.  I  am  sensitive  to  economic 
dislocation  issues  wherever  they  occur  and  that  is  true  in  the  to- 
bacco country. 

But  I  don  t  think  because  of  our  failure  to  face  up  to  economic 
dislocation  issues  we  should  continue  to  ignore  the  deep  health  is- 
sues involved  in  cigarette  smoking. 
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Mr.  Sundquist.  Mr.  Chairman,  would  you  yield  to  me  for  1 
minute  so  I  can  borrow  from  his  indulgence? 
Mr.  Levin.  Sure. 

Mr.  Sundquist.  How  would  the  gentleman  from  Michigan  feel  if 
suddenly  we  put  a  10,000  percent  tax  on  automobiles  because  they 
are  harmful  to  the  environment,  they  are  harmful  to  individual 
health?  What  kind  of  displacement  would  that  make  for  your  home 
State? 

Mr.  Levin.  Let  me  just  respond.  You  know,  we  have  increasingly 
stringent  environmental  standards  as  to  automobiles  and  I  favor 
environmental  standards  for  motor  vehicles.  We  have  safety 
requirements  

Mr.  Rangel.  We  are  off  a  little  from  tobacco. 

Mr.  Levin.  Because  motor  vehicles  do  kill,  Mr.  Sundquist,  and 
we  have  been  sensitive  to  that. 

Mr.  Rangel.  That  point  is  well  taken. 

Mr.  Houghton. 

Mr.  Houghton.  I  wouldn't  want  to  be  confused  as  to  the  ques- 
tion of  economic  dislocation  or  fairness. 

Suppose  that  firearms  were  taxed,  suppose  ammunition  were 
taxed,  suppose  you  had  a  $2  increase  in  the  tax  on  a  bottle  of  bour- 
bon whiskey  in  Kentucky;  would  this  particular  tax  be  acceptable 
to  you? 

Mr.  Lancaster.  I  think  all  of  us  would  say  that  if  the  tax  is 
shared  proportionately  to  the  damage  or  to  the  costs  incurred  be- 
cause of  a  product,  then  we  would  not  object.  It  is  the  singling  out 
and  putting  all  of  the  cost.  Of  course,  if  you  imposed  the  taxes  that 
you  are  talking  about  on  the  other  contributors  to  health  care  costs, 
the  tax  on  tobacco  would  come  down  much  lower  and  would  come 
into  a  range  that  we  would  find  acceptable. 

I  am  not  willing  to  say  what  that  figure  would  be  because  I 
would  want  to  look  at  how  the  taxes  are  shared.  But  a  sharing  of 
taxes  is  something  that  I  believe  most  tobacco-growing  State  con- 
gressmen could  accept  if  it  were  fairly  proportioned. 

Mr.  Rogers.  I  think  that  is  correct.  It  is  not  the  fact  that  you 
are  talking  about  imposing  an  increase  on  the  cigarette  and  otner 
tobacco  taxes  so  long  as  they  are  reasonable,  not  confiscatory  or 
prohibitive,  and  also  we  resent  the  fact  we  are  being  singled  out 
solely  as  the  only  sin  that  causes  any  sort  of  health  problems. 

So  long  as  it  is  reasonable,  and  it  is  fair  I  don't  think  you  will 
see  a  real  problem  among  us. 

Mr.  Houghton.  If  I  could  reclaim  my  time  a  bit.  I  understand 
what  you  are  saying  and  I  tend  to  agree  with  you. 

However,  when  you  take  a  look  at  statistics,  in  the  Price 
Waterhouse  report  of  1992,  you  see  that  there  is  something  like  2- 
million-plus  people  working  in  the  tobacco  industry.  With  a  $2  in- 
crease per  pack,  it  would  similarly  reduce  employment;  so  the  fig- 
ure of  over  700,000,  even  if  you  had  an  increase  in  the  tax  on  am- 
munition and  guns  and  liquor  and  everything  like  that,  wouldn't 
you  still  get  that  decrease  in  employment? 

Mr.  Rogers.  No.  The  decrease  is  caused  by  the  prohibitory  na- 
ture of  the  level  of  these  proposed  taxes  that  would,  in  fact,  take 
down  the  use  of  our  product,  so  there  would  no  longer  be  the  re- 
quirement they  not  be  grown,  processed,  retailed  and  so  forth. 
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Mr.  Houghton.  What  I  am  reaching  for  is  rather  than  $60  bil- 
lion generated  for  the  health  care  program,  let's  say  $260  billion  for 
a  variety  of  other  taxes,  and  you  still  had  a  $2  increase  per  pack 
of  cigarettes,  wouldn't  that  still  reduce  that  employment  by  over 
700,000? 

Mr.  Rogers.  I  am  sorry,  I  couldn't  hear. 

Mr.  Lancaster.  If  the  tax  were  $2,  yes,  it  would  reduce  employ- 
ment by  that  amount.  The  point  I  was  making  is  if  the  President 
has  determined  that  x  billion  dollars  is  needed  to  finance  health 
care,  why  would  you  raise  four  times  that  much  just  because  you 
were  taxing  other  commodities? 

What  we  need  to  do  is  tax  all  commodities  fairly  and  proportion- 
ately and  that  brings  the  tax  on  tobacco  way  down. 

Mr.  Houghton.  Thank  you  very  much. 

Mr.  Rangel.  Mr.  Hoagland. 

Mr.  Hoagland.  Mr.  Chairman,  let  me  just  make  a  brief  com- 
ment, and  I  have  said  this  earlier  today.  It  seems  to  me  that  what 
makes  tobacco  different  from  other  products  is  that  the  medical 
facts  are  absolutely  clear.  There  is  just  no  question  about  the  direct 
relationship  between  smoking  and  lung  cancer. 

My  mother  died  IV2  years  ago,  5  to  10  years  earlier  than  she 
would  have  otherwise  because  she  got  hooked  on  smoking  when  she 
was  a  teenager.  I  think  essentially  the  testimony  prepared  by  Mr. 
Andrews  earlier  today,  which  you  all  were  not  able  to  attend  be- 
cause of  your  schedules,  was  very  convincing  of — I  should  say 
reconvince  those  of  us  who  have  known  for  years  that  this  is  an 
extraordinary  health  hazard.  We  must  deal  with  it. 

I  personally  favor  taxes  that  will  bring  down  consumption.  If  it 
has  the  effect  of  keeping  teenagers  from  being  hooked  on  tobacco, 
so  much  the  better. 

I  would  like  to  see  us,  however,  take  a  comprehensive  approach 
so  we  are  not  constantly  fighting  this  battle  between  the  health  in- 
terests of  the  country  and  the  economic  interests  of  tobacco  farm- 
ers. 

I  would  like  to  see  us  divert  some  resources  into  retraining  to- 
bacco farmers,  getting  them  into  an  equally  profitable  line  of  busi- 
ness, because  clearly  it  is  in  the  long-term  best  interests  of  this 
country  to  phase  down  our  addiction  to  tobacco,  and  we  ought  to 
deal  with  that  issue  up  front  rather  than  continually,  year  after 
year,  decade  after  decade  going  through  these  fights. 

So,  Mr.  Chairman,  I  thank  you. 

Mr.  Lancaster.  Unfortunately,  Mr.  Hoagland,  you  were  out  of 
the  room  when  I  responded  to  your  question  in  your  absence.  If  we 
had  thousand-acre  farms  as  you  do  in  Nebraska  that  might  be  a 
possibility. 

But  when  you  have  farms  that  are  200  acres,  25  acres,  50  acres, 
that  has  a  small  tobacco  allotment  on  it,  that  produces  a  very  high 
value  for  the  farmer,  and  enables  him  and  his  family  to  survive, 
that  is  one  thing.  There  is  absolutely  nothing,  nothing,  that  you 
can  diversify  that  farmer  into  that  will  support  his  family  on  his 
little  farm. 

There  are  no  jobs  in  these  rural  communities  that  you  can  train 
him  to  do.  There  is  already  much  higher  unemployment  in  tobacco 
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counties  than  there  is  in  any  other  part  of  the  State.  What  are  you 
going  to  train  them  to  do? 

Are  you  going  to  relocate  them  into  the  cities  where  there  is  al- 
ready crime,  joblessness,  homelessness?  There  is  simply  no  alter- 
native that  is  comparable  that  will  allow  those  family  farms  to  con- 
tinue if  you  eliminate  them. 

Mr.  Hoagland.  Let  me  say  

Mr.  Rangel.  Excuse  me,  we  have  a  problem  here,  that  is  that 
the  Members  have  to  vote. 

So  if  we  can  excuse  this  panel  with  the  exception  of  Mr.  Spratt, 
and  Mr.  Spratt' s  testimony  is  in  the  record,  if  you  want  after  you 
vote  you  could  be  the  first  one  to  testify  or  

Mr.  Spratt.  How  much  time  do  we  have  left  to  vote,  Mr.  Chair- 
man, about  6  minutes? 

Mr.  Rangel.  Six  minutes. 

Mr.  Spratt.  Can  I  take  1  minute  and  summarize  and  it  will  be 
sufficient  for  me. 
Mr.  Rangel.  All  right. 

STATEMENT  OF  HON.  JOHN  M.  SPRATT,  JR.,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  SOUTH  CAROLINA 

Mr.  Spratt.  Basically,  Mr.  Chairman,  I  am  here  today  just  to 
touch  on  one  central  concern.  I  share  all  of  my  colleagues'  concerns. 
I  represent  five  tobacco-growing  counties,  and  I  can  tell  this  tax 
will  have  a  devastating  economic  effect  on  them.  But  I  want  to 
focus  today  on  a  different  aspect  of  the  debate  over  the  cigarette 
tax,  the  efficacy  of  the  proposed  tax. 

What  we  are  talking  about  is  launching  the  biggest  social  experi- 
ment— extending  the  coverage  of  health  care — since  Medicare  and 
maybe  Social  Security.  And  we  have  funded  it  with  two  things,  sav- 
ings that  will  be  realized  out  of  cuts  in  other  Federal  health  care 
\  entitlements,  which  will  be  transferred  into  this  program;  and  one 
single  tax,  the  tobacco  tax,  which  is  a  very  narrow  revenue  base 
on  which  to  launch  something  so  important. 

I  suspect  that  most  of  the  people  who  favor  this  tax  favor  it  for 
the  reason  you  heard  expressed  by  my  good  friend,  Mr.  Levin,  and 
by  my  good  friend,  Mr.  Hoagland.  They  don't  like  cigarette  smok- 
ing. They  want  to  discourage  it  and  they  see  this  action  as  a  social 
good.  But  what  if  the  tax  succeeds?  What  if  the  sinners  become 
saints?  What  if  people  repent  and  do  as  proponents  would  have 
them  do  and  smoke  less?  Then  there  will  be  less  consumption,  less 
revenue,  and  then  we  have  a  problem. 

There  are  a  lot  of  people  who  feel  that  the  proposed  health  care 
benefits  are  possibly  undercosted  and  the  revenues  overstated,  and 
the  savings  overstated.  If  that  is  true  we  are  going  to  have  to  come 
back  and  deal  with  the  mismatch  of  revenues  and  expenditures 
under  this  health  care  program. 

It  would  be  better  to  face  this  problem  realistically  right  now  and 
recognize  that  we  have  much,  much  too  narrow  a  revenue  base 
with  this  single  tax  whose  efficacy  is  questionable  on  which  to 
launch  something  so  significant.  Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,   and  Members  of  the  Committee: 

Thank  you  for  granting  me  the  opportunity  to  appear  before 
you  today  to  discuss  issues  relating  to  the  financing  provisions 
of  the  Administration'  health  care  reform  proposal. 

When  your  Committee  announced  these  hearings,  you  asked  that 
witnesses  focus  on  specific  issue  areas  and  specific  questions 
relating  to  those  issues.     With  respect  to  the  proposed  tobacco 
tax  increase,  you  asked  about  the  external  costs  of  smoking,  the 
health  care  cost -savings  that  might  be  associated  with  an 
increased  tobacco  tax,   the  possible  effects  of  a   .75  cent 
increase  in  the  cigarette  tax,  and  about  the  corresponding  tax 
increase  on  other  tobacco  products.     Today  I  would  like  to  focus 
on  the  third  of  these  four  questions,   and  discuss  briefly  some 
concerns  I  have  regarding  the  effects  of  the  proposed  . 75  cent 
increase  in  the  federal  excise  tax  on  cigarettes. 

You  have  heard  and  will  continue  to  hear  from  many  Members 
who  feel  that  an  increase  in  the  tax  on  tobacco  products  unfairly 
targets  a  single  region  of  the  United  States,  asks  too  much  of  a 
specific  segment  of  the  population,   and  threatens  to  wipe  out  a 
vital  part  of  the  economy  in  many  states .     I  represent  thousands 
of  individuals  who  would  be  hurt  by  the  tax  contemplated  by  the 
Clinton  health  care  package,  and  I  have  these  same  concerns. 
However,   I  would  like  to  focus  today  on  a  different  aspect  of  the 
debate  over  the  cigarette  tax:     the  efficacy  of  the  proposed  tax. 

Let  me  say  first  that  I  think  the  administration  has  made  a 
good  faith  effort  to  estimate  the  costs  associated  with  its 
health  care  package,  and  it  has  been  frank  in  discussing  the 
short-term  need  to  raise  revenue  even  as  long-term  savings  are 
contemplated.     However,   I  am  not  convinced  that  one  critical 
question  has  been  adequately  addressed:     what  if  the  revenue 
estimates  are  incorrect,  particularly  those  associated  with  the 
tobacco  tax  increase?     And  how  great  is  the  risk  that  the  tax  on 
tobacco  products  tax  will  not  raise  the  revenue  forecast  in  the 
Health  Security  Act? 

My  concern  stems  from  what  I  see  as  confusion  over  the 
purpose  of  this  tax:     is  it  designed  primarily  to  curb 
consumption  or  to  raise  revenue?     It  is  well  understood  that  the 
near-term  costs  of  the  Administration's  health  care  reform 
package  will  require  a  significant  amount  of  new  revenue,  and  by 
extension,  a  stable  source  of  that  revenue.     However,   if  the 

tobacco  tax  is  designed  primarily  tjo  influence  behavior  as 

its  "sin  tax"  label  implies,  and  as  the  size  of  the  tax  would 

suggest    then  I  believe  it  is  reasonable  to  question  its  value 

as  a  revenue  raiser.     Put  simply,  when  a  sin  tax  works,  it 
reduces  consumption.     The  better  it  works,   the  less  revenue  it 
raises.     This  may  be  an  effective  way  to  influence  the 
consumption  of  a  given  product,  but  it  is  not  the  formula  for  a 
stable  source  of  new  revenue . 
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It  is  my  understanding  that  the  Administration  and  the 
Congressional  Budget  Office  have  made  reasonable  estimates  of  the 
reduced  demand  which  will  accompany  the  proposed  tax  increase. 
Nonetheless,    it  is  difficult  to  predict  just  what  a  300%  increase 
in  the  cigarette  tax  will  do  to  consumption.     I  believe  this 
increase,   from  .24  cents  to   .99  cents,   is  of  a  sufficient 
magnitude  as  to  call  into  question  its  ability  to  bring  in  a 
predictable  amount  of  new  revenue . 

The  justification  for  the  proposed  tax  hike  on  cigarettes  is 
that  cigarette  smokers  place  a  heavy  burden  on  the  health  care 
system,   and  as  such,   it  is  fair  to  say  the  tax  is  punitive  in 
nature.     Now,   it  may  be  reasonable  to  dispute  the  external  costs 

of  cigarette  smoking    and  I  commend  the  Committee  for 

exploring  this  issue    but  it  would  be  unreasonable  not  to 

acknowledge  the  premise  on  which  this  "sin  tax"  is  based.     As  a 
result,   the  tax  will  reduce  consumption,   BY  DESIGN.     Yet  this 
function  of  the  tax  will  also  serve  to  weaken  it  as  a  revenue 
producer,  which  is  an  equally  important  role  for  it  to  play  in 
the  health  care  reform  package. 

I  would  recommend  that  Committee  and  the  Congress  give 
serious  consideration  to  lowering  the  amount  of  the  increase  in 
federal  tobacco  taxes.     I  believe  the  excise  tax  on  cigarettes 
and  other  tobacco  products  should  be  lowered  to  a  level  where  we 
can  be  more  certain  that  they  will  function  as  reliable  revenue 
producers.     Any  projected  revenue  shortfall  could  be  offset  with 
another  modest  excise  tax,   perhaps  on  hard  liquor. 

In  sum,   if  a  punitive  tax  is  to  function  as  a  stable  source 
of  significant  revenue,   it  should  be  more  modest  than  what  the 
Administration  has  proposed.     A  tax  of  the  current  magnitude  will 
not  only  be  discriminatory  and  disproportionate  in  its  impact, 
but  it  may  well  fail  to  raise  the  necessary  revenue,  precisely 
because  of  its  function  as  a  hindrance  to  certain  behavior. 
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Mr.  Rangel.  The  committee  will  recess  so  that  we  can  vote 
and — Mr.  Visclosky  will  be  heard  first. 
Mr.  Payne.  Mr.  Visclosky  is  going  to  stay. 
Mr.  Rangel.  All  right,  go  ahead. 

Mr.  Payne  [presiding].  The  Chair  recognizes  Mr.  Hoagland. 

Mr.  Hoagland.  Let  me  briefly,  if  I  might,  Mr.  Chairman,  make 
a  response  to  those  comments  by  our  colleagues  who  just  testified. 
That  is,  that  one  of  the  hallmarks  of  this  great  Nation  that  we 
have  become,  the  world  superpower,  one  of  the  greatest,  probably 
the  greatest  economic  force  in  the  world,  is  that  we  have  been  able 
to  handle  successfully  complex  problems. 

This  is  a  complex  problem  here,  but  not  nearly  as  complex  as 
many,  many  of  the  things  that  we  have  solved  in  our  history  of  our 
Nation  before.  Let's  take  on  this  tobacco  problem  and  this  health 
and  tobacco  farmer  problem  and  work  on  a  comprehensive  solution. 
I  am  sure  we  can  do  it.  Thank  you,  Mr.  Chairman. 

Mr.  Payne.  The  Chair  now  recognizes  our  colleague,  Mr.  Vis- 
closky. 

STATEMENT  OF  HON.  PETER  J.  VISCLOSKY,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  INDIANA 

Mr.  Visclosky.  Mr.  Chairman,  I  thank  the  Chair,  and  the  com- 
mittee has  a  copy  of  my  full  statement.  I  understand  that  will  be 
entered  into  the  record.  My  preference  would  be  to  summarize  sev- 
eral issues  and  points.  I  would  like  to  raise  also  in  the  sense  a  form 
of  rebuttal  to  some  of  the  remarks  and  testimony  that  has  been 
presented  during  the  day. 

Mr.  Payne.  Without  objection. 

Mr.  Visclosky.  I  would  look  to  touch  on  four  issues  and  would 
avail  myself  to  any  questions  or  comments  the  Chair  or  other  mem- 
bers of  the  committee  may  have. 

The  first  point  is  on  the  issue  of  the  tax,  the  purpose  of  this  hear- 
ing. 

First  of  all,  I  would  emphasize,  as  I  did  in  my  statement,  that 
I  support  the  President's  proposal  for  a  75  cent  per  pack  tax.  Per- 
sonally, I  would  support  a  much  higher  tax.  In  my  testimony  I 
have  indicated  that  I  would  vote  for  an  increase  of  a  $2  a  pack  tax. 
I  don't  know  if  that  is  politically  realistic  in  this  day  and  age,  but 
I  also  think  that  given  the  testimony  of  the  day  relative  to  the  eco- 
nomic costs  of  the  use  of  tobacco  in  this  country,  the  debate  and 
tenor  in  this  country  has  changed.  So  I  would  want  to  make  my 
attitude  clear.  That  is,  I  view  the  75  cents  a  pack  tax  as  a  floor 
and  would  certainly  like  to  see  it  increased  by  this  committee. 

The  second  point  I  would  raise  is  the  devastation  that  the  use 
of  tobacco  products  causes  on  the  younger  generation  and  our  chil- 
dren. Mr.  Durbin,  earlier  today  before  the  committee,  asked  the 
rhetorical  question:  What  would  any  of  us  think  if  our  children 
came  home  and  said,  "Gee,  Dad,  I  took  up  smoking." 

I  have  a  6-year-old  son  and  3-year-old  son  and  I  would  be  gravely 
disappointed.  The  industry  is  what  we  are  really  talking  about 
today.  We  are  not  talking  about  the  farmers.  We  are  not  talking 
about  the  workers.  We  are  talking  about  the  industry — the  manu- 
facturers that  are  targeting  our  children. 
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They  are  not  targeting  people  to  switch  brands.  The  information 
on  the  potential  targeting  of  the  Dakota  cigarette,  depicting  two 
young  women,  is  clearly  documented.  We  have  only  but  to  drive 
past  billboards  in  this  country  with  Joe  Camel  to  see  what  they 
connote.  That  Joe  Camel  ad  is  not  targeted  to  middle-aged,  mature 
adults.  It  is  clearly  targeted  to  the  children  of  our  Nation. 

Canada  has  imposed  a  $3  a  pack  tax  on  the  use  of  tobacco  prod- 
ucts. Use  by  children  has  declined  by  two-thirds.  The  State  of  Cali- 
fornia has  increased  its  State  tax  from  a  dime  to  35  cents  and  it 
has  seen  the  use  of  tobacco  decline  at  a  rate  three  times  the  na- 
tional average.  The  tax  works  and  coupled  with  the  concern  we  all 
share  about  the  addiction  of  our  children  that  the  industry  needs 
to  replace  those  1,000  users  Mr.  Andrews  talked  about  earlier,  I 
think  that  is  where  debate  has  to  focus. 

The  third  point  that  I  would  like  to  make  is  that  a  lot  of  people 
are  standing  behind  trees  and  pointing  to  individuals  behind  other 
trees.  I  heard  comments  about  the  danger  of  eating  chicken,  the 
danger  of  eating  other  types  of  dairy  products,  the  danger  of  drink- 
ing. 

I  will  make  a  serious  admission  against  my  own  interests  this 
afternoon.  Last  night  after  our  vote  I  went  home,  had  a  sandwich 
and  with  that  sandwich  I  had  a  glass  of  wine.  I  would  hope  that 
that  does  not  imply  I  am  an  alcoholic  or  addicted  to  the  product. 
And  there  has  been  an  issue  raised  as  to  why  tobacco? 

As  Mr.  Durbin  stated  in  his  testimony,  because  it  is  a  legal  prod- 
uct that  if  used  as  intended  will  kill  you;  I  don't  think  that  glass 
of  wine  that  I  had  last  night  will  kill  me. 

I  happened  to  drive  a  car  in  to  work  today.  On  average,  48,000 
people  are  killed  in  automobile  accidents.  I  don't  believe  that  get- 
ting into  that  car  today  purposely  endangered  my  life  and  would 
lead  to  my  death. 

There  was  a  lot  of  talk  today  about  ammunition  and  taxing  guns. 
I  represent  the  city  of  Gary,  Ind.,  with  a  population  of  100,000  peo- 
ple. We  have  had  103  homicides  this  year  in  that  city.  No  one  has 
to  tell  this  Member  about  the  danger  associated  with  the  abuse  of 
handguns.  But  I  am  also  told  by  those  who  use  guns  and  ammuni- 
tion that  they  can  also  be  used  for  constructive  sporting  purposes 
and  that  if  used  as  intended  under  the  law  they  will  not  kill. 

Taking  the  arguments  we  have  heard  today  to  the  extreme,  we 
have  used  matches  in  my  home  within  the  last  week  to  light  can- 
dles. Four  thousand  people  a  year  die  in  fires.  But  at  the  point 
where  lighting  the  candle  I  don't  think  there  is  that  immediate 
endangerment  of  someone's  life  and  limb. 

You  have  to  start  someplace.  You  have  to  establish  priorities  and 
essentially  there  is  an  admission  today  that  there  is  a  cause  attrib- 
utable to  the  use  of  tobacco  products. 

The  final  point  I  would  make  is  the  issue  of  economy  and  jobs. 
I  represent  a  district  that  under  the  1990  census  lost  more  people 
than  any  congressional  district  in  this  country,  save  13.  Out  of  435 
districts,  only  13  lost  more  people  than  the  First  District  of  the 
State  of  Indiana.  The  reason  we  lost  those  numbers  of  people  is  be- 
cause over  38,000  people  lost  their  jobs  in  2  counties  in  northern 
Indiana  between  the  years  of  1977  and  1987. 
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There  is  no  Member  of  this  institution  that  is  more  concerned 
about  the  economic  impact,  potentially  negative,  on  some  individ- 
uals who  work  in  the  tobacco  industry,  who  grow  the  product  and 
who  gain  their  livelihood  from  it. 

As  I  said  in  my  opening  statement,  the  real  issue  here  is  the 
manufacturers.  Let's  look  at  a  couple  of  economic  statistics.  Who 
has  really  profited  over  these  last  several  years? 

First  of  all,  cigarette  manufacturing  in  the  United  States  contin- 
ues to  increase.  In  1983,  according  to  the  Department  of  Agri- 
culture, 664  billion  cigarettes  were  produced.  That  number  in- 
creased in  1991,  according  to  the  Department  of  Agriculture,  to  695 
billion. 

There  has  been  a  decline,  a  job  loss  in  the  manufacturing  sector 
and  I  would  hazard  the  guess,  given  the  increase  in  the  amount  of 
cigarettes  produced,  that  it  was  because  of  mechanization  and  im- 
provements in  productivity. 

There  is  an  allegation  that  there  has  been  a  loss  of  farm  jobs  and 
we  ought  to  be  very  concerned  about  that,  but  I  would  also  suggest 
that  a  lot  of  those  jobs  were  lost  because  of  the  use  of  imported  to- 
bacco products. 

In  the  early  1970s,  approximately  13  percent  of  an  average  ciga- 
rette contained  imported  tobacco.  That  number  is  nearly  39  percent 
today,  a  threefold  increase  in  less  than  two  decades. 

The  Congress  took  note  of  that,  as  Mr.  Durbin  indicated  earlier, 
by  placing  in  the  last  reconciliation  bill  a  new  tax  on  cigarette 
manufacturers  who  use  more  than  25  percent  imported  tobacco  in 
their  products. 

If  we  are  talking  about  a  warm  harvest  and  paternalistic  in- 
stincts, I  don't  think  it  is  on  behalf  of  the  manufacturers,  who  I 
think  are  part  of  the  problem  relative  to  the  loss  of  those  farm  jobs 
and  those  manufacturing  jobs.  The  profits  of  those  companies  have 
increased  by  $2.3  billion  in  1981  to  $4.4  billion  in  1987  and  the 
share — I  think  this  is  an  important  point — the  share  of  the  dollar 
retail  sale  that  goes  to  that  farmer  that  has  been  so  much  talked 
about  so  frequently  today  declined  from  7  percent  of  that  dollar  in 
1980  to  3  percent  in  1991. 

The  dollar  percentage  of  that  retail  sale  going  to  the  manufac- 
turer was  37  percent  in  1980,  and  it  was  50  percent  in  1991  accord- 
ing to  the  Department  of  Agriculture. 

Finally,  what  has  not  been  talked  about  relative  to  jobs  is  the  ef- 
fort by  those  manufacturers,  by  the  Tobacco  Institute,  to  export 
this  product  overseas,  to  export  it  to  Eastern  Europe  and  the 
former  Soviet  Union  and  to  Asian  countries. 

We  had  a  vote  on  free  trade  with  Mexico  yesterday  to  increase 
that  production.  So  this  issue  of  job  loss  has  to  be  looked  at  in  an 
international  context  and  the  export  market  that  the  industry  is 
now  connoting.  My  point  is  that  some  of  the  representations  as  to 
severity  of  the  loss  may  not  be  as  extreme  as  they  are  representing. 

I  would  echo  the  comments  of  all  the  Members  that  went  before. 
I  understand  what  job  loss  is  all  about.  I  understand  you  can't  take 
a  person  simply  because  he  did  A,  and  move  him  over  to  do  B.  That 
is  a  very  human  tragedy  in  each  household  and  we  do  have  to  be 
very  sensitive  to  those  outcomes. 

[The  prepared  statement  follows:] 
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I  would  like  to  thank  you,  Mr.  Chairman,  and  the  other 
members  of  the  Committee  for  this  opportunity  to  weigh  in  on  such 
a  crucial  issue.     It  is  my  view  that  President  Clinton  has  taken 
an  important  first  step  by  proposing  increased  taxes  on  tobacco 
products  to  help  pay  for  health  care  reform.    He  has  signaled  his 
understanding  that  the  tobacco  habit  is  America's  leading 
preventable  cause  of  death.    Tobacco  products  did  not  see  a  tax 
increase  from  1951  to  1982  and  have  risen  only  eight  cents  in  the 
last  eleven  years.    All  this  while  tobacco  use  has  killed  434,000 
people  a  year  and  cost  the  nation  $68  billion  in  lost 
productivity  and  health  care  costs.    Those  who  do  not  see  the 
connection  between  increasing  the  tobacco  tax  and  the  need  to  use 
the  revenue  to  pay  for  health  care  reform  are  clearly  missing  the 
point. 

Although  a  75-cent-per-pack  increase  in  cigarette  taxes  is 
the  President's  proposal,  I  believe  that  we  will  be  letting  an 
historic  opportunity  pass  us  by  if  the  tax  is  not  increased  by 
$2-per-pack.    An  increase  of  $2-per-pack  would  not  only  raise 
close  to  $100  billion  for  health  care  reform,  but  it  would  also 
reduce  the  number  of  people  who  smoke  by  more  than  7.5  million. 
As  former  Surgeon  General  C.  Everett  Koop  has  proclaimed,  an 
increase  in  the  tax  on  tobacco  products  is  truly  "good  for  you." 

One  area  where  even  the  tobacco  industry  claims  to  agree  is 
that  young  people  should  be  discouraged  from  smoking.    Stories  of 
people  who  have  developed  an  addiction  to  tobacco  products  as 
kids  and  are  now  experiencing  poor  health  are  heart  breaking.  I 
believe  that  we  would  be  failing  our  duties  as  legislators  and 
citizens  if  we  ignore  the  actions  that  have  been  taken  in  Canada 
to  reduce  teen  smoking.    We  must  do  more  to  keep  this  addiction 
from  our  kids. 

An  examination  of  Canada's  experience  with  tobacco  taxes 
demonstrates  how  increasing  our  cigarette  taxes  could  aid  in 
keeping  our  young  people  from  starting  a  habit  that  is  as 
addictive  as  cocaine  or  heroin,  and  the  major  factor  in  nine  of 
the  most  common  causes  of  death,  including  heart  disease  and  lung 
cancer.     In  Canada,  where  the  tax  on  tobacco  products  has  been 
raised  to  over  $3-per-pack,  teen  smoking  has  been  reduced  by 
approximately  two-thirds  and  total  cigarette  consumption  is 
falling  at  rates  more  than  twice  that  of  the  United  States.  At 
the  same  time,  total  tax  revenues  have  increased  by  more  than  $5 
billion  from  1981  to  1992. 


229 


The  benefits  of  raising  tobacco  taxes  have  been  seen  in  our 
own  country.     In  1988,  California  voters  approved  a  law  that 
raised  state  cigarette  taxes  from  10  to  35  cents.  These 
increased  tobacco  taxes  have  contributed  to  a  decrease  in  smoking 
that  is  three  times  the  national  average.     In  addition,  revenue 
from  the  tobacco  tax  has  funded  medical  care  for  the  indigent, 
firefighting  services,  and  tobacco  control  programs  and  research. 

At  a  health  care  reform  workshop  I  recently  held  in 
Northwest  Indiana,  a  doctor  expressed  his  frustration  with  living 
in  a  country  where  the  public-at-large  is  expected  to  pay  for  the 
health  care  of  people  who  make  conscious  choices  to  destroy  their 
health.    He  stressed  that  people  who  knowingly  partake  in 
behavior  that  will  eventually  erode  their  health  must  take  some 
responsibility.    Nowhere  is  this  basic  reasoning  more  applicable 
than  with  smoking.     Those  who  have  become  addicted  to  tobacco 
products  cost  this  country  billions  of  dollars  per  year.  These 
people  are  not  the  enemy.     They  are  victims  of  tobacco 
advertising  that  portrays  smoking  as  attractive,  wholesome,  and 
sexy.     Nonetheless,  they  must  be  asked  to  shoulder  a  portion  of 
this  bill  so  that  fewer  people  will  have  to  pay  in  the  future. 
A  $2-per-pack-increase  in  taxes  would  save  one  million  more  lives 
than  the  proposed  75  cent-per-pack  increase,  and  as  the  doctor 
from  Hammond,  Indiana  implored,  "help  people  understand  the  costs 
of  their  health  care  and  become  more  responsible  for  their 
actions. " 


Recently,  some  who  oppose  an  increase  in  tobacco  taxes  have 
claimed  that  because  smokers  are  not  uniquely  responsible  for  the 
rise  in  health  care  costs,  there  should  be  no  increase  in  tobacco 
taxes.     I  do  not  subscribe  to  this  "all-or-nothing"  argument. 
Smokers  are  not  being  asked  to  pay; the  entire  bill  for  health 
care  reform,  or  even  the  majority  of  the  cost.     Indeed,  they 
should  be  asked  to  pay  more  to  use 
to  cause  death  in  millions  of  Amer 
tax  increase  have  even  had  the  ner 
products  are  taxed,  then  those  who 

tax.     I  think  we  all  can  see  the  difference  between  being  the 
victim  of  a  virus  and  choosing  to  use  tobacco  products. 


products  that  have  been  proven 
cans.     The  opponents  of  the 
re  to  proclaim  that  if  tobacco 
get  colds  should  pay  a  special 


Mr.  Chairman,  the  United  States  is  one  of  only  three 


than  $l-per-pack  in  taxes  on 
million  people  in  our  country 


developed  nations  that  levies  less 
cigarettes.     On  the  other  hand,  35 

do  not  have  access  to  what  I  believe  is  the  best  quality  health 
care  in  the  world.     While  most  agree  that  the  United  States 
provides  the  best  health  care,  our  I  delivery  system  is  certainly 
broken.     Many  of  my  constituents  in  Northwest  Indiana  who  have 
lost  their  jobs  due  to  the  recent  recession  do  not  have  access  to 
health  care.     Others  on  Medicaid  are  turned  down  by  providers  who 
cannot  afford  to  sustain  their  practice  without  treating  more 
privately-insured  patients.     Finally,  many  of  the  small 
businesses  in  Northwest  Indiana  who  are  doing  a  courageous  job  of 
bringing  economic  development  to  a  region  decimated  by  job  loss, 
cannot  afford  to  cover  their  employees  because  of  a  lack  of  a 
community  rating  in  the  insurance  market.     For  these  reasons,  we 
have  no  choice  but  to  undertake  health  care  reform  and  use 
increased  tobacco  taxes  to  help  pay  for  it. 
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Mr.  Payne.  Thank  you  very  much. 
Mr.  Reed. 

STATEMENT  OF  HON.  JACK  REED,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  RHODE  ISLAND 

Mr.  Reed.  Thank  you,  Mr.  Chairman. 

Thank  you  very  much,  Mr.  Chairman,  for  allowing  me  to  testify 
today  in  support  of  a  tobacco  tax  to  finance  health  care  reform. 

Reform  of  our  health  care  system  must  be  our  highest  priority. 
This  is  a  defining  moment  in  our  history.  This  debate  will  shape 
the  character  of  our  society  as  well  as  our  capacity  to  compete  in 
the  global  economy.  No  matter  how  much  we  cut  domestic  pro- 
grams and  defense  spending  the  deficit  will  still  go  up  unless  we 
reform  our  health  care  system. 

We  must  do  that  with  a  great  deal  of  sensitivity  to  ensuring  that 
our  health  policy  and  our  tax  policy  are  coherent. 

I  am  pleased  that  the  President  included  a  tax  on  tobacco  prod- 
ucts as  part  of  this  financial  proposal  for  his  health  care  reform 
plan.  It  is  both  good  tax  policy  and  good  health  policy. 

Former  Surgeon  General  C.  Everett  Koop  has  stated  that  in- 
creasing the  cigarette  tax  could  be  one  of  the  most  important  public 
health  measures  this  country  has  ever  undertaken.  Cigarette  smok- 
ing is  the  single  most  preventable  cause  of  premature  death  in  the 
United  States,  and  it  is  responsible  for  more  than  one  of  every  six 
deaths. 

Cigarettes  kill  more  than  419,000  Americans  each  year,  which  is 
more  than  alcohol,  heroin,  crack,  automobile  and  aircraft  accidents, 
murders,  suicides  and  AIDS  combined. 

In  addition,  cigarettes  cost  the  American  public  more  than  $56 
billion  each  year  in  tobacco-related  health  care  costs  and  lost  pro- 
ductivity. Tobacco  taxes  have  a  significant  impact  on  tobacco  con- 
sumption. And  an  increased  tax  will  discourage  one  of  the  more 
distressing  aspects  of  cigarette  consumption,  namely,  the  3,000 
children  each  day  who  begin  to  smoke. 

In  my  home  State  of  Rhode  Island,  it  is  estimated  that  between 
$4  and  $5  million  annually  is  spent  by  young  people  to  illegally 
purchase  tobacco,  primarily  cigarettes.  Although  smoking  among 
adults  in  Rhode  Island  has  been  declining  since  1985,  it  is  esti- 
mated that  17  percent  of  children  attending  grades  7  through  12 
smoke. 

With  the  prevalence  of  these  young  people  ranging  from  8  per- 
cent of  7th  graders  to  29  percent  of  12th  graders,  the  majority  of 
smokers  began  smoking  before  the  9th  grade.  In  1989,  cigarette 
smoking  attributable  deaths  accounted  for  19  percent  of  Rhode  Is- 
land deaths  and  for  21  percent  of  deaths  occurring  among  adults 
35  years  and  older. 

Decreasing  smoking  attributable  to  mortality  nationwide  re- 
quires a  vigorous  effort  to  maintain  the  decline  in  adult  smoking 
to  protect  non  smokers  from  environmental  tobacco  smoke  and  per- 
haps most  important,  to  prevent  the  initiation  of  smoking  among 
adolescents. 

In  Rhode  Island,  we  have  recently  passed  legislation  towards  this 
goal.  The  State  of  Rhode  Island  passed  the  Smoking  Restrictions  in 
Schools  Act  which  prohibits  smoking  in  any  K  through  12  schools 
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in  the  State  and  on  school  buses.  This  effort  should  be  commended 
and  augmented  by  the  Federal  Government's  leadership  and  imple- 
mentation of  an  increased  cigarette  tax. 

Support  for  tobacco  taxes  is  strong  among  all  social,  economic, 
and  political  groups  around  the  country.  And  I  hope  that  it  will  be 
supported  here  in  this  Congress  as  well. 

Thank  you,  Mr.  Chairman. 

Mr.  Payne.  Thank  you,  Mr.  Reed. 

[The  prepared  statement  follows:] 
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Thank  you,  Mr.  Chairman,   for  allowing  me  to  testify  today 
before  your  Subcommittee  in  support  of  a  tobacco  tax  to  finance 
health  care  reform. 

Reform  of  our  health  care  system  must  be  our  highest 
priority.     This  is  a  defining  moment  in  our  history.     This  debate 
will  shape  the  character  of  our  society  as  well  as  our  capacity 
to  compete  in  a  global  economy.     No  matter  how  much  we  cut 
domestic  programs  or  defense  spending,   the  deficit  will  still 
increase  unless  we  reform  our  health  care  system.     If  we  do 
nothing,  nearly  1/2  of  every  dollar  of  real  economic  growth 
between  now  and  the  year  2000  will  go  to  feed  the  increasing  cost 
of  health  care.     And  these  numbers  do  not  tell  the  story  of 
millions  of  Americans  who  are  currently  denied  access  to  care. 

I  am  pleased  that  the  President  has  included  a  tax  on 
tobacco  products  as  part  of  his  financing  proposal  for  his  reform 
plan.     It  is  both  good  tax  policy  and  good  health  policy.  Former 
Surgeon  General  C.   Everett  Coop  has  stated  that  increasing  the 
cigarette  tax  could  be  one  of  the  most  important  public  health 
measures  this  country  has  ever  taken.     Cigarette  smoking  is  the 
single  most  preventable  cause  of  premature  death  in  the  U.S.  and 
is  responsible  for  more  than  one  of  every  six  deaths.  Cigarettes 
kill  more  than  419,000  Americans  each  year,  which  is  more  than 
alcohol,  heroin,   crack,  automobile  and  airplane  accidents, 
murders,   suicides  and  AIDS  combined.     In  addition,  cigarettes 
cost  the  Ar-.^rican  public  more  than  $65  billion  each  year  in 
tobacco- related  health  care  costs  and  lost  productivity. 

Tobacco  taxes  have  a  significant  impact  on  tobacco 
consumption,  and  an  increase  tax  will  discourage  one  of  the  more 
distressing  aspects  of  cigarette  consumption;   the  3,000  children 
each  day  who  begin  to  smoke . 

It  is  estimated  that  between  $4-5  million  annually  is  spent 
by  Rhode  Island  minors  illegally  purchasing  tobacco,  primarily 
cigarettes.     Although  smoking  among  adults  in  Rhode  Island  has 
been  declining  since  1985,   it  is  estimated  that  17%  of  children 
attending  grades  7-12  were  smokers,  with  prevalence  ranging  from 
8%  of  7th  graders  to  29%  of  12th  graders.     The  majority  of 
smokers  began  smoking  before  the  9th  grade.     In  1989,  cigarette 
smoking- attributable  deaths  accounted  for  19%  of  Rhode  Island 
deaths  and  for  21%  of  deaths  occurring  among  adults  35  and  older. 

Decreasing  smoking-attributable  mortality  nationwide 
requires  a  vigorous  effort  to  maintain  the  decline  in  adult 
smoking,   to  protect  non-smokers  from  environmental  tobacco  smoke, 
and  perhaps  most  important,   to  prevent  the  initiation  of  smoking 
among  adolescents. 

Rhode  "Island  has  recently  passed  legislation  toward  this 
end.  In  1992,  the  state  of  Rhode  Island  passed  the  Smoking 
Restrictions  in  Schools  Act  which  prohibits  smoking  in  any  K-12 
schools  in  the  state  and  on  school  buses.  This  effort  should  be 
commended  and  augmented  by  the  federal  government ' s  leadership 
and  implementation  of  a  cigarette  tax. 

Support  for  tobacco  taxes  is  strong  among  all  social, 
economic,   and  political  groups  around  the  country.     I  hope  that 
it  will  be  supported  here  in  Congress  as  well. 
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Mr.  Payne.  Mr.  Huffington. 

STATEMENT  OF  HON.  MICHAEL  HUFFINGTON,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Huffington.  Mr.  Chairman,  members  of  the  committee,  I 
appreciate  the  time  and  the  patience  the  committee  has  in  listening 
to  the  heartfelt  concerns  of  Members  of  Congress,  public  citizens, 
and  all  interested  parties  relating  to  this  very  important  issue. 

I  ask  to  be  heard  today  on  what  has  become  one  of  the  most 
hotly  contested  revisions  of  the  health  care  reform  debate,  the 
question  of  financing.  In  securing  the  most  equitable  system  to  pay 
for  a  new  health  care  program,  good  law  would  dictate  that  health 
care  costs  should  be  financed,  in  part  at  least,  with  revenues  from 
the  deadliest  of  habits,  cigarette  smoking. 

America  has  been  focused,  and  rightly  so,  on  the  illegal  drug 
problem  rampant  throughout  our  country.  In  fact,  illegal  drugs  left 
30,000  people  dead  last  year.  However,  as  tragic  as  that  number 
may  be,  more  than  400,000  Americans  die  annually  as  a  result  of 
cigarettes,  and  500  million  people  now  living  all  around  the  world 
will  die  from  tobacco  use  alone. 

Tobacco  is  not  only  an  effective  killer,  it  is  an  economic  drain 
whose  consequences  are  shared  by  all  Americans,  smokers  and 
nonsmokers  alike.  Cigarettes  rob  the  U.S.  economy  of  $68  billion  in 
health  care  costs  and  lost  productivity  every  year.  A  University  of 
California,  San  Francisco  study  found  that  in  my  home  State  of 
California,  smoking  costs  the  State  more  than  $7.6  billion  a  year, 
which  happens  to  be  about  our  annual  deficit  in  the  State. 

I  would  like  now  to  respond  to  the  claim  of  job  loss  resulting 
from  a  tax  increase  on  tobacco.  First,  one  must  understand  that  the 
much  quoted  figure  of  776,000  tobacco  jobs  that  may  be  lost  as  a 
result  of  a  decrease  in  tobacco  consumption  is  a  statistic  derived 
purely  by  the  Tobacco  Institute,  the  lobbying  arm  of  the  tobacco  in- 
dustry. 

Given  the  tobacco  industry's  claim  that  55  percent  of  U.S.  tobacco 
is  exported  as  leaf  or  cigarettes,  the  U.S.  job  impact  would  appear 
to  be  significantly  lower.  Nevertheless,  we  should  be  committed  to 
retraining  these  workers  and  to  farming  alternative  crops  instead 
of  allowing  thousands  of  kids  to  get  hooked  on  tobacco  to  keep  a 
single  industry  economically  viable. 

Tobacco  manufacturing  and  farming  jobs  have  been  steadily  de- 
clining over  the  past  decade  due  to  the  natural  effects  of  the  mar- 
ketplace. As  the  demand  for  tobacco  decreases,  these  jobs  will  con- 
tinue to  decline  with  or  without  a  tobacco  tax  increase.  I  am  happy 
to  see  that  tobacco  growing  areas  such  as  North  Carolina  are  be- 
coming less  dependent  on  tobacco  and  more  diversified. 

The  issue  I  find  most  repulsive  in  this  debate,  though,  is  the  to- 
bacco industry's  luring  of  American  youth.  The  industry  knows 
very  well  that  cigarette  consumption  has  declined  37  percent  in  the 
past  25  years  in  this  country.  New  recruits,  therefore,  are  a  must 
to  keep  the  industry  alive  and  well,  as  they  say,  given  the  fact  that 
the  average  age  of  initiation  to  cigarettes  is  11  years  old,  the  indus- 
try's marketing  plan  is  right  on  target. 

To  counter  this  strategy,  Canada  raised  cigarette  taxes  to  more 
than  $3  a  pack.  As  a  result,  smoking  by  the  young  has  dropped  by 
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60  percent.  In  my  home  State  of  California,  voters  raised  cigarette 
taxes  from  10  to  35  cents.  The  results  were  a  17  percent  decline 
in  cigarette  smoking  and  an  increase  in  new  State  revenue  of  $550 
million  in  the  first  year. 

However,  the  primary  benefit  of  increasing  tobacco  taxes,  as  I  see 
it,  is  to  discourage  the  3,000  children  who  begin  smoking  every  day 
from  starting  in  the  first  place. 

The  one  disappointment  I  have,  Mr.  Chairman,  is  that  the  to- 
bacco industry  was  able  to  lobby  the  excise  tax  down  to  75  cents 
per  pack.  The  originally  planned  tax  of  $2  per  pack  would  have 
raised  $25  billion  and  saved  almost  2  million  lives.  The  success  of 
the  tobacco  lobby  and  the  75  cent  compromise  will  cost  this  Nation 
$14  billion  in  Federal  revenue,  and  more  important,  1  million  lives. 

Mr.  Chairman,  I  want  to  suggest  a  new  revenue  source  that  I 
have  not  yet  heard  discussed.  I  have  introduced  legislation  that 
awaits  action  from  your  committee.  My  bill,  entitled  Tobacco  Ashes, 
H.R.  2534,  disallows  tax  breaks  for  advertising  or  promotion  of  to- 
bacco products. 

I  introduced  this  bill  because  the  tobacco  industry  seems  to  have 
plenty  of  its  own  money  for  advertising  and  promotions.  In  fact,  Dr. 
Janet  Benner  of  the  Tri-County  Tobacco  Education  and  Prevention 
Team,  headquartered  in  my  hometown  of  Santa  Barbara,  Calif.,  re- 
cently said,  'The  tobacco  industry  spends  over  $7,000  every  minute 
of  every  day  on  tobacco  promotion  and  advertising.  It  is  safe  to  say 
the  industry  doesn't  need  any  help  from  Uncle  Sam." 

The  Joint  Committee  on  Taxation  estimates  that  Tobacco  Ashes 
will  generate  $3.5  billion  in  new  Federal  revenues  over  5  years. 
The  question  before  us  is  simply  whether  this  $3.5  billion  should 
continue  to  subsidize  tobacco  advertising  or  whether  it  should  be 
used  to  promote  healthy  living  for  us  and  especially  our  children. 

In  conclusion,  Mr.  Chairman,  the  industry,  the  tobacco  industry, 
would  have  us  believe  that  we  cannot  afford  to  reduce  tobacco  con- 
sumption. I  submit  we  cannot  afford  not  to. 

I  thank  the  committee  for  their  time. 

[A  copy  of  H.R.  2534  follows:] 
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io3d  congress    ww   "rj    O  Ef  O  /f 

1st  Session  K.  ZDo4 

To  amend  the  Internal  Revenue  Code  of  1986  to  disallow  the  deduction 
for  advertising  or  other  promotion  expenses  with  respect  to  sales  of 
tobacco  products. 


IN  THE  HOUSE  OF  REPRESENTATIVES 
June  28,  1993 

Mr.  Huffington  (for  himself,  Mr.  Andrews  of  Texas,  Mr.  Conyers,  Mr. 
Durbin,  Mr.  Frank  of  Massachusetts,  Mr.  Hansen,  Mr.  Stark,  Mr. 
Traficant,  and  Mr.  Wyden)  introduced  the  following  bill;  which  was  re- 
ferred to  the  Committee  on  Ways  and  Means 


A  BILL 

To  amend  the  Internal  Revenue  Code  of  1986  to  disallow 
the  deduction  for  advertising  or  other  promotion  expenses 
with  respect  to  sales  of  tobacco  products. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "  Tobacco  Advertising 

5  Subsidies  and  Health  Enhancement  Strategies  Act". 
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1  SEC.  2.  DISALLOWANCE  OF  DEDUCTION  FOR  TOBACCO 

2  PRODUCT  SALES  PROMOTION  EXPENSES. 

3  (a)  General  Rule. — Part  EX  of  subchapter  B  of 

4  chapter  1  of  the  Internal  Revenue  Code  of  1986  (relating 

5  to  items  not  deductible)  is  amended  by  adding  at  the  end 

6  thereof  the  following  new  section: 

7  "SEC.  2801.  TOBACCO  PRODUCT  SALES  PROMOTION  EX- 

8  PENSES. 

9  "(a)  General  Rule. — No  deduction  shall  be  allowed 

10  under  this  chapter  for  any  tobacco  product  sale  promotion 

1 1  expense. 

12  "(b)  Tobacco  Product  Sale  Promotion  Ex- 

13  pense. — For  purposes  of  this  section — 

14  "(1)  In  general. — The  term  'tobacco  product 

15  sale  promotion  expense'  means  any  amount  other- 

16  wise  allowable  as  a  deduction  under  this  chapter 

17  with  respect  to — 

18  "(A)  any  advertisement  primarily  for  pur- 

19  poses  of  promoting  the  sale  of  tobacco  products, 

20  or 

21  "(B)  any  of  the  following  incurred  or  pro- 

22  vided  primarily  for  purposes  described  in  sub- 

23  paragraph  (A) — 

24  "(i)  travel  expenses  (including  meals 

25  and  lodging), 
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1  "(ii)  any  amount  attributable  to  goods 

2  or  services  of  a  type  generally  considered 

3  to  constitute  entertainment,  amusement,  or 

4  recreation  or  to  the  use  of  a  facility  in  con- 

5  nection  with  the  providing  of  such  goods  or 

6  services, 

7  "(iii)  gifts,  or 

8  "(iv)  other  promotion  expenses. 

9  "(2)  Tobacco  products. — The  term  'tobacco 

10  products'  has  the  meaning  given  to  such  term  by 

11  section  5702(c). 

12  "(c)  Regulations. — The  Secretary  shall  prescribe 

13  such  regulations  as  may  be  necessary  to  carry  out  the  pur- 

14  pose  of  this  section." 

15  (b)  Clerical  Amendment. — The  table  of  sections 


16  for  part  EX  of  subchapter  B  of  chapter  1  of  such  Code 

17  is  amended  by  adding  at  the  end  thereof  the  following  new 

18  item: 

"Sec.  2801.  Tobacco  product  sales  promotion  expenses." 

19  (c)  Effective  Date. — The  amendments  made  by 

20  this  section  shall  apply  to  amounts  paid  or  incurred  after 

21  the  date  of  the  enactment  of  this  Act  in  taxable  years  end- 

22  ing  after  such  date. 
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1  SEC.  3.  ADDITIONAL  REVENUES  TO  BE  USED  FOR  DEFICIT 

2  REDUCTION. 

3  Any  additional  revenues  received  in  the  Treasury  by 

4  reason  of  the  amendments  made  by  section  2— 

5  (1)  shall  be  used  for  deficit  reduction  purposes, 

6  and 

7  (2)  shall  not  be  considered  for  any  purpose 

8  under  the  Balanced  Budget  and  Emergency  Deficit 

9  Control  Act  of  1985. 
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Mr.  Payne.  Thank  you  very  much,  Mr.  Huffington. 
Mr.  Sundquist,  did  you  have  questions? 
Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

Thank  you  for  your  testimony.  I  go  into  this  questioning  on  the 
premise  that  I  am  not  in  favor  of  taxes.  I  think  we  are  not 
undertaxed,  we  are  overspent  in  this  country. 

My  colleague  from  Indiana,  I  notice  you  want  to  raise  the  tobacco 
tax  to  $2  a  pack.  Would  you  do  that  in  order  to  eliminate  cigarette 
smoking  or  to  fund  the  health  care  bill? 

Mr.  VISCLOSKY.  My  primary  motivation  for  supporting  that  level 
of  a  tax  is  to  discourage  children  from  smoking. 

Mr.  Sundquist.  So  you  don't  care  if  it  is  taxed,  period,  it  doesn't 
relate  to  the  health  care  package? 

Mr.  Visclosky.  I  am  saying  that  it  is  my  primary  motivation.  It 
is  my  belief,  based  on  information  I  have  seen,  that  it  would  lead 
to  discontinuation  of  smoking  by  about  7.5  million  Americans.  The 
fact  that  it  would  be  used  for  financing  in  part  a  new  health  care 
system  in  this  country,  would  be  a  positive  attribute  of  the  tax. 

Mr.  Sundquist.  We  are  here  today,  my  understanding  is,  for  the 
purpose  of  reviewing  funding  of  the  health  care  package.  And  so 
what  I  interpret  you  to  say  is,  you  don't  care  if  it  is  here  or  some- 
where else,  because  you  want  to,  in  your  opinion,  affect  the  chil- 
dren. 

Mr.  Visclosky.  I  would  want  to  be  clear,  my  primary  concern  is 
the  use  of  the  tax  to  discourage  children  from  smoking,  and  I  fully 
support  its  use  in  the  delivery  of  health  care  services,  as  well  as 
for  additional  advertising  to  discourage  people  from  using  a  product 
that  will  kill  them. 

Mr.  Sundquist.  Anybody  else  have  a  comment  on  that? 

Mr.  Reed.  If  I  may,  Mr.  Sundquist,  I  think  it  is  two  sides  of  the 
same  coin.  If  you  increase  the  effective  price  of  tobacco  products  to 
minors  or  to  even  adults,  not  only  will  you  be  able  to  fund  this 
health  care  reform,  you  will  be  able  to  discourage  the  consumption 
of  tobacco  products  which  has  been  shown  to  be  one  of  the  major 
health  issues  in  our  country. 

So  I  think  you,  in  a  way,  lower  the  cost  of  health  care  by  impos- 
ing higher  taxes  on  cigarettes  and  you  fund  the  residual  cost  of 
health  care  by  getting  these  revenues  from  the  taxes  on  cigarettes. 
So  I  think  this  is  one  of  those  occasions  where  it  is  a  symmetry  be- 
tween the  tax  and  the  item  of  government  that  you  are  trying  to 
fund. 

Mr.  Sundquist.  This  funds  the  health  care  package,  is  that  what 
you  said? 

Mr.  Reed.  I  would  think  it  funds  the  health  care  package,  as  well 
as  controlling  a  major  health  problem. 

Mr.  Sundquist.  It  is  a  long  way  in  funding  the  health  care  pack- 
age, I  would  say,  Mr.  Reed,  a  long  ways.  This  is  a  small  portion 
of  it. 

Mr.  Reed.  Well,  we  could  increase  it  to  $2  or  $3,  and  we  go  a 
further  way. 

Mr.  Sundquist.  Let  me  ask  you  something  on  that.  You  are  get- 
ting closer  to  my  question.  Are  you  familiar  with  a  boat  tax  that 
was  put  in  a  couple,  3  years  ago  where  we  were  going  to  tax  luxury 
boats  and  people  stopped  buying  luxury  boats  and  people  stopped 
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making  luxury  boats,  and  we  ended  up  with  less  taxes  from  that 
source  than  we  did  before?  Are  you  familiar  with  that? 

Mr.  Reed.  I  am,  Mr.  Sundquist.  I  didn't  know  anyone  has  made 
the  case  that  luxury  boats  are  a  threat  to  health  care. 

Mr.  Sundquist.  Oh,  not  at  all,  quite  the  opposite.  We  are  talking 
about  jobs,  we  are  not  here  talking  about  health  care  today.  We  are 
here  to  talk  about  taxation.  And  is  it  just  possible  that  we  will, 
under  your  proposal,  increase  the  tobacco  taxes  much  higher  to 
fund  the  health  care  bill  and  then  find  out  that  there  is  no  funding 
to  the  health  care  bill?  Is  that  just  possible? 

Mr.  Reed.  Mr.  Sundquist,  I  think  we  are  here  to  look  at  one  rev- 
enue stream  to  fund  health  care  reform  which  I  recognize,  many 
people  recognize,  is  necessary.  I  think  the  logic  of  this  tax  is  that 
it  has  a  strong  bearing  on  not  only  financing  health  care,  but  also 
ultimately  reducing  the  cost  of  health  care  to  the  society.  The  evi- 
dence is  inconvertible. 

Mr.  Sundquist.  If  you  are  successful,  we  won't  have  any  taxes 
from  cigarettes  or  in  tobacco,  right? 

Mr.  Reed.  Oh,  I  don't  think  so,  not  given  as  Mr.  Visclosky  men- 
tioned, the  access  to  overseas  tobacco  supplies,  the  fact  that  

Mr.  Sundquist.  But  that  is  not  covered  under  this.  We  are  not 
talking  about  foreign  tobacco  sales,  we  are  talking  about  domestic 
tobacco  sales,  10,000  percent  on  one  product,  3,000  percent  on  an- 
other product.  So  how  are  you  going  to  fund  health  care? 

Mr.  Visclosky.  Mr.  Sundquist,  if  I  might  

Mr.  Sundquist.  I  think  my  time  is  up,  but  maybe  in  another 
round,  I  can  give  you  some  time  to  answer.  Thank  you. 

Mr.  Payne.  Let  me  thank  these  panelists  for  their  contribution. 
Following  up  on  Mr.  Sundquist's  comments,  I  think  certainly  the 
role  of  this  panel  and  this  committee  is  to  determine  taxation  that 
is  sustainable,  that  is  equitable,  and  certainly  they  are  among  the 
criteria  that  we  will  need  to  use  in  order  to  determine  what  the 
taxation  ought  to  be. 

I  thank  the  panel  very  much  for  their  contribution  this  morning. 

Mr.  Huffington.  Mr.  Payne,  can  I  add  something  before  I  leave? 

Mr.  Payne.  Yes,  Mr.  Huffington. 

Mr.  Huffington.  This  is  a  Committee  on  Taxation,  and  as  I 
mentioned,  I  have  a  bill  before  the  committee  called  tobacco  ashes 
which  has  to  do  with  taxation.  As  you  know,  our  country  spends 
$100  million  a  year  today  telling  people  not  to  smoke  because  it 
causes  cancer. 

It  seems  ridiculous  to  me  to  give  a  tax  break,  basically  a  write- 
off for  tobacco  advertising  that  allows  companies  to  promote  the 
use  of  smoking  that  adds  up  to  $3.5  billion  over  5  years.  So  I  would 
like,  and  I  would  hope,  that  this  bill  would  have  some  consideration 
in  that  it  is  relevant  to  this  issue  of  taxation. 

Mr.  Payne.  Thank  you,  Mr.  Huffington.  And  I  can  assure  you 
that  there  will  be  many  avenues  that  will  be  explored  as  we  con- 
tinue to  go  down  the  road  of  proper  health  care  reform  financing. 
And  certainly  it  seems  to  me  that  your  bill  is  related  to  the  central 
issue  and  we  will  get  some  consideration  as  well  as  others.  Thank 
you  very  much. 
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The  next  panel,  we  have  Howard  Coble,  North  Carolina;  Bob 
Clement,  Tennessee;  Scotty  Baesler,  Kentucky;  Bobby  Scott  of  Vir- 
ginia. 

And  Mr.  Coble,  if  you  would  proceed. 

STATEMENT  OF  HON.  HOWARD  COBLE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mr.  Coble.  Thank  you,  Mr.  Chairman.  We  appreciate  the  oppor- 
tunity to  testify  before  this  committee  today. 

I  am  unequivocally  opposed  to  President  Clinton's  recommenda- 
tion that  we  raise  the  current  24  cents  per  pack  Federal  excise  tax 
on  cigarette  sales  by  another  75  cents.  From  an  economic  stand- 
point, the  imposition  of  this  increase  makes  little  sense,  resulting 
as  it  would  in  fewer  sales,  which  is  what  the  gentleman  from  Ten- 
nessee just  propounded  in  his  questioning. 

Such  an  outcome  benefits  neither  those  workers  and  tobacco 
growers  whose  jobs  are  dependent  on  a  vibrant  tobacco  industry, 
nor  the  President,  who  is  attempting  to  identify  new  sources  of  rev- 
enue to  pay  for  a  comprehensive  health  care  reform,  nor  most  sig- 
nificantly, Mr.  Chairman,  the  economic  well-being  of  our  country. 

In  fact,  an  analysis — and  I  don't  want  to  bore  you  all  with  this, 
but  I  think  it  is  crucial,  an  analysis  based  on  a  Price  Waterhouse 
study  estimated  that  681,353  U.S.  residents  have  jobs  linked  to  the 
distribution  on  retaining  of  tobacco  products.  Approximately  82,000 
of  these  jobs  would  be  lost  if  the  Federal  cigarette  tax  is  approved. 

It  is  my  further  understanding  that  nearly  274,000  total  jobs  na- 
tionwide would  be  lost.  In  addition,  such  unwelcome  change  would 
further  burden  low-  and  middle-income  families  already  paying 
more  than  their  fair  share  of  taxes.  And  Federal  tobacco  tax  win 
severely  hurt  the  competitiveness  of  American  industry  and  hinder 
local  economic  growth. 

And  if  health  care  reform  or  any  other  government  initiative  is 
designed  to  benefit  all  Americans,  then  the  sacrifice  required  to  fi- 
nance such  an  endeavor  must  be  borne  evenly  throughout  society. 
Singling  out  persons  who  use  tobacco  products,  in  mv  opinion,  the 
workers  who  produce  them,  the  farmers  who  grow  the  tobacco,  as 
the  administration  would  do,  I  think  is,  on  its  face,  unfair. 

The  tobacco  industry  has  been  hardest  hit  by  the  excise  taxes  in 
the  past. 

And,  Mr.  Chairman,  I  am  not  going  to  read  all  these  numbers. 
Without  objection,  I  would  like  to  have  my  statement  entered  into 
the  record.  I  am  sure  you  will  do  that. 

Mr.  Payne.  Without  objection,  so  ordered. 

Mr.  Coble.  But  the  amount  is  staggering.  I  visited  the  Lorillard 
plant  in  my  district,  in  Greensboro,  N.C.,  4  or  5  years  ago.  And 
when  I  was  preparing  to  leave,  Mr.  Chairman,  one  of  the  super- 
visors there  told  me  the  amount  of  taxes  paid  daily  by  the  Lorillard 
plant  in  Greensboro  alone — and  I  regret  that  I  didn't  bring  that, 
because  it  was  a  staggering  amount—daily  tax  contribution  to  the 
tax  base  of  our  county. 

A  75  cents  increase  in  Federal  tobacco  taxes  will  be  especially 
devastating  to  the  southern  economy.  And  I  will  admit,  we  on  this 
panel,  we  are  provincial,  we  are  all  southerners.  But  nonetheless, 
it  is  singling  out  a  region  of  the  country,  costing  more  than  three 
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times  as  many  jobs  in  the  South  than  in  the  rest  of  the  Nation. 
And  I  think  singling  out  one  industry  and  one  region  of  the  country 
to  shoulder  an  unfair  cost  of  overhauling  our  Nation's  health  care 
system  is  simply  not  fair. 

Now,  finally,  Mr.  Chairman,  my  friend  from  California  who  has 
already  gone,  but  he  alluded  to  my  State  of  North  Carolina,  and 
he  said  we  have  done  such  a  good  job  of  diversifying  that  we  no 
longer  need  tobacco.  Well,  I  would  be  glad  to  take  him  down  to  my 
tobacco  farms  and  let  him  try  to  convince  the  tobacco  farmers  of 
that.  It  is  simply  not  true. 

We  have  done  a  good  job  of  diversifying,  but,  by  gosh,  tobacco  is 
still  ever  so  significant  to  the  well-being  of  our  economy.  North 
Carolina — pardon  my  immodesty,  gentlemen,  for  bragging,  but  as 
Dizzy  Dean  used  to  say,  "If  you  can  do  it,  it  ain't  bragging."  North 
Carolina  is  the  leading  producer  of  flue-cured  tobacco.  Increasing 
the  Federal  cigarette  tax  by  75  cents  per  pack  would  have  a  sin- 
gular, detrimental  impact  on  our  local  economy. 

Currently,  more  than  105,000  North  Carolinians  hold  jobs  that 
are  linked  to  the  production,  distribution,  or  retailing  of  tobacco 
products.  More  than  13,000  of  these  jobs  would  be  lost  if  the  tax 
is  enacted.  I  will  summarize  the  rest  of  my  statement. 

As  I  say,  we  have  got  three  other  panelists  to  speak.  But  I  want 
to  say  one  thing,  Mr.  Chairman,  to  the  gentleman  from  Tennessee, 
Mr.  Sundquist.  I  think  your  question  regarding  the  luxury  tax  was 
right  on  the  money.  I  represent  Hatteras  Yachts  that  builds  those 
boats.  And  that  luxury  tax  did  not  impair  in  any  way  the  purchaser 
of  the  boat.  It  impaired  the  man  and  woman  who  build  the  boat, 
because  they  simply  postponed  the  purchase.  And  I  think  the  same 
analogy  will  follow  with  cigarettes. 

And  as  you  pointed  out,  Mr.  Sundquist,  what  we  may  end  up 
doing  is  having  no  money  because  the  sales  reduction  will  have  a 
direct  effect  upon  the  funding  of  the  health  care. 

Mr.  Chairman,  again,  thank  you  for  your  generosity  and  time 
and  it  is  good  to  be  here. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Coble. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  H3NDRABIZ  KWARD  OOBTFi 
NOVEMBER  18,  1993 


Mr.  Chairman,  I  appreciate  the  opportunity  to  testify  before  your 
committee  today.    I  am  unequivocally  opposed  to  President  Clinton's 
recommendation  that  we  raise  the  current  24-cents  per-pack  federal  excise  tax 
on  cigarette  sales  by  another  75  cents. 

From  an  economic  standpoint,  the  imposition  of  this  increase  makes 
little  sense,  resulting  as  it  would  in  fewer  sales.    Such  an  outcome  benefits 
neither  those  workers  and  tobacco  growers  whose  jobs  are  dependent  on  a 
vibrant  tobacco  industry,  nor  the  President  who  is  attesting  to  identify  new 
sources  of  revenue  to  pay  for  comprehensive  health  care  reform  nor,  most 
significantly,  the  economic  well  being  of  our  country.    In  fact,  an  analysis 
based  on  a  Price  Waterhouse  study  estimated  that  681,353  U.S.  residents  have 
jobs  linked  to  the  distribution  and  retailing  of  tobacco  products. 
Approximately  82,000  of  these  jobs  would  be  lost  if  the  federal  cigarette  tax 
is  approved.    It  is  my  further  understanding  that  nearly  274,000  total  jobs 
nationwide  would  be  lost. 

In  addition,  such  unwelcomed  change  would  further  burden  low-  and 
middle-income  families  already  paying  more  than  their  fair  share  of  taxes. 
Any  federal  tobacco  tax  will  severely  hurt  the  competitiveness  of  American 
industry  and  hinder  local  economic  growth.    If  health  care  reform  or  any  other 
government  initiative  is  designed  to  benefit  all  Americans,  then  the 
sacrifices  required  to  finance  such  an  endeavor  must  be  borne  evenly 
throughout  society.    Singling  out  persons  who  use  tobacco  products,  the 
workers  who  produce  them,  and  the  farmers  who  grow  tobacco,  as  the 
administration  would  do,  is  patently  unfair. 

The  tobacco  industry  has  been  hardest  hit  by  excise  taxes  in  the  past. 
Currently,  the  tobacco  industry  pays  $38.8  billion  in  excise,  personal  and 
corporate  income,  FICA,  and  sales  taxes.    Of  that  amount,  $25.9  billion  is 
paid  to  the  federal  government  and  $12.9  billion  to  state  and  local  entities. 
Smokers  currently  pay  $13.4  billion  more  in  taxes  than  non-smokers.  The 
federal  government  collects  $5.1  billion  from  smokers  and  states  collect 
another  $6  billion.    State  sales  taxes  from  tobacco  products  generate  another 
$2.1  billion  and  local  governments  collect  more  than  $200  million  in 
additional  sales  taxes.    I  believe  this  data  convincingly  demonstrate  that  the 
tobacco  industry  and  consumers  are  already  contributing  their  fair  share  to 
the  government  at  all  levels.    Enough  is  enough! 

Moreover,  a  75-cents  increase  in  federal  tobacco  taxes  will  be 
especially  devastating  to  the  Southern  economy,  costing  more  than  three  times 
as  many  jobs  in  the  South  than  the  rest  of  the  nation.    Singling  out  one 
industry  and  region  of  the  country  to  shoulder  an  unfair  cost  of  overhauling 
our  nation's  health  care  system  is  simply  unfair. 

As  for  my  home  state,  North  Carolina  is  the  world's  leading  producer  of 
flue-cured  tobacco.    Increasing  the  federal  cigarette  tax  by  75-cents  per- 
pack  would  have  a  singular,  detrimental  impact  on  our  local  economy. 
Currently,  more  than  105,000  North  Carolinians  hold  jobs  that  are  linked  to 
the  production,  distribution,  or  retailing  of  tobacco  products;  more  than 
13,000  of  these  jobs  would  be  lost  if  the  tax  is  enacted. 

The  Sixth  District  of  North  Carolina  is  home  to  tobacco  farmers,  workers 
and  manufacturers.    There  are  people  who  live  in  my  district  who  work  in  each 
of  the  five  cigarette  plants  in  our  state.    Tobacco  is  the  number  one  cash 
crop  in  our  district.    The  golden  leaf  has  been  mighty  good  economically  to 
the  people  of  the  Sixth  District  and  the  state. 

Finally,  Mr.  Chairman,  news  accounts  suggest  that  some  of  my  fellow 
tobacco  state  lawmakers  are  attempting  to  negotiate  a  lower  rate  of  tax  with 
the  administration  —  perhaps  a  50-cents  per-pack  increase.    I  know  such 
offers  are  well-intentioned,  but  I  remain  adamant  in  my  opposition  to  any 
increase.    Tobacco  is  a  perpetual  whipping  boy  on  the  Hill,  and  I  do  not  think 
this  reality  will  change  through  further  appeasement  of  tobacco  opponents. 

In  sum,  this  recommendation  will  not  generate  as  much  revenue  as 
supporters  suggest;  and  it  will  contribute  to  the  growing  perception  that  the 
Congress  cares  little  about  the  lives  of  low-  and  middle-income  Americans.  I 
urge  you,  Mr.  Chairman,  and  the  other  committee  members  to  reject  yet  another 
increase  in  tobacco  excise  taxes. 
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Mr.  Payne.  And  the  Chair  now  recognizes  Mr.  Clement  of  Ten- 
nessee. 

STATEMENT  OF  HON.  BOB  CLEMENT,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  TENNESSEE 

Mr.  Clement.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee,  Mr.  Sundquist.  I  would  like  for  my  full  statement  to  be 
accepted  into  the  record  as  if  read. 

Mr.  Payne.  Without  objection,  so  ordered. 

Mr.  Clement.  And  I  will  summarize  my  statement.  I  thank  you 
for  the  opportunity  to  share  my  views  on  one  aspect  of  the  financ- 
ing contained  in  the  President's  Health  Security  Act. 

Health  care  reform  is  an  issue  of  unparalleled  importance  to  our 
fellow  citizens.  Health  care  reform  is  an  especially  complex  issue 
and  any  solution  must  be  approached  with  both  common  sense  and 
fairness,  as  well  as  vision  and  faith. 

I  thank  you  for  asking  questions  about  the  fairness  of  the  excise 
tax  increases  proposed  for  tobacco  products.  Much  attention  has 
been  focused  on  the  proposed  75  cent  increase  in  the  Federal  excise 
tax  on  cigarettes.  Indeed,  tobacco,  particularly  burley  tobacco,  was 
the  number  one  cash  crop  in  the  State  of  Tennessee. 

Receiving  less  attention,  but  no  less  onerous  or  important,  is  the 
proposal  to  increase  the  excise  tax  on  smokeless  tobacco  products. 
I  represent  in  Congress  not  only  the  country  music  capital  of  the 
world,  Nashville,  Tenn.,  but  also  the  dark  fired,  dark  air-cured  to- 
bacco capital  of  the  world,  Robertson  County.  I  represent  more 
than  2,000  farms  that  grow  dark  tobacco,  and  the  region  stretching 
north  and  west  of  Nashville  into  southern  Kentucky  grows  more  of 
these  types  of  tobacco  than  any  other  place  in  the  world. 

These  two  types  of  tobacco  are  used  in  smokeless  products,  snuff, 
chew,  pipe  tobacco  and  cigars.  Snuff  and  chewing  tobacco  are  pro- 
duced in  a  manufacturing  plant  in  Nashville  that  employs  423  indi- 
viduals. Consequently,  any  policy  which  affects  the  price  or  avail- 
ability of  smokeless  products  is  a  source  of  great  concern  to  me  and 
many  of  my  constituents. 

The  President's  proposal  to  increase  the  tax  is  a  source  of  con- 
cern. The  proposal  would  increase  the  tax  on  chewing  tobacco  by 
10,417  percent,  the  tax  on  snuff  by  3,472  percent,  the  tax  on  cigars 
by  3,333  percent,  and  the  tax  on  pipe  tobacco  by  1,850  percent. 
Translated  into  dollars  and  cents,  for  example,  the  tax  alone  on  a 
tin  of  snuff  would  increase  from  3  cents  to  97  cents.  The  tax  on  a 
pouch  of  chewing  tobacco  would  increase  from  2  cents  to  $2.34. 

The  proposal  is  also  a  source  of  great  consternation.  In  fact,  I 
question  whether  the  White  House  understood  or  appreciated  the 
percentage  increases  they  were  asking  when  they  tried  to  equalize 
the  tax  on  cigarette  and  smokeless  tobacco.  The  White  House  has 
not  explained  its  rationale  for  abandoning  the  proportional  percent- 
age approach  between  smokeless  and  cigarette  tobacco  advocated 
by  tax  experts  and  adopted  by  past  Congresses. 

This  traditional  approach  is  well-reasoned  and  recognizes  that 
there  is  no  relevant  definition  of  equivalency  between  cigarettes 
and  smokeless  tobacco  products.  The  traditional  approach  recog- 
nizes differences  in  weight  due  to  the  moisture  of  many  smokeless 
products,  as  compared  with  cigarette  tobacco.  It  also  recognizes  dif- 
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ferences  in  the  size  and  weight  of  packaging,  differences  due  to 
type  and  value  added  among  various  types  of  tobacco  products. 

This  differential  is  further  recognized  between  some  smokeless 
products,  like  snuff  and  chew.  As  such,  the  proportional  approach 
had  a  common  sense  rationale,  tax  equity  and  a  degree  of  fairness 
to  it.  By  contrast,  the  rationale  for  the  administration  proposal  is 
unclear. 

In  a  recent  letter,  I  asked  the  President  if  he  was  fully  apprised 
of  the  economic  consequences  of  his  recommendation  on  not  only 
the  growers  of  my  region  and  those  who  work  at  a  processing  plant 
in  Nashville,  but  also  on  the  smokeless  tobacco  industry  as  a 
whole. 

In  an  industry  with  only  $1.5  billion  in  total  sales  last  year,  it 
is  difficult  to  see  how  deterring  use  and  presumably  lowering  sales 
on  the  one  hand,  and  raising  taxes  by  these  astronomical  percent- 
ages on  the  other,  will  lead  to  the  $500  to  $800  million  in  new  reve- 
nue. I  am  skeptical  that  these  revenue  targets  can  be  reached,  par- 
ticularly if  consumption  declines. 

Will  further  tax  increases  be  necessary  in  later  years?  For  the 
average  tobacco  farmer  in  my  district,  the  effect  of  the  proposed  tax 
increase  will  be  tremendous.  One  immediate  impact  will  likely  be 
on  whether  the  Department  of  Agriculture  will  be  able  to  calculate 
next  year's  tobacco  quota.  There  is  no  experience  on  which  to  esti- 
mate price  elasticity  of  smokeless  products. 

A  recent  study  assuming  a  3  percent  drop  in  consumption  shows 
that  the  projected  aftertax  price  increases  in  snuff  will  reduce  de- 
mand by  2.63  million  pounds,  or  11.4  percent.  Demand  for  chewing 
tobacco  is  expected  to  be  reduced  by  1.32  million  pounds,  or  39  per- 
cent, although  the  number  of  pounds  used  for  cigar  and  pipe  to- 
bacco is  small,  the  reductions  are  still  18  and  30  percent  respec- 
tively. Translating  these  reductions  into  lost  farm  value,  farms 
growing  dark  fire  tobacco  will  lose  between  6.3  and  10.4  percent  of 
value.  Farms  growing  dark  air-cured  tobacco  would  lose  between 
18.9  and  31.8  percent  of  value. 

If  these  proposed  taxes  were  to  become  law,  they  would  result  in 
a  devastation  of  the  farming  community  and  the  industry.  The  $45 
million  contributed  by  dark  tobacco  to  the  local  Tennessee  and 
Kentucky  economies  will  also  decline.  Jobs  associated  with  the  pro- 
duction, marketing,  processing  and  manufacturing  of  these  prod- 
ucts will  be  lost  and  tax  revenues  for  States  reduced. 

More  significantly,  the  administration's  proposed  tax  increase 
falls  disproportionately  on  the  Southern  region  of  our  country,  as 
Mr.  Coble  said.  Farmers  are  concentrated  in  just  four  States — Ken- 
tucky, Tennessee,  Wisconsin  and  Pennsylvania — while  the  greatest 
effect  on  disposable  income  is  concentrated  primarily  in  12  States, 
all  in  the  South.  In  fact,  consumers  in  the  South  would  pay  one- 
half  of  the  proposed  tax  increase. 

Growers  are  as  decent,  hard  working,  law  abiding  as  any  people. 
Growing  tobacco  is  back-breaking,  labor-intensive  work.  The  people 
who  work  in  the  manufacturing  plants  are  similarly  decent  and 
hard  working,  yet  we  look  at  these  people  as  pariahs,  purveyors  of 
a  product  which  I  might  remind  you  is  entirely  legal. 

For  smokeless  tobacco,  we  ask  the  committee  simply  to  restore 
fairness,  reinstate  the  traditional  proportional  rate  differential  be- 
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tween  smokeless  products  and  cigarettes.  The  committee  has  wisely 
used  this  approach  in  the  past,  and  I  hope  you  will  use  it  here 
should  you  include  tobacco  excise  tax  increases  as  a  financing 
mechanism  for  health  care  reform. 

Thank  you  for  the  opportunity  to  share  my  views. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Clement. 

[The  prepared  statement  follows:] 
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United  States 


Congressman 


5TH  DISTRICT,  TENNESSEE- 


STATEMENT  OF  REP.   BOB  CLEMENT  OF  TENNESSEE 


BEFORE  THE 
HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 
ON  THE  ADMINISTRATION'S  PROPOSED  HEALTH  SECURITY  ACT 


NOVEMBER  18,  1993 


MR.   CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 

IT  IS  AN  HONOR  TO  APPEAR  BEFORE  YOU  AND  I  THANK  YOU  FOR  THE 
OPPORTUNITY  TO  SHARE  MY  VIEWS  ON  ONE  ASPECT  OF  THE  FINANCING 
CONTAINED  IN  THE  PRESIDENT'S  HEALTH  SECURITY  ACT. 

HEALTH  CARE  REFORM  IS  AN  ISSUE  OF  UNPARALLELED  IMPORTANCE  TO 
OUR  FELLOW  CITIZENS  AND  THE  COMMITTEE'S  HEARINGS  ARE  AN  IMPORTANT 
PART  IN  THE  PROCESS  OF  FASHIONING  A  LEGISLATIVE  PACKAGE  THAT  WILL 
ADDRESS  THEIR  CONCERNS.     AS  THE  PRESIDENT  STATED  IN  HIS  REMARKS 
TO  US  IN  STATUARY  HALL,    HEALTH  CARE  REFORM  IS  AN  ESPECIALLY  COM- 
PLEX ISSUE  AND  ANY  SOLUTION  MUST  BE  APPROACHED  WITH  BOTH  COMMON 
SENSE  AND  FAIRNESS  AS  WELL  AS  VISION  AND  FAITH. 

I  THANK  THE  COMMITTEE  FOR  RAISING  FOR  DISCUSSION  QUESTIONS 
ABOUT  THE  FINANCING  OF  THE  ADMINISTRATION'S  REFORM  PACKAGE.  AND 
I  THANK  YOU  FOR  ASKING,    IN  PARTICULAR,    QUESTIONS  ABOUT  THE  FAIR- 
NESS OF  THE  EXCISE  TAX  INCREASES  PROPOSED  FOR  TOBACCO  PRODUCTS. 

MUCH  ATTENTION  HAS  BEEN  FOCUSED  ON  THE  PROPOSED  75  CENT  IN- 
CREASE IN  THE  FEDERAL  EXCISE  TAX  ON  CIGARETTES.      INDEED,  TOBACCO, 
PARTICULARLY  BURLEY  TOBACCO,   WAS  THE  NUMBER  ONE  CASH  CROP  IN  THE 
STATE  OF  TENNESSEE.     RECEIVING  LESS  ATTENTION,   BUT  NO  LESS  ONER- 
OUS OR  IMPORTANT,   IS  THE  PROPOSAL  TO  INCREASE  THE  EXCISE  TAX  ON 
SMOKELESS  TOBACCO  PRODUCTS. 

AS  YOU  MAY  KNOW,   I  HAVE  THE  HONOR  OF  REPRESENTING  IN  CON- 
GRESS NOT  ONLY  THE  COUNTRY  MUSIC  CAPITAL  OF  THE  WORLD,  NASHVILLE, 
TENNESSEE,   BUT  ALSO  THE  DARK  FIRED  AND  DARK  AIR  CURED  TOBACCO 
CAPITAL  OF  THE  WORLD  -  ROBERTSON  COUNTY.      I  REPRESENT  MORE  THAN 
2000  FARMS  THAT  GROW  DARK  TOBACCO  AND  THE  REGION  STRETCHING  NORTH 
AND  WEST  OF  NASHVILLE  INTO  SOUTHERN  KENTUCKY  GROWS  MORE  OF  THESE 
TYPES  OF  TOBACCO  THAN  ANY  OTHER  PLACE  IN  THE  WORLD.     THESE  TWO 
TYPES  OF  TOBACCO  ARE  USED  IN  SMOKELESS  PRODUCTS  -  SNUFF,  CHEW, 
PIPE  TOBACCO  AND  CIGARS.     SNUFF  AND  CHEWING  TOBACCO  ARE  PRODUCED 
IN  A  MANUFACTURING  PLANT  IN  NASHVILLE  THAT  EMPLOYS  423  INDIVI- 
DUALS.    CONSEQUENTLY,  ANY  POLICY  WHICH  AFFECTS  THE  PRICE  OR 
AVAILABILITY  OF  SMOKELESS  PRODUCTS  IS  A  SOURCE  OF  GREAT  CONCERN 
TO  ME  AND  MANY  OF  MY  CONSTITUENTS. 

AND  BELIEVE  YOU  ME,   THE  PRESIDENT'S  PROPOSAL  TO  INCREASE  THE 
TAX  ON  CHEWING  TOBACCO  BY  10,417  PERCENT,   THE  TAX  ON  SNUFF  BY 
3,472  PERCENT,   THE  TAX  ON  CIGARS  BY  3,333  PERCENT  AND  THE  TAX  ON 
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PIPE  TOBACCO  BY  1,850  PERCENT,    IS  A  SOURCE  OF  GREAT  CONCERN.  FOR 
A  WHILE,   MY  INITIAL  REACTION  TO  THE  PROPOSAL  WAS  THAT  IT  DID  NOT 
PASS  WHAT  WE  IN  NASHVILLE  CALL  THE   "HEE-HAW"  TEST.     AND  WITH  ALL 
DUE  RESPECT  TO  MY  FRIENDS  AT  THE  NASHVILLE  NETWORK,    I  KNOW  THE 
HEE  HAW  TEST  AND,   MR.   CHAIRMAN,   THIS  PROPOSAL  IS  NO  HEE  HAW!  IN 
ALL  SERIOUSNESS,   THE  PROPOSAL  IS  OF  GREAT  CONCERN.  TRANSLATED 
INTO  DOLLARS  AND  CENTS,    FOR  EXAMPLE,    THE  TAX  ALONE  ON  A  TIN  OF 
SNUFF  WOULD  INCREASE  FROM  3   CENTS  TO  97  CENTS.      THE  TAX  ON  A 
POUCH  OF  CHEWING  TOBACCO  WOULD  INCREASE  FROM  2  CENTS  TO  $2.34. 

THE  PROPOSAL  IS  ALSO  A  SOURCE  OF  GREAT  CONSTERNATION  FOR  THE 
WHITE  HOUSE  HAS  NOT  PROVIDED  AN  ADEQUATE  EXPLANATION  FOR  ITS  PRO- 
POSAL.     IN  FACT,    I  QUESTION  WHETHER  THE  WHITE  HOUSE  UNDERSTOOD  OR 
APPRECIATED  THE  PERCENTAGE  INCREASES  THEY  WERE  ASKING  WHEN  THEY 
TRIED  TO  "EQUALIZE"  THE  TAX  ON  CIGARETTE  AND  SMOKELESS  TOBACCO. 

THE  WHITE  HOUSE  HAS  NOT  EXPLAINED  ITS  RATIONALE  FOR  ABAN- 
DONING THE  PROPORTIONAL  PERCENTAGE  APPROACH  BETWEEN  SMOKELESS  AND 
CIGARETTE  TOBACCO  ADVOCATED  BY  TAX  EXPERTS  AND  ADOPTED  BY  PAST 
CONGRESSES.     AS  YOU  KNOW,   THIS  WELL-REASONED  TRADITIONAL  APPROACH 
RECOGNIZES  THAT  THERE  IS  NO  RELEVANT  DEFINITION  OF  EQUIVALENCY 
BETWEEN  CIGARETTES  AND  SMOKELESS  TOBACCO  PRODUCTS. 

THE  TRADITIONAL  APPROACH  RECOGNIZES  DIFFERENCES  IN  WEIGHT 
DUE  TO  THE  MOISTURE  OF  MANY  SMOKELESS  PRODUCTS  AS  COMPARED  WITH 
CIGARETTE  TOBACCO.      IT  ALSO  RECOGNIZES  DIFFERENCES  IN  THE  SIZE 
AND  WEIGHT  OF  PACKAGING,   DIFFERENCES  DUE  TO  TYPE  AND  VALUE  ADDED 
AMONG  VARIOUS  TYPES  OF  TOBACCO  PRODUCTS.     THIS  DIFFERENTIAL  IS 
FURTHER  RECOGNIZED  BETWEEN  SOME  SMOKELESS  PRODUCTS,    LIKE  SNUFF 
AND  CHEW.     AS  SUCH,   THE  PROPORTIONAL  APPROACH  HAD  A  COMMON  SENSE 
RATIONALE,    TAX  EQUITY  AND  A  DEGREE  OF  FAIRNESS  TO  IT.      BY  CON- 
TRAST,   THE  UNDERLYING  RATIONALE  FOR  THE  ADMINISTRATION'S  RECOM- 
MENDATION IS  NOT  EVIDENT,   UNLESS  BEING  PUNITIVE  OR  CONFISCATORY 
IS  THEIR  RATIONALE. 

SOME  HAVE  SUGGESTED  THAT  THE  RATIONALE  IS  TO  DETER  UNDERAGE 
INDIVIDUALS  FROM  USING  CIGARETTES  AND  SMOKELESS  PRODUCTS.  IF 
THIS  IS  INDEED  THE  PRESIDENT'S  OBJECTIVE,    IT  IS  ONE  WE  ALL  SHARE. 
BUT  WOULDN'T  ENFORCEMENT  OF  EXISTING  FEDERAL  AND  STATE  LAWS  BE  A 
BETTER  MECHANISM  TO  PREVENT  SUCH  SALES.      I  WOULD  POINT  OUT  TO  THE 
COMMITTEE  THAT  RECENT  HEALTH  AND  HUMAN  SERVICES  REPORTS  SHOW  THAT 
USE  BY  UNDERAGE  INDIVIDUALS  DECLINED  BETWEEN  1991  AND  1992. 
ACCORDING  TO  AN  HHS  REPORT,    "HEALTHY  PEOPLE  2000  REVEIW, "  THIS 
DECREASING  TREND  IS  APPROACHING  AND  VERY  CLOSE  TO  THE  YEAR  2000 
GOAL  OF  4   PERCENT  USE  BY  INDIVIDUALS  UNDER  THE  AGE  OF  18. 

IN  A  RECENT  LETTER  TO  THE  PRESIDENT,    I  ASKED  IF  HE  WAS  FULLY 
APPRISED  OF  THE  ECONOMIC  CONSEQUENCES  OF  HIS  RECOMMENDATION  ON 
NOT  ONLY  THE  GROWERS  OF  MY  REGION  AND  THOSE  WHO  WORK  AT  A  PRO- 
CESSING PLANT  IN  NASHVILLE,    BUT  ALSO  ON  THE  SMOKELESS  TOBACCO 
INDUSTRY  AS  A  WHOLE.      IN  AN  INDUSTRY  WITH  ONLY  $1.5  BILLION  IN 
TOTAL  SALES  LAST  YEAR,    IT  IS  DIFFICULT  TO  SEE  HOW  DETERRING  USE, 
AND  PRESUMABLY  LOWERING  SALES,   ON  THE  ONE  HAND,   AND  RAISING  TAXES 
BY  THESE  ASTRONOMICAL  PERCENTAGES  ON  THE  OTHER,   WILL  LEAD  TO  THE 
$500  TO  $800  MILLION  ANNUALLY  IN  NEW  REVENUE  WITHOUT  SUBSTANTIAL- 
LY DISRUPTING  THE  LIVES  OF  PEOPLE  ASSOCIATED  WITH  SUCH  A  SMALL 
INDUSTRY.      I  AM  SKEPTICAL  THAT  THESE  REVENUE  TARGETS  CAN  BE 
REACHED,    PARTICULARLY  IF  CONSUMPTION  DECLINES.     WILL  FURTHER  TAX 
INCREASES  BE  NECESSARY  IN  LATER  YEARS? 

FOR  THE  AVERAGE  TOBACCO  FARMER  IN  MY  DISTRICT,   THE  EFFECT  OF 
THE  PROPOSED  TAX  INCREASE  WILL  BE  TREMENDOUS.     ONE  IMMEDIATE  IM- 
PACT WILL  LIKELY  BE  ON  WHETHER  THE  DEPARTMENT  OF  AGRICULTURE  WILL 
BE  ABLE  TO  CALCULATE  NEXT  YEAR'S  TOBACCO  QUOTA.     WILL  SALES  DE- 
CLINE 3   PERCENT?     5  PERCENT?     OR  MORE  OR  LESS?     THERE  IS  NO  EX- 
PERIENCE ON  WHICH  TO  ESTIMATE  PRICE  ELASTICITY  OF  SMOKELESS  PRO- 
DUCTS.    OVERESTIMATE  THE  CONSEQUENCE  OF  THE  TAX  INCREASE,  AND 
IMPORTS  WILL  GO  UP  TO  MAKE-UP  THE  SHORTFALL  IN  DOMESTIC  PRODUC- 
TION.    CURRENTLY,   THE  INDUSTRY  PURCHASES  OVER  99  PERCENT  OF  THE 
DOMESTIC  DARK  TOBACCO  GROWN.      UNDERESTIMATE  THE  CONSEQUENCE  AND 
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FARMERS  WILL  BE  STUCK  PAYING  A  NO-NET- COST  ASSESSMENT  AS  EXCESS 
TOBACCO  ENDS  UP  IN  THE  POOLS.     UNDER  EITHER  SCENARIO,   OR  SIMPLY 
VIEWED  FROM  THE  PERSPECTIVE  OF  DECLINING  SALES,   FAMILY  FARM 
INCOME  IS  LIKELY  TO  DECLINE. 

A  RECENT  STUDY  ASSUMING  A  3  PERCENT  DROP  IN  CONSUMPTION 
SHOWS  THAT  THE  PROJECTED  AFTER- TAX  PRICE  INCREASES  IN  SNUFF  WILL 
REDUCE  DEMAND  BY  2.63  MILLION  POUNDS  OR  11.4  PERCENT.     DEMAND  FOR 
CHEWING  TOBACCO  IS  EXPECTED  TO  BE  REDUCED  BY  1.32  MILLON  POUNDS 
OR  39  PERCENT.     ALTHOUGH  THE  NUMBER  OF  POUNDS  USED  FOR  CIGAR  AND 
PIPE  TOBACCO  IS  SMALLER,   THE  REDUCTIONS  ARE  STILL  18  AND  30  PER- 
CENT RESPECTIVELY. 

TRANSLATING  THESE  REDUCTIONS  INTO  LOST  FARM  VALUE,  FARMS 
GROWING  DARK  FIRE  TOBACCO  WOULD  LOSE  BETWEEN  6.3  AND  10.4  PERCENT 
OF  VALUE.      FARMS  GROWING  DARK  AIR  CURED  TOBACCO  WOULD  LOSE  BE- 
TWEEN 18.9  AND  31.8  PERCENT  OF  VALUE. 

IF  THESE  PROPOSED  TAXES  WERE  TO  BECOME  LAW,   THEY  WOULD  RE- 
SULT IN  A  DEVASTATION  OF  THE  FARMING  COMMUNITY  AND  THE  INDUSTRY. 
THE  $45  MILLION  CONTRIBUTED  BY  DARK  TOBACCO  TO  THE  LOCAL  TENNES- 
SEE AND  KENTUCKY  ECONOMIES  WILL  ALSO  DECLINE.     JOBS  ASSOCIATED 
WITH  THE  PRODUCTION,   MARKETING,    PROCESSING  AND  MANUFACTURING  OF 
THESE  PRODUCTS  WILL  BE  LOST  AND  TAX  REVENUES  FOR  STATES  REDUCED. 

MORE  SIGNIFICANTLY,   THE  ADMINISTRATION'S  PROPOSED  TAX  IN- 
CREASES FALL  DISPROPORTIONATELY  ON  THE  SOUTHERN  REGION  OF  OUR 
COUNTRY.     FARMERS  ARE  CONCENTRATED  IN  JUST  4  STATES   -  KENTUCKY, 
TENNESSEE,   WISCONSIN  AND  PENNSYLVANIA,   WHILE  THE  GREATEST  EFFECT 
ON  DISPOSABLE  INCOME  IS  CONCENTRATED  PRIMARILY  IN  12  STATES,  ALL 
IN  THE  SOUTH.      IN  FACT,   CONSUMERS  IN  THE  SOUTH  WOULD  PAY  ONE  HALF 
OF  THE  PROPOSED  TAX  INCREASE. 

WHICH  ONE  OF  US  WOULD  WANT  TO  PLACE  EITHER  A  REGION  OF  OUR 
COUNTRY  OR  A  SECTOR  OF  OUR  ECONOMY  WITH  SUCH  A  BURDEN  WHEN,  IN- 
DEED,  IT  IS  ENTIRELY  PREVENTABLE? 

MR.   CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE,   GROWERS  ARE  AS 
DECENT,   HARD-WORKING  AND  LAW-ABIDING  AS  ANY  PEOPLE.  GROWING 
TOBACCO  IS  BACK-BREAKING,   LABOR  INTENSIVE  WORK.     THE  PEOPLE  WHO 
WORK  IN  THE  MANUFACTURING  PLANTS  ARE  SIMILARLY  DECENT  AND  HARD- 
WORKING.    YET  WE  LOOK  AT  THESE  PEOPLE  AS  PARIAHS,    PURVEYORS  OF  A 
PRODUCT  WHICH  I  MIGHT  REMIND  YOU  IS  ENTIRELY  LEGAL. 

MR.   CHAIRMAN,    I  KNOW  OTHERS  WILL  ADDRESS  THE  MANY  OTHER 
ISSUES  THIS  PROPOSAL  RAISES,    INCLUDING  THE  CONSEQUENCE  ON  STATES' 
REVENUE  SOURCES  AND  THE  PRESUMED  SOCIAL  COST  OF  TOBACCO  USE. 

FOR  SMOKELESS  TOBACCO,   WE  ASK  SIMPLY  THE  COMMITTEE  TO  RE- 
STORE FAIRNESS.     REINSTATE  THE  TRADITIONAL  PROPORTIONAL  RATE 
DIFFERENTIAL  BETWEEN  SMOKELESS  PRODUCTS  AND  CIGARETTES.  THE 
COMMITTEE  HAS  WISELY  USED  THIS  APPROACH  IN  THE  PAST  AND  I  HOPE 
YOU  WILL  USE  IT  HERE,   SHOULD  YOU  INCLUDE  TOBACCO  EXCISE  TAX 
INCREASES  AS  A  FINANCING  MECHANISM  FOR  HEALTH  CARE  REFORM. 

THANK  YOU  FOR  THIS  OPPORTUNITY  TO  SHARE  WITH  YOU  MY  VIEWS. 
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Mr.  Payne.  And  now  our  next  witness  is  Mr.  Baesler  of  Ken- 
tucky. 

STATEMENT  OF  HON.  SCOTTY  BAESLER,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  KENTUCKY 

Mr.  Baesler.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate. 
I  have  filed  a  more  lengthy  statement  which  I  will  ask  to  make  a 
part  of  the  record. 

Mr.  Payne.  Without  objection. 

Mr.  Baesler.  Thank  you. 

Mr.  Chairman,  just  for  a  little  background  information  necessary 
to  understand  my  testimony,  I  represent  the  6th  District  of  Ken- 
tucky which  is  the  number  one  burley  producing  district  in  the 
world.  Equally,  I  might  be  the  only  tobacco  farmer  in  the  House  of 
Representatives.  I  am  not  talking  about  leasing  tobacco,  I  am  not 
talking  about  owning  land.  I  am  talking  about  actually  working  in 
it  every  summer. 

Today,  my  wife's  in  the  barn  stripping  tobacco.  And  I  mention 
that  because  I  think  I  have  maybe  a  different  perspective  from 
those  who  want  to  suggest  that  it  is  easy  to  get  us  out  and  let  us 
grow  vegetables,  for  those  that  want  to  suggest  that  raising  75 
cents  tax  won't  really  hurt  us. 

I  know  how  it  would  hurt,  not  only  hurt  us,  I  know  how  it  will 
hurt  the  people,  the  five  women  we  employ  today.  I  know  how  it 
will  hurt  the  other  temporary  workers  we  have  all  summer,  and  I 
know  how  it  would  hurt  the  small  people  from  whom  we  lease  on 
their  allotment  so  they  can  pay  their  taxes  or  pay  whatever  other 
small  bills  they  might  have. 

You  have  heard  all  the  Price  Waterhouse  statistics  today  you 
need  to  hear.  And  both  of  you  gentlemen  are  from  tobacco  States 
and  you  understand,  so  I  am  not  going  to  repeat  them.  Conversa- 
tion earlier  from  our  colleague  from  California  suggests  that  some 
States  are  making  great  progress,  whether  it  is  North  Carolina  or 
Kentucky.  It  was  based  on  no  facts  whatsoever.  Tobacco  receipts  in 
Kentucky  constitute  57.2  percent  of  all  cash  receipts. 

In  the  6th  Congressional  District  alone,  one  out  of  five  people 
earns  some  family  income  by  raising  tobacco  or  leasing  their 
quotas.  And  that  is  important.  All  the  conversation  you  hear  about 
give  them  a  few  pennies  to  buy  their  allotment,  they  will  go  home, 
usually  are  said  by  people  who  have  absolutely  no  understanding 
of  the  tobacco  culture. 

Later  today,  you  will  hear  Mattie  Mack,  who  I  think  explains  the 
tobacco  culture  better  than  anybody  I  have  ever  heard,  and  had  an 
opportunity  to  hear  a  couple  weeks  ago.  But  they  don't  understand 
that  you  just  can't  go  buy  the  allotment  of  the  farmer  and  take  care 
of  the  tobacco,  take  care  of  the  people  who  depend  upon  it. 

And  that  is  why  I  want  to  emphasize  the  figure  of  one  in  five 
have  something  to  do  with  tobacco.  The  estimates  of  job  loss  you 
have  already  heard,  but  in  Kentucky  alone  we  are  estimated  to  lose 
some  30 — $50  to  $90  million  and  30  to  50  million  pounds.  Why  is 
that  important?  We  that  raise  the  tobacco,  and  we  that  depend  on 
the  farmer,  we  are  on  the  lower  end. 

As  you  know,  a  lot  of  things  go  downhill.  Well,  this  is  going  to 
go  downhill.  Because  we  lose  50  to — 30  to  50  million  pounds  of  our 
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allotment,  that  with  the  400-plus  million  pounds  of  import  this 
year,  and  400-plus  million  pounds  of  import  last  year,  and  with  a 
fear  that  the  market  this  year  will  result  in  another  150  to  175 
million  pounds  in  the  pool,  all  together  means  those  of  us  on  the 
lower  end  will  receive  no  less  than  10  percent  cut  in  our  quotas, 
in  burley,  and  probably  next  year  20  to  25  percent. 

What  does  that  mean?  Ten  percent  last  year,  10  percent  this 
year,  25  percent  next  year,  45  percent  or  whatever  it  might  be  of 
our  ability  to  make  money.  We  can't  pass  that  on,  we  can't  raise 
our  prices  and  say,  OK,  tobacco  company,  buy  it.  We  can't  say,  OK, 
consumer,  we  are  going  to  raise  the  prices.  We  don't  have  that  op- 
tion. 

So  when  you  start  talking  about  tobacco  tax,  we  start  talking 
about  don't  worry  about  it  decreasing  consumption,  and  even  as 
suggested  by  our  colleagues  before,  make  it  $2,  don't  worry  about 
it,  we  will  run  them  out  of  business.  The  people  we  are  going  to 
hurt  most  are  those  on  the  lower  end  and  that  is  the  farmer  and 
the  people  who  only  work  for  the  farmer  because  that  is  the  only 
jobs  they  can  get. 

Now,  enough  said  about  tobacco.  I  am  offended.  I  am  offended  be- 
cause we  have  singled  out — the  President  has  singled  out  in  his 
package  as  the  only  sin  tax  to  be  used  for  funding  for  health  care 
is  tobacco.  Sure,  it  is  politically  appealing  perhaps.  It  is  politically 
correct  to  pick  on  tobacco.  But  it  is  not  equitable  and  it  is  not  fair. 

Now,  having  said  that,  I  also  strongly  believe  the  health  care  sys- 
tem needs  to  be  improved.  Kentuckians  deserve  it.  They  need  ac- 
cess to  be  affordable,  quality  health  care.  We  all  understand  that. 
And  I  am  convinced  and  I  will  support,  so  everybody  understands, 
some  tobacco  tax  to  help  pay  for  health  care.  I  am  not  opposed  to 
that,  provided  it  is  equitable,  provided  it  is  fair,  and  provided  we 
make  sure  that  this  cost  is  not  just  shared  or  borne  by  a  small  seg- 
ment of  southeastern  States.  The  current  plan  in  no  way  makes  it 
equitable. 

Now,  you  have  heard  the  conversation  today  from  everybody 
about  the  health  risk.  I  am  not  here  to  argue  about  the  health  risks 
today.  I  will  use  their  figure.  It  costs  $75  billion  annually,  tobacco 
use  costs  $75  billion  annually  to  the  government.  But  let's  be  intel- 
lectually honest  here  today.  Smoking  does  pose  health  risks.  But 
that  is  true  of  a  host  of  other  products  that  are  available  in  the 
marketplace. 

This  presentation  or  this  proposal,  the  people  have  used  it,  opted 
to  use  political  correctness  as  a  policy  tool  to  tax  tobacco  and  ciga- 
rette products,  because  it  is  easy,  it  is  proper.  But  why  have  we  not 
opted  to  tax  such  products  as  distilled  spirits,  wine  and  beer?  Do 
they  not  contribute  to  our  health  care  crisis?  Of  course,  they  do. 

To  argue  that  tobacco  alone  should  bear  the  burden  of  underwrit- 
ing the  cost  of  health  care  is  to  miss  the  obvious  price  tag  that  our 
society  has  paid  and  it  is  paying  for  alcohol  use  and  abuse.  It  is 
the  height  of  arrogance  and  hypocrisy  to  fault  and  target  tobacco 
and  ignore  the  truth  about  alcohol  abuse.  For  example,  a  recent 
study  in  the  medical  college  of  Wisconsin,  more  elderly  Medicare 
patients  are  hospitalized  for  alcohol  abuse  than  for  heart  attacks. 

So,  Mr.  Chairman,  where  is  the  moral  and  political  outrage? 
Where  is  the  hue  and  cry  for  an  increased  tax  on  alcohol  products? 
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Why  haven't  the  health  and  medical  costs  associated  with  alcohol 
use,  misuse,  and  abuse  become  a  political  hot  button?  Why  am  I 
talking  about  it?  The  administration  says  they  need  a  certain 
amount  of  money  from  sin  taxes.  Tobacco,  as  far  as  I  am  concerned, 
tobacco  will  pay  its  share.  But  let's  include  that  universe  and  bring 
these  other  folks  in  who  have  similar  statistics  that  I  relate  to  you 
as  tobacco.  We  have  talked  about  the  economic  cost  of  smoking. 
The  panel  before  us  went  over  and  over,  $65  billion,  $65  billion, 
$65  billion.  In  1990  alone,  alcohol  abuse  accounted  for  $99  billion 
worth  of  costs  in  our  economy. 

But  I  don't  hear  any  hue  and  cry  about  let's  include  it.  I  say  go 
get  the  tobacco  folks,  let's  see,  it  is  politically  correct,  jump  on  us, 
both  feet.  Recent  data  shows  that  each  year  nearly  107,800  people, 
deaths  are  directly  attributed  to  alcohol.  I  have  heard  all  the  com- 
ments about  deaths  related  to  tobacco.  Isn't  the  100,000  deaths 
enough  to  talk  about  alcohol? 

Alcohol  is  a  contributing  factor  in  almost  half  of  all  the  homi- 
cides, suicides,  motor  vehicle  fatalities  and  numerous  deaths  were 
liver  disease.  Over  40  percent  of  all  traffic  fatalities  involve  a 
drunk  driver.  Each  year,  534,000  people  suffer  injuries  in  nonfatal 
alcohol-related  crashes.  How  many  of  those  people  suffered  those 
injuries  voluntarily? 

Tobacco  may  be  bad,  but  most  of  the  time  it  is  used  voluntarily. 
Unfortunately,  with  alcohol,  most  of  the  times  the  injuries  are  not 
voluntary.  Now,  we  heard  a  great  deal  of  rhetoric  about  the  impact 
of  secondhand  tobacco  smoke.  But  where  is  the  outrage  and  con- 
cern about  prenatal  alcohol  exposure?  It  is  one  of  the  leading 
known  causes  of  mental  retardation  in  our  country. 

The  U.S.  Department  of  Health  and  Human  Resources  estimated 
in  1988  it  cost  the  Nation  over  $1.8  billion.  Treatment  costs  alone 
for  the  birth  defects  in  children  born  to  alcoholic  mothers  was  esti- 
mated to  be  333  million  in  the  last  year.  I  have  heard  a  lot  of  con- 
versation about  young  people  here  today.  I  have  heard  it  from  Mrs. 
Clinton's  program,  I  have  heard  it  from  everybody  else  about  young 
people.  I  heard  it  just  earlier. 

We  have  got  a  bad  signal  we  are  giving  young  people.  Let's  talk 
about  young  people  and  the  signals  we  are  giving.  We  are  in  effect 
telling  them  with  this  tax,  because  we  have  quoted  saying  it  is  a 
sin  tax,  we  are  in  effect  telling  them,  OK,  the  health  risks  are  less 
when  you  use  beer,  wine  and  distilled  spirits,  go  on  about  your 
business. 

If  they  come  in  this  building  at  5  o'clock  tonight,  sure,  young  peo- 
ple, they  will  see  all  over  it,  no  smoking,  no  smoking.  Get  on  the 
elevator  and  they  will  get  run  over  with  a  whiskey  and  a  beer  that 
is  going  up  for  a  reception.  What  are  we  telling  our  young  people? 
So  there  has  been  a  lot  of  talk  about  that. 

All  of  us  are  painfully  aware  of  the  recent  stories  concerning  the 
teen  beer  parties  in  nearby  Montgomery  County.  We  were  not  sin- 
gling out  Montgomery  County,  it  is  all  over  the  country,  a  problem 
that  we  have  chosen  to  ignore,  to  wish  away  in  our  efforts  to  fund 
health  care  reform  and  rationalize  why  only  tobacco,  only  tobacco 
is  the  sin  tax  of  choice. 

Some  have  tried  to  justify  the  proposed  increase  as  I  indicated 
because  young  people  are  going  to  turn  up  using  tobacco.  The  Reve- 


253 


nue  Budget  Office  has  found  that  beer  maybe  in  some  respects 
exacts  higher  costs  to  society  than  wine  or  distilled  spirits,  because 
it  is  the  alcohol  beverage  of  choice  among  teenagers  and  young 
adults,  who  are  responsible  for  a  disproportionate  share  of  traffic 
fatalities. 

In  1987,  licensed  drivers  in  the  age  of  16  to  19  accounted  for  12.7 
percent  of  drivers  involved  in  fatal  traffic  accidents.  Licensed  driv- 
ers 20  to  24  accounted  for  17,  18  percent  of  the  drivers  in  fatal  traf- 
fic accidents.  What  are  we  telling  young  people?  It's  OK. 

An  earlier  panel  talked  about  advertising.  It  is  interesting.  Every 
advertisement  I  see  on  TV  doesn't  suggest  to  the  young  people  that 
beer  is  bad.  But  again,  in  this  hall,  throughout  this  country,  and 
we  are  talking  about  health  care,  it  is  politically  correct  to  say 
something  about  tobacco,  but  it  is  not  politically  correct  to  say 
something  about  alcohol.  And  I  think  the  alcohol  needs  to  share  in 
this  sin  tax  we  are  talking  about,  particularly  beer. 

And  so  everybody  understands  it,  I  have  distilleries  in  my  dis- 
trict also.  Although  alcohol  consumption  by  people  under  21  years 
of  age  is  illegal,  42  percent  of  underage  college  students  say  they 
engage  in  bouts  of  heavy  drinking. 

I  would  like  to  address  one  other  point  before  I  close.  A  lot  of 
conversation  about  change  your  economy.  A  lot  of  conversation 
about,  well,  you  all  can  do  something  else.  As  I  said  earlier,  the 
people  making  that  conversation  don't  have  the  slightest  idea  what 
the  tobacco  culture  is.  They  don't  understand  the  type  of  people 
who  make  their  living,  put  people  through  schools  on  tobacco  alone. 

It  is  usually  not  the — it  is  usually  not  the  only  source  of  revenue 
you  have,  but  it  is  the  source  that  lets  you  pay  your  taxes,  lets  you 
send  your  kid  to  school,  lets  you  buy  an  extra  whatever.  They  just 
don't  understand.  They  think  it  is  so  easy  to  do  away  with  a  200- 
year-old  product. 

And  the  crux  of  my  argument  is  two  things,  here.  While  we  are 
discussing  the  sin  tax  and  the  tax  on  health  care  only,  I  ask  for 
fairness  and  honesty  in  our  health  care  reform.  The  cost  of  health 
care  should  be  borne  by  other  interests  that  contribute  to  our  run- 
away health  care  costs  and  not  by  tobacco  alone. 

WTvy  wasn't  that  included?  I  heard  on  the  TV  that  Mrs.  Clinton 
said,  well,  we  are  not  going  to  include  it  because  you  can  drink 
beer  with  moderation.  That  is  offensive.  If  she  had  told  me  you  are 
not  going  to  include  it  because  you  can't  get  the  votes  out  of  the 
wine  States  and  the  beer  States,  it  would  have  been  more  sensible. 

Mr.  Payne.  Mr.  Baesler,  can  you  draw  this  to  a  conclusion? 

Mr.  Baesler.  I  am  sorry,  I  am  getting  wild  here.  One  second, 
Mr.  Chairman.  This  year  we  have  selected  tobacco  as  the  sin  tax 
of  choice.  I  am  going  close  right  down  to  the  end. 

Our  debate  on  health  care  reform  should  be  governed  simply  by 
intellectual  honesty  and  not  by  political  correctness  or  political  ex- 
pedience. 

I  am  sorry  I  took  too  long. 

Mr.  Payne.  Thank  you  very  much  for  that  statement.  We  very 
much  appreciate  that. 

[The  prepared  statement  follows:] 
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Testimony  to  be  presented  at  the  Hearing  of  the 
U.S.  House  of  Representatives  Committee  on  Ways  and  Means 

By  Scotty  Baesler 
Member  of  Congress 
Sixth  District,  Kentucky 
November  18,  1993 

Mr.  Chairman,  and  Members  of  the  House  Ways  and  Means 
Committee,   I  bring  you  greetings  on  behalf  of  the  burley  -tobacco 
farmers  of  Kentucky.  Thank  you  for  the  opportunity  to  appear  before 
you  today  to  discuss  the  impact  of  the  proposed  increase  in  the 
federal  excise  tax  on  tobacco  products. 

In  the  interest  of  full  disclosure,   the  Committee  should  know 
that  I  am  a  tobacco  farmer.  My  wife,  Alice,   runs  the  family  farm  in 
Kentucky.  As  you  know,   there  are  only  a  handful  of  farmers  left  in 
the  United  States  House  of  Representatives.     But  I  want  to  speak  to 
you  today  as  the  Congressman  representing  the  largest  burley  tobacco 
market  in  the  world. 

According  to  the  USDA's  handbook  of  congressional  district 
ranking  by  selected  programs  and  commodities,   the  Sixth 
Congressional  District  of  Kentucky  is  ranked  number  one  in  the 
nation  in  the  production  of  burley  tobacco  leaf.  We  are  also  ranked 
first  in  the  number  of  farmers  who  hold  effective  quotas  for  burley 
tobacco.   In  addition,  we  are  ranked  also  first  in  the  number  of 
pounds  raised. 

Price  Waterhouse  estimates  that  61,648  residents  of  Kentucky 
have  jobs  in  sectors  linked  to  the  production,  distribution  and 
retailing  of  tobacco  products.  Kentucky  is  the  nation's 
second- ranked  state  in  terms  of  total  tobacco  production. 

However,  Kentucky  ranks  first  among  the  states  that  are  heavily 
dependent  on  tobacco.  Tobacco  constitutes  57.2  percent  of  the  crop 
cash  receipts  generated  in  the  state's  economy.  Tobacco  creates  and 
sustains  one  in  16  jobs  in  Kentucky.  In  the  Sixth  Congressional 
District,  one  in  five  households  earns  some  family  income  either  by 
raising  burley  tobacco  or  by  leasing  their  quotas  to  active  tobacco 
growers . 

Price  Waterhouse  estimates  that  the  Clinton  Administration's 
proposal  to  raise  the  current  federal  levy  of  24  cents  per  pack  by 
75  cents,    to  99  cents  per  pack  would  lead  to  a  loss  of  9,107  jobs  in 
the  state  of  Kentucky.  Agricultural  economists  at  the  University  of 
Kentucky  estimate  that  an  increase  in  the  levy  by  75  cents  will 
"initially  reduce  Kentucky's  burley  demand  by  30  to  50  million 
pounds."  This  will  constitute  a  loss  of  50  to  90  million  dollars  to 
farmers  in  the  state  of  Kentucky. 

Simply  put,  Mr.  Chairman,   raising  the  tax  to  the  proposed  level 
is  tantamount  to  killing  the  proverbial  "goose  that  lays  the  golden 
egg."  The  crux  of  my  argument  against  the  increase  in  the  tax  is  an 
economic  one.   It  is  also  an  argument  of  fairness  and  fair  play  and  a 
matter  of  political  courage  versus  political  correctness. 

It  is  an  argument,   if  you  will,   of  geographical  correctness: 
we  must  determine  whether  it  is  fair  that  a  handful  of  southern 
states  should  bear  the  price  tag  of  health  care  reform?  I  raise  this 
last  point  because  research  shows  that  nearly  40,000  jobs  will  be 
lost  in  the  South  as  a  result  of  the  proposed  hike  in  the  excise 
tax.   In  fact,   research  shows  that  "as  a  percentage  of  state 
population,   the  jobs  lost  in  the  tobacco  sector  of  the  South  would 
be  3.5  times  greater  than  in  the  rest  of  the  United  States." 

Indeed,   the  research  also  clearly  indicates  that  the  increase 
in  the  excise  tax  would  have  a  rippling  impact  on  workers  in  the  six 
major  tobacco  producing  states  of  Georgia,   Kentucky,  North  Carolina, 
South  Carolina,  Tennessee  and  Virginia.   It  is  estimated  that  33,500 
hard  working  men  and  women  will  be  thrown  out  of  their  jobs  in  these 
six  states  alone. 
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This  unfair  tax  will  also  have  an  impact  on  the  bottom  lines 
for  state  and  local  governments.   In  fact,   a  study  conducted  by  the 
National  Council  of  State  Legislatures  shows  that  excise  tax 
revenues  collected  by  state  and  local  governments  could  shrink  by  as 
much  as  $  1.1  Billion.   This  would  amount  to  a  decrease  of  2  0%  in  the 
excise  tax  raised  by  local  and  state  governments.    The  upshot  could 
lead  to  "Severe  cutbacks  to  essential  government  services." 

Last  week,   I  received  a  letter  from  a  non-profit  association 
composed  of  public  officials  representing  the  Commissioners, 
Secretaries,   and  Directors  of  Agriculture  in  all  fifty  states  and 
four  territories  that  caught  my  attention. 

That  organization  is  the  National  Association  of  State 
Departments  of  Agriculture.  One  paragraph  in  their  letter  stood  out, 
and  it  read:   "NASDA's  members  realize  that  a  higher  federal  tax  on 
cigarettes  and  other  tobacco  products  is  politically  appealing 
because  it  has  relatively  strong  support  from  the  public." 

The  letter  continued:   "While  the  need  for  a  reform  in  the 
health  care  delivery  system  is  not  disputed,   to  place  the  majority 
of  the  cost  on  the  tobacco  economy  would  result  in  devastation  of 
the  agricultural  economy  in  many  states.   People  not  familiar  with 
farming  suggest  that  tobacco  farmers  should  simply  switch  to  another 
crop,  but  that  would  be  impossible  for  thousands  of  them.  Many  would 
simply  lose  their  farms." 

In  addition,    the  burden  of  this  tax  increase  would  also  fall 
disproportionately  upon  the  backs  of  rural  Americans.  The  American 
Agriculture  Movement  has  analyzed  the     impact  of  excise  taxes  on 
rural  taxpayers.  Their  study  shows  that  "Rural  Americans  pay  a 
significantly  higher  percentage  of  their  income  in  consumer  excise 
taxes  than  do  residents  in  urban  areas."  The  study  also  shows  that 
"rural  Americans  shoulder  a  44  percent  higher  tax  burden  in  tobacco 
excises  alone." 

The  proposal  to  increase  the  excise  tax  on  tobacco  comes  at  a 
time  when  tobacco  faces  an  already  uncertain  future.  The  tax 
proposal  comes  at  a  time  when  U.S.   tobacco  production  in  crop  year 
1993-1994  is  forecast  down  about  11  percent  because  of  smaller 
acreage  and  yields. 

On  top  of  this,   the  flue  cured  markets  in  North  Carolina  and 
other  states  have  already  experienced  weak  demand,   as  larger 
quantities  of  tobacco  continue  to  move  into  the  pool  system.  The 
burley  market  opens  next  week  and  there  is  real  fear  that  because  of 
excess  supplies,    flue-cured  and  burley  marketing  quotas  are  both 
likely  to  decline  10  percent  in  1994. 

Despite  the  recent  passage  of  domestic  content  legislation, 
tobacco  farmers  still  find  themselves  in  the  cross  fire  from  their 
foreign  counterparts  who  are  supplying  increasing  quantities  of 
tobacco  leaf  in  markets  across  the  world.  Many  manufacturers  have 
already  begun  shifting  away  from  using  American  grown  burley  and  are 
using  foreign  grown  burley. 

The  proposed  increase  in  the  excise  tax  on  cigarettes 
represents  more  than  a  300  percent  increase  in  the  tax.  Equally  as 
disturbing  is  the  fact  that  the  Clinton  Administration  has  also 
announced  it  will  seek  an  increase  in  the  tax  on  tobacco  products 
such  as  cigars,   cigarette  papers,   cigarette  tubes,  smokeless 
tobacco,  pipe  tobacco,  and  roll-your-own  tobacco.   I  am  of  the 
opinion  that  it  is  unfair  to  single  out  tobacco  as  one  of  the  major 
sources  for  funding  health  care  reform. 

Needless  to  say,   the  proposed  sizable  increase  in  federal 
excise  taxes  would  have  a  devastating  impact  on  tobacco  farmers  in 
Kentucky.   I  have  growing  concerns  about  any  proposal  that  would,  in 
my  view,   undermine  the  economic  foundation  of  the  farm  community  in 
Kentucky  and  five  other  southern  states. 
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It  is  an  economic  fact  of  life  that  tobacco  growing  remains  one 
of  the  last  bastions  of     family  life     in  Kentucky.   In  our  state, 
the  quota  holders  are  often  older  people  who  depend  on  renting  the 
quota  for  income.     Due  to  the  quota  system  and  other  factors,  the 
producers  are  usually  small  family  operations,   not  large  business 
entities.     The  local  economy  in  many  areas  of  Kentucky  has  grown 
around  and  is  dependent  on  this  small  operator  system. 

Having  said  that,   I  must  also  say  that  I  strongly  believe  our 
health  care  system  needs  to  be  improved.  Kentuckians  deserve,  and 
need  access  to  affordable,   quality  health  care,   and  we  must  work 
together  to  achieve  that  goal.  And  while  I  am  not  convinced  that  all 
excise  tax  increases  can  be  avoided,    I  want  to  make  certain  that  the 
costs  and  the  benefits  of  health  care  reform  are  equitably  shared. 

The  current  plan  does  not  take  this  factor  of  equity  into 
account . 

Tobacco  is  already  heavily  taxed.  One  acre  of  tobacco  yields 
nearly  $29,000  in     federal  and  state  excise  taxes  and  in  sales 
taxes.   But  the  farmer  has  become  the  forgotten  man  or  woman  in  our 
efforts  to  spark  economic  recovery.   The  farmer  only  gets  six  cents 
from  each  pack  of  cigarettes  sold  in  this  country.  But  because  he  is 
at  the  other  end  of  the  economic  food  chain,   the  farmer  will  suffer 
the  most  in  the  effort  to  increase  the  excise  tax  on  tobacco 
products . 

I  do  not  quibble  with  reports  of  enormous  health  risks  and 
costs  associated  with  the  use  of  tobacco  in  the  country.   The  fact  of 
the  matter  is  the  total  economic  costs  of  smoking  is  estimated  to  be 
$7  5  billion  annually.  Health  promotion  efforts  and  stop  smoking 
campaigns  have  had  a  tremendous  impact  on  smoking  and  issues  such  as 
smoking  in  the  workplace.     For  example,   earlier  this  week  the  House 
voted  to  approve  a  ban  on  smoking  in  all  federal  buildings  and  in 
any  other  space  owned  or  leased  for  use  by  a  federal  agency.  Efforts 
such  as  these  across  the  course  of  three  decades  have  been  working. 
The  prevalence  of  smoking  among  adults  has  decreased  steadily  since 
the  mid  sixties. 

In  fact,   smoking  has  declined  by  about  0.5  percent  each 
year,   from  40  percent  in  1965  to  29  percent  in  1987. 

But  let  us  be  intellectually  honest  about  this.   Smoking  poses 
health  risks.  But  this  is  also  true  of  a  host  of  other  products  that 
are  available  in  the  marketplace.   I  think  some  people  have  opted  to 
use  political  correctness  as  a  policy  tool  in  deciding  to  tax 
cigarettes  and  other  tobacco  products.  But  why  have  we  not  opted  to 
tax  products  such  as  distilled  spirits,  wine,   and  beer?  Do  they  not 
contribute  to  our  health  care  crisis? 

To  argue  that  tobacco  alone  should  bear  the  burden  of 
underwriting  the  cost  of  health  care  reform  is  to  miss  the  obvious 
about  the  price  tag  that  our  society  has  paid  and  is  paying  for 
alcohol  use  and  abuse. 

It  is  the  height  of  arrogance  and  hypocrisy  to  fault  and  target 
tobacco  and  ignore  the  truth  about  alcohol  abuse.   In  the  November 
14th  edition  of  the  Washington  Post  Joseph  A.   Califano,  former 
Secretary  of  Health,   Education  and  Welfare  under  President  Jimmy 
Carter  argued  that  "Drugs  and  alcohol  are  implicated  in  at  least 
three- fourths  of  the  nation's  homicides,    suicides,   assaults,  rapes 
and  child  molestations .. .Add  to  that  the  muggings  and  robberies  by 
drug -crazed  perpetrators  and  date  rape  by  high  school  and  college 
students  high  on  beer,  pot  or  cocaine,   and  it's  easy  to  understand 
why  our  nation  is  drowning  in  a  crime  wave." 

Mr.  Califano  also  argues  rather  forcefully  that  "Eighty  percent 
of  state  and  local  prisoners  are  incarcerated  for  drug-  or  alcohol - 
related  crimes."  And  he  adds,   "Most  of  the  homeless  who  make  our 
city  sidewalks  smack  of  Calcutta  are  victims  of  alcohol  and  drug 
abuse. " 
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He  also  cited  this  chilling  fact  from  a  recent  study  by  the 
Medical  College  of  Wisconsin  that  "more  elderly  medicare  patients 
are  hospitalized  for  alcohol  abuse  than  for  heart  attacks." 

But  Mr.   Chairman,   where  is  the  moral  and  political  outrage? 
Where  is  the  hue  and  cry  for  an  increased  tax  on  alcohol  products? 
Why  haven't  the  health  and  medical  costs  associated  with  alcohol 
use,  misuse,   and  abuse  become  a  political  hot  button? 

Earlier  I  mentioned  the  economic  costs  of  smoking.   But  the 
price  tag  for  alcohol  abuse  is  even  higher  than  it  is  for  smoking. 
According  to  a  recent  report  by  the  Congressional  Research  Service, 
the  total  economic  costs  for  alcohol  abuse  was  $99  billion  in  1990 
alone . 

A  health  care  fact  sheet  prepared  by  the  CRS  reveals  "Alcohol 
abuse  and  dependence  affect  about  10  percent  of  American  adults."  A 
study  by  the  National  Institute  on  Alcohol  Abuse  and  Alcoholism 
indicates  that  "At  least  three  out  of  100  deaths  in  the  U.S.   can  be 
attributed  to  alcohol,  which  is  used  by  more  Americans  than  any 
other  drug  including  tobacco." 

A  CRS  study  shows  that  in  1985,    "Almost  95,000  deaths  occurred 
due  to  alcoholism."  I  cite  this  figure  because  the  CRS  analysis 
shows  that  this  represented  a  loss  of  2.7  million  man  years.  Said 
another  way,    this  represented  a  loss  of  2  8.2  years  per  death  and  a 
loss  of  $24  billion  to  the  economy. 

Recent  data  shows  that  each  year  nearly  107,800  deaths  are 
directly  attributable  to  alcohol. 

Previously,   I  quoted  Mr.  Calif ano's  analysis  of  the  costs  of 
drug  and  alcohol  use  and  abuse.   But  let  us,    for  the  sake  of 
argument,    look  at  the  cost  of  alcohol  abuse  in  isolation.  Alcohol 
is  a  contributing  factor  in  almost  half  of  all  homicides,  suicides, 
motor  vehicle  fatalities  and  numerous  deaths  from  liver  disease. 

Alcohol  abuse  is  a  major  factor  in  motor  vehicle  accidents. 
According  to  the  National  Highway  Traffic  Safety  Administration,   4  0 
percent  of  all  traffic  fatalities  involves  a  drunk  driver.   Each  year 
534,  000  people  suffer  injuries   in  nonfatal   alcohol - related  crashes. 

The  Congressional  Research  Service  has  done  an  insightful 
report  on  the  estimated  economic  costs  of  alcohol  abuse.   The  CRS 
observed  that  "In  the  case  of  alcohol  abuse,   other  related  costs 
include  the  direct  costs  of  crime,   motor  vehicle  accidents,  and 
social  welfare  programs  administrative  costs,    and  the  indirect  costs 
of  productivity  losses  for  victims  of  crime,    incarceration,    and  the 
value  of  time  spent  caring  for  ill  family  members." 

"Estimates  published  by  the  Alcohol  Drug  Abuse  and  Mental 
Health  Administration  of  the  Department  of  Health  and  Human  Services 
found  that  alcohol  abuse  posed  an  estimated  $85.8  billion  cost  to 
the  U.S.    in  1988.   Approximately  9.3  percent  of  that--$8  billion- - 
arose  from  treatment  costs.  Approximately  3  8.5  percent- -$33  billion - 
-was  derived  from  morbidity,   or  lost  productivity." 

We  hear,   for  example,   a  great  deal  of  rhetoric  about  the  impact 
of  second  hand  tobacco  smoke,  but  where  is  the  outrage  and  concern 
about  prenatal  alcohol  exposure?  It  is  one  of  the  leading  known 
causes  of  mental  retardation  in  our  country.  The  U.S.  Department  of 
Health  and  Human  Services     estimated  that  in  19  88,    "fetal  alcohol 
syndrome   (FAS)   cost  the  nation  over  1.8  billion."  Treatment  costs 
alone  for  the  birth  defects  in  children  born  to  alcoholic  mothers 
were  estimated  to  be  $333  million  during  the  last  year  that  such 
numbers  were  available. 

Mr.   Chairman,    the  excise  tax  increase  on  tobacco  products  alone 
is  unfair,   unprincipled,   and  regressive.   It  sends  the  wrong  message 
to  young  people.   In  effect,  we  are  telling  them  that  the  health 
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risks  are  less  when  you  use  beer,  wine  and  distilled  spirits.  All  of 
us  are  painfully  aware  of  recent  stories  concerning  teen  beer 
parties  in  nearby  Montgomery  County.   Let  us  not  single  out 
Montgomery  County,    this  is  a  national  problem.   A  problem  that  we 
have  chosen  to  ignore  or  wish  away  in  our  efforts  to  fund  health 
care  reform. 

Some  have  tried  to  justify  the  proposed  increase  in  the  excise 
tax  on  tobacco  products  by  pointing  to  the  number  of  young  people 
who  use  tobacco.   I  am  concerned  about  this  too,  but  let  us  be 
consistent  and  intellectually  honest  about  this  matter. 

The  Congressional  Budget  Office  has  found  that  beer  may  in  some 
respects  exact  higher  costs  to  our  society  than  wine  or  distilled 
spirits  because  "it  is  the  alcoholic  beverage  of  choice  among 
teenagers  and  young  adults,  who  are  responsible  for  a 
disproportionate  share  of  traffic  fatalities." 

The  CBO  study  shows,   "In  1987  licensed  drivers  age  16  to  19-- 
6.2  percent  of  all  licensed  drivers- -accounted  for  12.7  percent  of 
drivers   involved  in  fatal   traffic  accidents  and  9.6  percent  of 
legally  intoxicate  drivers  involved  in  fatal  traffic  accidents. 
Licensed  drivers  age  2  0  to  24 --10. 9  percent  of  all  licensed  drivers - 
-accounted  for  17.8  percent  of  drivers  in  fatal  traffic  accidents 
and  23.5  percent  of  legally  intoxicated  drivers  involved  in  fatal 
traffic  accidents." 

Indeed,   despite  an  overall  decline  in  per  capita  consumption  of 
alcohol  in  the  19  80s,   a  study  by  the  CRS  shows  that  the  "proportion 
of  heavy  drinkers  in  their  twenties  increased  slightly  during  the 
same  period.  The  CRS  grimly  reminds  us  that  "Although  alcohol 
consumption  by  people  under  21  years  of  age  is  illegal,   42  percent 
of  underaged  college  students  said  they  engaged  in  bouts  of  heavy 
drinking . " 

This,   then,   is  the  crux  of  my  arguments  against  a  tax  on 
tobacco  products  of  this  magnitude.  Not  only  is  the  proposal  fueled 
by  political  expediency  the  tax  proposal  makes  no  accounting  for  the 
harm  to  our  economy  and  economic  well-being  of  a  handful  of  southern 
states.   It  will  mean  the  loss  of  much  needed  state  and  local 
revenues.  Yes,    farmers  will  lose  their  farms.  Yes,   hard  working  men 
and  women  will  lose  their  jobs. 

I  only  ask  for  fairness  and  honesty  in  our  health  care  reform 
debate.  The  cost  of  health  care  reform  should  be  borne  by  other 
interests  that  contribute  to  our  runaway  health  care  costs,   and  not 
by  tobacco  alone.   Our  debate  on  health  care  reform  should  be 
governed  by  intellectual  honesty  and  not  by  political  correctness  or 
political  expediency. 
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Mr.  Payne.  Mr.  Barlow,  also  from  Kentucky. 

STATEMENT  OF  HON.  THOMAS  J.  BARLOW  III,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  KENTUCKY 

Mr.  Barlow.  Thank  you  very  much,  Mr.  Chairman.  If  I  may  sub- 
mit my  statement  for  the  record  and  just  briefly  summarize. 
Mr.  Payne.  Without  objection. 

Mr.  Barlow.  We  all  know  that  the  major  parties  are  being  asked 
by  the  American  people  to  devise  an  affordable  medical  care  plan 
because  health  care  costs  are  rising.  But  more  importantly  even 
than  the  rise  in  medical  care  costs  is  the  very  alarming  way  that 
the  medical  costs  are  becoming  unbalanced,  wadding  up  at  very 
strategic  points  in  our  economy. 

It  is  overloading  our  government  budgets,  our  family  budgets, 
our  business  budgets,  our  business  finances.  And  these  areas  are 
what  we  have  got  to  be  addressing  as  we  seek  to  even  out  the  med- 
ical care  costs  in  a  careful  way.  And  it  seems  very  illogical  to  me 
and  to  many  of  us  at  the  outset  coming  from  a  small  group  of 
States,  dealing  here  with  a  commodity  that  is  being  raised  by  very 
hard  working  people,  that  we  are  in  effect  starting  off  an  imbalance 
in  the  process  of  securing  the  financing. 

That  is  not  fair  and  it  is  not  right  and  it  is  going  to  lead  to  dis- 
tortions in  the  financial  foundations  of  the  whole  medical  care 
structure  that  we  are  seeking  to  create  in  a  long,  enduring,  and 
wise  way.  And,  in  effect,  it  will  come  up  short.  Because  what  we 
are  trying  to  do  here  is,  on  the  one  hand,  discourage  tobacco  use 
by  putting  on  a  very  punitive  tax,  and  yet  we  are  looking  to  the 
source  of  that  tax  to  finance  a  rising  medical  care  economy.  We  are 
going  in  two  directions.  It  is  not  wise  public  policy. 

And  we  are  also,  and  this  is  probably  the  main  point  here,  we 
are  landing  on  people  who  may  never  be  sick.  We  are  asking  them 
to  help  finance  medical  care.  Not  every  person  who  uses  tobacco 
ends  up  with  health  care  problems  derived  from  tobacco  use.  And 
yet  we  are  going  to  be  asking  them  to  pay  for  the  health  care  of 
people  who  may  not  be  using  tobacco  products  but  who  may,  for 
other  reasons,  have  significant  medical  care  costs  coming  up  during 
the  course  of  their  lifetime. 

That  is  an  imbalance  that  should  not  be  sanctioned  by  the  com- 
mittee. And  I  hope  the  committee  will  look  very  carefully  at  this 
area  and  move  the  tobacco  tax  down  as  a  priority  for  securing  the 
financing  for  medical  care  and  move  towards  a  broad-based  system 
for  securing  the  financing  for  each  person,  because  each  of  us  has 
medical  care  costs  at  some  point  in  our  life. 

Each  of  us  should  be  paying  ahead  in  some  fashion  to  cover  in 
an  actuarial  way  our  own  medical  care  costs  through  time.  The 
American  people  are  ready  for  a  fair  system.  I  think  if  we  present 
them  with  an  unfair  system,  we  will  be  creating  problems  that  are 
going  to  dog  this  program  for  a  long  time. 

Thank  you. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Barlow. 
[The  prepared  statement  follows:] 
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Committee  on  Ways  and  Means 
Statement  of  Representative  Tom  Barlow  (D-Ky  1st) 
November  18,  1993 


Our  people  are  in  need  of  wise  and  careful  leadership  in 
putting  their  medical  accounts  in  order  for  the  sake  of  their 
families  and  for  the  sake  of  themselves  as  individuals  and  as 
taxpayers.     Our  President  and  First  Lady  have  rendered  the 
American  people  a  truly  historic  service  by  devising  an  "All 
People"  health  care  program  that  provides  health  care  access  for 
everyone.     We  as  representatives  of  our  people,  must  ensure  that 
the  final  structuring  best  serves  our  people's  needs  and  provides 
for  health  care  delivery  choices  not  from  a  national  central 
point,   but  as  close  to  the  local  level  as  possible. 

Over  the  past  decades,   health  care  research  has  developed  a 
stunning  array  of  medical  technologies  and  applications  that  have 
made  our  lives  better.     Due  in  major  part  to  the  development  of 
these  technologies,   health  care  costs  are  rising  rapidly.  These 
costs,   however,   are  not  evenly  distributed,   but  are  accumulating 
at  points  that  cause  severe  economic  imbalances  in  our  government 
budgets,   our  business  economy  and  cause  severe  strains  in  our 
family  finances. 

Medical  insurance  premiums  are  soaring  for  individuals  and 
families.     In  our  increasingly  competitive  world,  businesses  are 
less  able  to  afford  medical  insurance  for  their  employees  and 
retirees.     Rising  worker  compensation  costs  are  weighing  down 
balance  sheets.     Expenditures  of  taxpayer  funds  through  medical 
entitlements  are  soaring  at  both  federal  and  state  levels. 
Government  budget  deficits  will  increase  in  coming  years  unless 
we  are  able  to  bring  this  surging  entitlement  growth  under 
control . 

The  history  of  medical  care  delivery  since  the  early  1940' s 
has  been  that  the  business  sector,  where  willing,  has  served  as 
the  key  provider  of  medical  care  for  a  great  portion  of  our 
people.     It  is  time  for  us  to  carefully  study  this  traditional 
approach.     I  would  urge  that  we  not  feel  "tied"  to  this 
traditional  provider  mechanism.     Medical  care  has  become  such  a 
large  factor  in  the  lives  of  our  citizens  that  we  must  relieve 
business  of  the  growing  financial  burdens  of  medical  care.  In 
our  increasingly  competitive  world,  we  must  not  keep  increasing 
the  financial  weight  on  business.     We  must  lift  this  burden  of 
expense  from  the  shoulders  of  business  so  that  business  can  get 
on  with  the  business  of  employing  Americans  and  keeping  the 
economies  of  our  towns  and  cities,  states  and  our  Nation 
growing. 

The  proposal  made  by  the  President's  Health  Care  Security 
Act  to  secure  funding  for  medical  reform  by  taxing  large 
businesses  and  subsidizing  small  businesses  will  create  financial 
imbalances  in  our  business  communities.     As  a  small  business 
might  grow,  when  does  a  small  business  that  needs  a  subsidy 
become  a  large  business  that  incurs  a  tax?    Might  we  see  a 
proliferation  in  the  number  of  small  businesses  to  secure  the 
subsidy  and  escape  the  levies  of  large  businesses?     We  do  not 
want  to  send  the  economic  warning  to  hardworking  business  people, 
that  warning  being  "Don't  Grow"  because  it  will  cost  you  money. 

In  order  to  reach  all  Americans  and  have  a  health  care 
system  that  will  be  adequately  and  properly  financed  for  years  to 
come,  the  financing  mechanism  must  be  broad  based.     Deriving  the 
finances  for  medical  care  by  focusing  taxes  on  "life  style 
choices"  sets  us  on  a  very  troubling  public  policy  course. 
Taxing  a  life  style  on  the  basis  of  the  probability  that  it  will 
lead  to  the  need  for  expensive  medical  care  leads  us  very 
logically  to  taxes  on  many  pursuits  that  are  fraught  with 
probabilities  for  incurring  medical  care.     Examples  include  using 
automobiles,   eating  burgers  and  fries,  skiing,  playing  football, 
and  motorcycling.     Quite  simply,  having  to  debate  degrees  and 
levels  of  risk  and  associated  taxes  related  to  risk  levels  will 
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put  us  in  a  public  policy  quagmire. 

Thousands  of  families  in  my  Western  and  Southern  Kentucky 
District  raise  tobacco.     They  till  the  soil,   raise  the  crop  and 
cure  it  like  Americans  have  for  nearly  4  00  years.     Much  of  the 
type  of  tobacco  known  as  "dark  fired  tobacco"  produced  in  our 
nation  and,   indeed,  the  world  is  grown  in  my  District.  The 
Health  Security  Act  proposes  to  increase  the  tax  for  dark-fired 
tobacco  products — that  includes  cigars,  pipe  tobacco  and  snuff — 
by  3,500  percent.     Many  of  my  farmers  also  grow  burley  tobacco 
which  the  Administration  is  also  proposing  to  tax  at  a  very  high 
rate.     The  farmers  in  my  District  are  reeling  in  shock  and  anger 
at  these  tax  proposals.     They  are  very  deeply  concerned  that 
their  livelihoods  are  at  stake.     The  last  time  that  they  faced  a 
challenge  of  such  devastating  magnitude  was  a  hundred  or  so  years 
ago  when  the  Duke  Tobacco  Trust  tried  to  intimidate  them  into 
selling  only  to  the  Duke  Trust  at  criminally  low  prices.  To 
subject  a  single  industry  to  such  an  oppressive  tax  increase  is 
blatantly  unfair,   and  I  ask  that  you  not  place  such  a  burden  on 
this  important  industry  and  our  families. 

Medical  care  must  not  only  be  financed  as  broadly  as 
possible  but  must  also  enable  each  of  us  to  be  saving  ahead  to 
meet  our  individual  and  family  medical  needs.     We  need  an 
actuarially  sound  pay-as-you-go  system.       Just  as  we  now  share 
with  the  States  the  responsibility  and  expense  of  medical  care 
for  our  citizens,  we  must  better  share  with  the  States  the 
collection  from  our  people  of  the  monies  needed  to  finance  their 
care.     We  should  consider  incorporating  the  existing  funding  pool 
of  worker  compensation  into  the  medical  reform  program. 

In  our  legislative  work,    let  us  not  take  the  approach  of 
attempting  to  mislead  the  American  people  into  believing  that  we 
can  have  something  for  nothing.     They  know  better.     Health  care 
is  not  free.     But  it  should  be  affordable  for  each  of  us.  We 
must  provide  health  reform  with  a  funding  structure  that  is  both 
adequate  and  broad  based.     Thank  you. 
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Mr.  Payne.  And  now  I  recognize  my  colleague  from  Virginia, 
Bobby  Scott.  Bobby. 

STATEMENT  OF  HON.  ROBERT  C.  SCOTT,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  VIRGINIA 

Mr.  Scott.  Thank  you,  Mr.  Chairman.  I  appreciate  the  oppor- 
tunity to  testify  today  on  the  cigarette  tax  proposal  contained  in 
the  administration's  health  care  proposal.  The  tax  increase  of  75 
cents  per  pack  would  raise  the  current  excise  tax  by  more  than  300 
percent  and  result  in  significant  job  and  payroll  loss  in  my  district 
and  in  the  Commonwealth  of  Virginia. 

Three  years  ago,  a  tobacco  manufacturer  closed  a  plant  in  Peters- 
burg, Virginia,  where  many  of  the  workers  were  earning  decent 
wages.  Today,  a  majority  of  those  who  lost  their  jobs  have  still  not 
been  able  to  find  work  at  comparable  pay.  So  I  am  quite  aware  of 
the  vital  economic  contribution  that  tobacco  makes  to  Virginia's 
economy. 

In  1990,  the  accounting  and  economic  consulting  firm  of  Price 
Waterhouse  reported  that  the  tobacco  industry  directly  employed 
over  10,000  tobacco  manufacturing  jobs  in  Richmond,  Va.  The  pay- 
roll from  these  jobs  is  approximately  $600  million.  The  report  stat- 
ed that  if  a  75  cent  per  pack  tax  were  enacted,  it  would  cause  ap- 
proximately a  14  percent  drop  in  manufacturing  jobs  in  the 
Richmond-based  tobacco  industry. 

These  jobs  represent  more  than  $75  million  in  salaries  and 
wages  which  would  be  lost  to  the  economy.  Additionally,  the  eco- 
nomic ripple  effect  will  reduce  the  demand  for  all  sorts  of  goods 
and  services  linked  to  the  tobacco  industry  and  its  income  base. 
Moreover,  Mr.  Chairman,  there  are  a  number  of  jobs  that  are  indi- 
rectly tied  to  the  manufacture  of  tobacco  products  such  as  machin- 
ery, maintenance  services,  and  paper  production. 

Price  Waterhouse  estimates  that  more  than  1,400  of  these  indi- 
rect jobs  would  also  be  eliminated  with  an  additional  loss  of  $75 
million  in  payroll.  Mr.  Chairman,  the  cigarette  tax  is  also  unfair 
because  it  is  a  regressive  tax  that  would  fall  most  heavily  on  those 
with  lower  and  middle  incomes.  Peat  Marwick,  another  respected 
accounting  firm,  reported  that  even  though  54  percent  of  American 
households  earn  less  than  $30,000,  they  account  for  only  19  percent 
of  all  earned  income. 

The  study  points  out,  however,  that  the  bulk  of  State  and  Fed- 
eral cigarette  excise  taxes  are  paid  by  these  citizens.  This  Congress 
was  willing  to  remove  a  luxury  tax  on  boats  that  was  paid  by  the 
wealthiest  segments  of  our  society,  because  it  hurt  boatbuilders 
and  therefore  cost  our  country  jobs.  It  is  ironic  that  we  are  now 
considering  putting  a  tax  on  the  poorest  members  of  our  society 
that  will  cost  the  United  States  jobs  in  the  tobacco  industry. 

In  the  budget  bill  we  passed  in  August  by  the  narrowest  of  mar- 
gins, we  recognized  that  excise  tax  does  have  a  direct  impact  on 
employment.  This  tax  will  not  only  cost  jobs,  but  places  an  exces- 
sive burden  on  those  who  can  least  afford  to  pay  it. 

Mr.  Chairman,  the  75  cent  per  pack  cigarette  tax  increase  is  un- 
fair to  my  constituents.  It  is  unfair  to  the  growers  and  farmers  who 
live  and  work  in  Virginia.  It  is  unfair  to  those  who  work  in  those 
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indirect  jobs.  And  finally,  it  is  unfair  to  the  low-  and  middle-income 
taxpayers. 

Mr.  Chairman,  we  must  eliminate  this  tax  if  health  care  reform 
is  to  be  grounded  on  fairness  and  equity  and  is  to  be  accepted  by 
all  Americans. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Statement  of  Representative  Robert  C.  Scott 
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Mr.   Chairman,   I  appreciate  the  opportunity  to  testify  today  on 
the  cigarette  tax  proposal  contained  in  the  Administration's 
health  care  proposal.     The  tax  increase  of  75  cents  per  pack 
would  raise  the  current  excise  tax  by  more  than  300%  and  result 
in  significant  job  and  payroll  losses  for  my  District  and  the 
state  of  Virginia. 

Three  years  ago  a  tobacco  manufacturer  closed  a  plant  in 
Petersburg,  Virginia  where  many  of  the  workers,  my  constituents, 
were  earning  high  wages.     Today  a  majority  of  those  who  lost 
their  jobs  have  still  been  unable  to  find  work  with  comparable 
pay,   so  I  am  quite  aware  of  the  vital  economic  contribution  that 
the  tobacco  industry  makes  to  Virginia's  economy. 

In  1990,   the  accounting  and  economic  consulting  firm  of  Price 
Waterhouse  reported  that  the  tobacco  industry  directly  employed 
over  10,800  tobacco  manufacturing  jobs  in  Richmond,  Virginia's 
capitol  and  the  heart  of  my  District..    The  payroll  from  these 
jobs  was  approximately  $600  million.     The  Price  Waterhouse  report 
stated  that  if  a  75  cent  per  pack  tax  increase  were  enacted,  it 
would  cause  approximately  14%  of  the  Richmond-based  tobacco 
manufacturing  jobs  to  be  eliminated.     These  jobs  represent  more 
than  $75  million  in  salaries  and  wages  which  would  also  be  lost 
to  the  economy.     Additionally,   the  economic  ripple  effect  will 
reduce  the  demand  for  all  sorts  of  goods  and  services  linked  to 
the  tobacco  industry  and  its  income  base.     Moreover,  Mr. 
Chairman,   there  are  a  number  of  jobs  that  are  indirectly  tied  to 
the  manufacture  of  tobacco  products  such  as  machinery, 
maintenance  services  and  paper  production.     Price  Waterhouse 
estimates  show  more  than  14  0  0  of  these  indirect  jobs  would  be 
loss  and  more  that  $75  million  of  additional  payroll  would 
disappear . 

Aside  from  the  devastating  effects  that  the  75  cents  per  pack 
increase  would  have  on  my  constituents  and  Richmond's  businesses, 
the  tobacco  industry  accounts  for  more  than  44,500  jobs  and 
provides  approximately  $1.4  billion  in  salaries  and  wages 
statewide.     It  is  projected  that  the  proposed  tax  increase  would 
cut  cigarette  sales  by  more  than  12%.     In  total,   Mr.   Chairman,  my 

District  stands  to  lose  3000  jobs  and  more  than  $150  million  in 
wages  and  salaries.     The  South,  where  most  of  the  tobacco  is 
farmed  and  cigarettes  manufactured,  would  be  hit  3.5  times  as 
hard  as  any  other  region  of  the  country  if  this  tax  is  allowed  to 
stand.     Clearly  this  is  not  fair  to  those  whose  livelihoods  are 
dependent  upon  tobacco. 

The  cigarette  tax  is  also  unfair  because  it  is  regressive  and 
will  fall  most  heavily  on  those  with  lower  and  middle  incomes. 
Peat  Marwick,   another  respected  economics  firm,   reported  that 
even  though  54%  of  American  households  earn  $30,000  or  less  per 
year  they  account  for  only  19%  of  all  earned  income.     The  study 
points  out,   however,   that  the  bulk  of  state  and  federal  cigarette 
excise  taxes  are  paid  by  these  citizens. 
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This  Congress  was  willing  to  remove  a  luxury  tax  on  boats  that 
was  paid  by  the  wealthiest  segment  of  our  society  because  it  hurt 
boat  builders  and  therefore  cost  this  country  jobs.     It  is  ironic 
that  we  are  now  considering  putting  a  tax  on  the  poorest  members 
of  our  society  that  will  cost  the  U.S.  jobs  in  the  tobacco 
industry.     In  the  budget  bill,  we  passed  in  August,  by  the 
narrowest  of  margins,  we  recognized  that  excise  taxes  do  have  a 
direct  impact  on  employment.     This  tax  will  not  only  cost  jobs 
but  places  an  excessive  burden  on  those  who  can  least  afford  it. 

Mr.  Chairman,   the  75  cents  per  pack  cigarette  tax  increase  is 
unfair  to  my  constituents.     It  is  unfair  to  the  growers  and 
farmers  who  live  and  work  in  Virginia.     It  is  unfair  to  those  who 
work  in  indirect  jobs.     And,   finally,   it  is  unfair  to  the  low  and 
middle  income  taxpayers.     Mr.  Chairman,  we  must  eliminate  this 
tax  if  health  care  reform  is  to  be  grounded  on  fairness  and 
equity  and  is  to  be  accepted  by  all  Americans. 
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Mr.  Payne.  Thank  you  very  much,  Mr.  Scott.  Mr.  Sundquist. 
Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

Welcome  to  this  panel.  I  am  sorry  my  colleague,  Congressman 
Clement,  couldn't  stay,  but  I  did  want  to  make  a  point  that  he  and 
I  do  share  Robertson  County  together  and  that  I  endorse  his  state- 
ment as  one  that  makes  a  lot  of  sense. 

I  would  also  like  to  say  to  my  friend,  Congressman  Coble,  that 
I  totally  note  the  absence  of  an  accent. 

Mr.  Coble.  I  didn't  understand.  The  absence  of  what? 

Mr.  Sundquist.  An  accent. 

Mr.  Coble.  Oh,  thank  you,  sir,  appreciate  that. 

Mr.  Sundquist.  I  thought,  Scotty,  you  made  a  good  point,  and 
that  is  that  maybe  it  is  together  with  somebody  else,  we  are  all  for 
changing  health  care.  Anybody  who  is  testifying  today  or  asking 
questions  up  here  believes  that  there  have  to  be  some  changes  in 
the  health  care  system  of  this  country.  It  may  not  be  the  Presi- 
dent's proposal,  it  may  be  another  proposal.  We  all  share  that. 

I  think  you  pointed  out  that  we  all  assume  that  it  is  going  to 
have  to  be  paid  for  and  that  tobacco  is  willing  to  take  their  share, 
not  at  10,000  percent  and  3,000  percent  or  300  percent.  That  is  un- 
fair, that  the  funding  in  any  system  that  pays  for  a  health  care  sys- 
tem ought  to  be  dependable,  it  ought  not  be,  Bobby  said,  one  that 
is  funded  on  sand  and  that  will  crumble  when  we  change  social 
habits. 

I  don't  know  that  I  have  any  questions.  One  point  I  do  want  to 
make,  and  that  is  this,  and  see  if  you  have  any  comments  on  it. 
There  has  been  a  study  that  was  done,  an  estimate,  talking  about 
the  impact  to  the  consumer  on  the  Consumer  Price  Index  in  Fed- 
eral spending  of  a  75-cent  cigarette  excise  tax. 

My  colleague  from  Kentucky,  Jim  Bunning,  got  into  this  yester- 
day with  the  Secretary,  and  I  didn't  think  he  received  a  very  good 
answer  from  the  Secretary.  But  the  premise  of  this  is  that  when 
you  raise  taxes  on  cigarettes  by  75  cents  a  pack,  that  it  has  a  major 
effect  on  the  Consumer  Price  Index  and  that  the  increase  in  the 
Consumer  Price  Index  will  lead  to  a  1  percent  increase  in  all  index 
spending  at  the  Federal  level,  Social  Security,  food  stamps,  Federal 
pension  funds,  and  so  forth.  And  that  at  1993  spending  levels,  this 
will  amount  to  $5.6  billion  in  additional  obligated  Federal  spending 
and  loss  of  revenue  from  income  tax  indexing. 

So  when  we  talk  about  raising  cigarettes  by  75  cents  a  pack, 
then  we  are  not  going  to  get  the  $10  billion.  It  is  going  to  be  down 
about  $2.5  billion.  And  it  gets  the  same  premise  as  the  boat  tax, 
it  is  not  reliable  income  to  pay  for  the  health  care  package.  I  would 
submit  that  perhaps  we  ought  to  decrease  spending  in  some  other 
areas  to  pay  for  the  health  care  package.  I  leave  it  open  to  the 
questions  from  my  colleagues  or  comments. 

Mr.  Baesler.  I  mean,  I  am  not — I  am  not  an  expert  on  the  cost 
of  the  index,  but  I  have  heard  those  figures.  I  think  just  from  my 
perspective,  if  you  go  in  rural  Kentucky  and  all  the  small  grocery 
stores,  just  for  instance,  the  number  one  product  they  sell  there  is 
tobacco,  cigarettes.  And,  you  know,  from  their  small  town  tobacco, 
their  index  or  their  how  it  goes  up,  it  definitely  would  have  that 
effect  with  them.  And  I  am  not  an  expert  on  how  it  is  nationwide, 
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and  I  don't  really  think  I  am  qualified  to  comment  on  that,  Mr. 
Sundquist. 

Mr.  Coble.  Mr.  Chairman  and  Mr.  Sundquist,  in  an  effort  to  try 
to  keep  my  statement  brief,  I  omitted  something  I  can  tie  in,  Don, 
with  your  question.  Way  back  yonder,  chronologically,  when  I  was 
a  high  school  kid  working  in  tobacco  fields,  we  used  to  refer  to  to- 
bacco, in  an  affectionate  manner,  as  the  golden  leaf.  That  term  was 
affectionately — and  Mr.  Houghton,  I  am  sorry  to  overlook  you,  I 
didn't  see  you  come  in — that  was  affectionately  known  as  the  gold- 
en leaf. 

Now,  it  is  known  as  the  perpetual  whipping  boy  on  Capitol  Hill. 
And  folks,  it  is  known  for  that  reason  because  we  seem  to  have  to 
appease  opponents  of  tobacco  at  every  turn.  Oh,  yes,  we  got  to  sat- 
isfy these  folks.  They  are  against  tobacco.  We  can't  let  them  leave 
the  room  in  a  huff  and  puff.  Let's  assuage  their  pains.  And  I  think 
that  is  what  has  gotten  us  to  this  point. 

And,  Mr.  Sundquist,  I  think  you  are  on  the  money,  and  that  is 
why  I  alluded  to  your  comments  in  my  statement,  when  you  drew 
the  analogy  of  the  luxury  tax.  I  think  the  sales  inevitably  will  de- 
crease the  collection  of  taxes,  therefore,  inevitably  will  be  reduced. 

And  not  unlike  my  friend  from  Kentucky,  I  don  t  know  that  I  can 
address  in  any  sort  of  expert  manner  the  how — what  the  alter- 
native is  going  to  be  on  the  funding  situation,  but  I  think  that 
needs  to  be  addressed,  that  we  are  forever  breaking  our  backs  to 
satisfy  the  opponents  of  tobacco. 

Mr.  Sundquist.  Thank  you.  Health  care  is  going  to  require  huge 
amounts  of  money,  particularly  the  Clinton  health  care  package, 
and  it  can't  be  done  on  tobacco.  I  would  be  glad  to  yield.  I  know 
my  time  is  up. 

Did  you  have  a  comment? 

Mr.  Barlow.  No.  I  am  just  following  along  on  what  you  are  say- 
ing and  what  the  prior  speakers  have  said.  You  know,  if  we  are  as- 
suming that  the  punitive  nature  of  this  tax,  the  proportions  of  it 
are  to  drive  tobacco  use  down,  then  this  committee  and  Congress 
and  the  administration,  administrations  will  be  very  quickly  back 
here  asking  for  other  sources  of  funding. 

So  we  need  something  that  is  very  broad-based,  and  we  need  a 
program  that  is  actuarially  sound,  pay  as  you  go,  that  stays  out 
ahead  in  terms  of  being  in  the  black,  ahead  of  the  costs  of  medical 
care  for  Americans.  Because,  quite  frankly,  none  of  us  here  as  rep- 
resentatives of  our  people,  Republicans  or  Democrats  or  independ- 
ents, want  to  go  through  what  we  are  going  through  to  balance  the 
budget  over  the  next  few  years,  and  then  have  all  our  labors  come 
to  naught  because  we  have  got  a  medical  care  program  coming  up 
that  is  going  to  throw  us  right  back  in  the  deficit  ditch.  So  we  have 
got  to  take  this  on  foursquare. 

I  think  the  American  people  know  that  medical  care  is  not  free. 
If  we  approach  them  in  a  common  sense  way  with  a  straight- 
forward program  of  them  financing  their  own  future  medical  care, 
they  will  respect  us  for  it. 

Mr.  Sundquist.  I  thank  you.  If  I  could  close  with  this,  Mr.  Chair- 
man. This  is  a  hearing  on  the  financing  provisions  of  the  adminis- 
tration's Health  Security  Act  and  other  health  reform  proposals. 
What  I  have  heard  from  some  other  panelists  earlier,  not  this 
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group,  is  that  we  ought  to  tax  tobacco  because  we  accomplish  two 
things. 

Some  have  said  we  ought  to  tax  it  more  because  it  will  end  to- 
bacco, and  I  submit  that  if  we  tax  tobacco  out  of  existence,  we  are 
not  going  to  have  the  money  to  pay  for  the  health  care  plan.  This 
is  not  a  place  to  talk  about  social  cures,  this  is  a  place  to  talk  about 
today  how  we  fund  health  care. 

We  can  talk  about  taxing  gasoline  and  we  can  talk  about — in  ref- 
erence to — Mr.  Levin's  home  State — maybe  taxing  all  the  gasoline 
engines  out  of  existence,  if  that  is  harmful  to  health.  That  is  not 
why  we  are  here.  We  are  here  to  talk  about  funding  a  health  care 
package  and  I  submit,  and  I  think  you  agree,  that  basing  it  on  to- 
bacco is  going  to  be  an  unstable  base  of  funding. 

Thank  you,  Mr.  Chairman. 

Mr.  Payne.  Mr.  Houghton. 

Mr.  Houghton.  Yes,  thank  you,  Mr.  Chairman. 

Gentlemen,  good  to  be  with  you,  Mr.  Coble,  always  good  to  see 
you.  You  know,  we  are  on  the  horns  of  a  dilemma.  I  mean  we  have 
an  economic  problem.  I  don't  happen  to  agree  with  the  fairness 
issue,  because  even  if  you  taxed — and  this  is  revisiting  the  question 
I  talked  about  before — but  even  if  you  taxed  bourbon,  scotch,  am- 
munition, or  firearms,  and  did  the  same  thing  so  it  was  fairer 
across  the  board,  you  still  would  be  having  the  tax  on  tobacco  with 
that  assumption,  and  it  still  would  have  economic  dislocation. 

On  the  other  hand,  of  course,  you  have  the  health  issue.  And  I 
understand  the  economic  dislocation  issue  because  the  district  in 
which  I  live  used  to  grow  wrappers  for  cigars.  Big  business,  no 
longer  there.  But  you  have  the  health  care  issue  which  is  of  ex- 
traordinary importance  to  people.  And  how  do  you  get  at  both  of 
those  issues? 

I  don't  see  people  talking  about  that.  I  understand  what  you  are 
going  through,  and  I  understand  who  you  try  to  represent.  But 
there  are  a  whole  group  of  people  out  here,  you  know,  who  now  are 
finding  this  is  a  terribly  damaging  process  and  they  have  got  to 
somehow  attend  to  that  issue.  Maybe  you  have  got  some  comments. 

Mr.  Baesler.  Mr.  Houghton,  I  think  that  just  like  the  old  rule 
of  point  of  diminishing  returns,  I  personally  think  the  75  cents  on 
tobacco,  for  instance,  is  exorbitant.  I  said  earlier  before  you  had  an 
opportunity  to  come  in,  that  I  will  support  some  tax  on  tobacco, 
and  I  think  what  we  have  to  do  is  say  we  are  going  to  need  120, 
however  billion  dollars  we  are  going  to  need  for  the  health  care 
from  "sin  taxes"  or  other  sources,  then  I  think  we  have  got  to 
spread  that  over  enough  sources,  particularly  to  reach  that. 

At  the  same  time,  on  none  of  those  would  it  be  source  exorbitant 
or  punitive.  I  am  not  going  to  tell  you  today — and  some  of  my  col- 
leagues will  disagree — but  I  am  not  going  to  tell  you  today  that  we 
can't  absorb  some  from  the  tobacco  industry,  and  it  not  so  nega- 
tively affect  the  industry  that  it  will  cause  all  these  jobs.  There  is 
some  way  to  do  that. 

Now,  we  have  got  two  things:  We  have  got  an  exorbitant  fee  of 
75  cents  to  doing  all  of  it,  and  we  are  not  sharing  with  anybody 
else.  And  I  think  there  is  a  place  in  there,  and  I  am  not  such  an 
economist  today  that  I  can  say,  do  15.5  cents  over  here  and  do  14 
cents  over  here  and  here.  But  I  think  until  we  get  to  that  discus- 
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sion,  we  are  not  really  going  to  address  your  question,  because  we 
are  going  to  just  continue  to  say  OK  to  the  75  cents  and  the  tobacco 
is  going  to  suffer.  So  I  think  there  is  an  area  in  there  that  we  can 
find  that  would  solve  both  answers. 

Mr.  Houghton.  Well,  you  see,  I  don't  think  we  are  just  talking 
about  funding  health  care.  I  think  we  are  talking  about  a  whole 
concept  of  wellness  here.  And  it  is  a  real  problem  here.  You  have 
got  people  who  have  been  loyal,  who  have  been  growing  tobacco  for 
years  and  years,  and  all  of  a  sudden,  because  of  scientific  knowl- 
edge, their  product  is  threatened.  Somehow  we  have  got  to  bring 
this  thing  together.  It  is  not  just  that  we  are  loading  or  we  would 
be  loading  75  cents  or  $2  on  a  pack  of  cigarettes.  It  is  something 
deeper  than  that. 

Mr.  Barlow.  Well,  let  me  just,  if  I  may,  address  that  one  word 
you  just  used — "wellness."  Assume  the  healthiest  person  in  the 
world  who  has  no  lifestyle  habits  that  put  him  or  her  in  any  of 
these  categories,  don't  smoke,  don't  drink,  don't  drive  a  car,  don't 
eat  burgers  and  fries.  That  person  is  still  going  to  have  medical 
care  costs,  even  if  they  are  going  for  a  checkup  or  going  in  for 
shots. 

And  very  probably  they  are  going  to  have  end-of-life  health  care 
costs  of  one  sort  or  another.  They  should  be  paying  their  way  just 
as  anybody  else.  It  shouldn't  fall  to  special  categories  of  commodity 
raisers  or  manufacturers. 

Mr.  Houghton.  If  I  could  reclaim  my  time  for  just  a  minute, 
could  I  just  take  another  crack  at  this,  Mr.  Chairman? 

Mr.  Payne.  Please,  go  ahead. 

Mr.  Houghton.  The  Price  Waterhouse  study  of  1992  indicated 
that  if  you  increase,  and  this  was  a  $2  increase  per  pack  of  ciga- 
rettes, I  mean,  it  would  be  proportionately  less  if  it  were  75  cents, 
but  with  2.3  million  people  working  in  tne  tobacco  industry,  that 
if  that  $2  were  levied  on  a  pack  of  cigarettes,  it  would  put  out  of 
work  about  770,000  people. 

So  my  point  is  that  if  you  do  everything  you  say,  you  proportion- 
ately charge  all  those  people  who  are  producing  cholesterol  prod- 
ucts or  alcoholic  products  or  ammunition  or  something,  whatever  it 
is,  you  still  have  an  economic  dislocation  problem  in  your  area. 

Thank  you  very  much. 

Mr.  Payne.  Thank  you,  Mr.  Houghton. 

I  have  one  question  before  you  leave,  Mr.  Baesler.  We  have  heard 
a  number  of  people  here  during  this  hearing,  people  on  this  com- 
mittee who  talked  about  what  we  could  do  tor  the  tobacco  grower 
in  terms  of  setting  aside  some  funds  in  order  to  do  something  that 
would  mitigate  against  the  problem  of  very  high  taxes  on  the  to- 
bacco grower. 

You  alluded  to  that  in  your  testimony.  You  are  unique  in  the 
Congress  in  that  not  only  do  you  represent  your  congressional  dis- 
trict, but  you  are  in  fact  a  family  tobacco  farmer.  Tell  me  from  your 
perspective  what  is  it  that  could  be  done  in  order  to  mitigate 
against  a  high  tax  as  many  of  the  people  have  suggested  here  this 
morning? 

Mr.  Baesler.  I  would  like — well,  I  will  give  you  the  answer,  and 
let  you  know  that  I  don't  want  to  rationalize  a  tax  for  it.  So  I  don't 
want  to  get  caught  in  a  box. 
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Mr.  Payne.  Exactly. 

Mr.  Baesler.  OK.  When  you  address  the  replacing  tobacco  in  the 
rural  economy,  you  have  got  to  understand  that  it  is  probably  the 
major  economic  driving  force  in  the  economy.  So  here  are  some 
things  you  can't  do.  Number  one,  you  can't  say  I  am  just  going  to 
buy  the  allotments  of  the  farmers  because  that  doesn't  take  care 
of  the  feed  store,  doesn't  take  care  of  the  worker,  doesn't  take  care 
of  the  people  who  depend  on  tobacco  downstream. 

Second  of  all,  the  bigger  issue  is  that  tobacco  is  just  part  of  the 
rural  life,  it  is  not  the  rural  life.  So  we  have  to  address  what  are 
we  going  to  do  in  rural  America  and  particularly  in  tobacco  areas. 
How  can  we  help  replace  the  economic  drive?  If  you  bought — let  me 
give  you  an  example.  If  you  bought  an  allotment,  could  you  require 
that  that  money  paid  for  an  allotment  be  invested  in  the  downtown 
in  the  community  for  some  other  enterprise? 

If  you  want  to  go  in  an  alternative  crop,  which  everybody  talks 
about  vegetables,  without  replacing  tobacco,  can  there  be  seed 
money  necessary  to  experiment  with  that  crop  over  a  period  of  time 
to  see  if  it  actually  works?  If  you  are  going  to  try  to,  and  you  know 
I  don't  know  about  tobacco  workers  is  a  little  bit  different,  the  ones 
that  process  it. 

So  you  have  to  look  at  the  makeup  of  the  community.  You  have 
got  to  look  at  what  they  have  to  do  with  the  money  that  we  are 
going  to  get. 

Number  three,  what  kind  of  infrastructure  improvements  can 
your  community  have.  It  has  nothing  to  do,  maybe,  with  the  farm- 
ers themselves.  So  the  point  being  is,  I  think  tnat  is  an  issue  and 
needs  to  be  addressed  all  over,  probably  on  the  next  rural  farm  bill, 
to  give  an  example. 

But  I  don't  think  there  is  an  easy  answer  to  say  do  this,  this,  and 
this,  with  5  cents  of  the  75.  Because  it  wouldn't  do  it,  because  we 
have  got  to  get  downstream  from  the  farmer  all  the  way  to  his  or 
her  supplier. 

Mr.  Payne.  So  you  are  saying  that  in  order  to  do  something  like 
that,  it  would  be  a  very  comprehensive  rural  development  plan  that 
might  be  very  expensive? 

Mr.  Baesler.  It  has  to  be,  Mr.  Payne,  because  otherwise  we  are 
basically  going  to  take  the  heart  out  of  a  lot  of  rural  communities 
in  Kentucky,  Tennessee  and  other  places,  and  we  are  going  to 
make  the  leaseholder,  I  mean  the  quotaholder,  fine.  To  me,  it  is 
like  giving  the  stockholders  at  General  Motors,  buy  all  them  out, 
but  the  workers,  they  end  up  dying,  and  the  people  in  the  commu- 
nities where  they  were  working.  And  if  it  is  in  Bowling  Green,  Ky., 
they  end  up  not  having  a  resource  there.  So  you  can't  take  out  the 
heart  and,  like  a  doughnut,  let  everything  around  it  die.  So  it  is 
very  comprehensive. 

And  what  scares  me  is  what  all  the  simplistic  answers  and  sim- 
plistic suggestions  sound  like,  but  I  liken  them  to  a  Trojan  horse. 
You're  going  to  buy  it  and  come  in,  the  next  thing  you  are  gone. 
It  is  very  complicated,  but  does  need  to  be  addressed,  in  my  per- 
sonal opinion,  in  the  next  farm  bill. 

Mr.  Payne.  Thank  you  very  much  for  your  testimony. 

Mr.  Payne.  Our  next  witness  is  Ms.  Harman  from  California. 
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STATEMENT  OF  HON.  JANE  HARMAN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Ms.  Harman.  Thank  you,  Mr.  Chairman.  I  thank  you  for  your 

Eatience  for  hearing  from  yet  another  Member  today.  I  know  it  has 
een  a  long  morning. 

I  came  a  bit  early,  and  so  I  heard  the  testimony  of  the  last  panel. 
And  I  want  to  express  my  sympathy  for  those  Members  who  come 
from  tobacco  States.  There  is  no  question  that  an  excise  tax  or  a 
larger  excise  tax  on  cigarettes,  which  I  think  is  the  way  we  need 
to  go,  will  have  an  impact  on  those  States. 

But  just  as  my  district  in  California  is  having  to  cope  with  the 
effects  of  the  downsizing  of  the  defense  budget,  and  we  are  coping 
as  well  as  we  can  and  we  are  coming  up  with  creative  solutions, 
I  would  hope  that  districts  which  will  oe  impacted  by  what  I  think 
is  sound  policy  for  the  future  will  come  up  with  creative  solutions 
to  cope  with  those  impacts. 

My  testimony  today  is  autobiographical.  It  concerns  my  relation- 
ship to  my  mother,  my  earliest  fan  and  a  major  influence  in  my 
life.  The  last  time  I  saw  my  mother  was  August  of  this  year.  Her 
lung  cancer  and  emphysema  were  advanced.  She  had  lost  most  of 
her  eyesight,  her  hair,  her  sense  of  balance,  and  was  substantially 
disoriented.  Yet,  as  always,  she  held  a  lighted  cigarette  in  her 
hand. 

She  died  2  weeks  later. 

How  typical  is  her  story?  I  am  not  sure.  But  she  grew  up  in  an 
immigrant  family  in  New  York,  a  family  of  modest  means.  She 
started  smoking  in  high  school  at  15.  She  told  me  that  when  she 
first  inhaled,  it  hurt,  but  she  forgot  the  discomfort  because  it  was 
cool  to  smoke. 

And  it  became  a  major  addiction.  All  the  early  photos  of  her  show 
her  with  a  cigarette  in  her  hand.  She  was  rarely  without  one.  Usu- 
ally she  smoked  three  packs  a  day,  and  the  house  I  grew  up  in 
reeked  of  cigarette  smoke.  My  father,  a  medical  doctor,  is  now 
down  to  an  occasional  cigarette,  but  he  smoked,  too. 

No  one  spoke  of  health  risks,  though  my  brother  and  I  knew  it 
was  a  habit  we  would  never  adopt. 

When  the  health  risks  were  known,  and  especially  after  my 
mother's  cancer  was  diagnosed,  her  addiction  seemed  to  increase. 
Shortly  before  she  died,  my  brother  asked  her  why  she  smoked. 
Gasping  for  air,  she  responded,  "My  dear,  I  have  enjoyed  every  cig- 
arette." If  my  mother  had  grown  up  today  in  California,  with  its 
cigarette  excise  tax  dedicated  to  smoking  prevention,  the  studies 
tell  us  she  would  be  less  likely  to  take  up  smoking  than  when  she 
was  young. 

And  if  my  mother  were  to  have  grown  up  in  today's  Canada, 
where  the  cigarette  taxes  are  more  than  $3  a  pack  and  Canadian 
teenage  smoking  has  fallen  by  more  than  60  percent  from  a  decade 
ago,  chances  are  very  good  that  she  would  never  have  taken  up 
smoking. 

My  youngest  children,  I  have  four  children,  are  9  and  11.  I  want 
them  and  millions  of  other  American  children  not  to  take  up  smok- 
ing when  they  are  13,  14,  or  15. 

Without  smoking,  the  epidemiologists  tell  me,  my  mother  would 
likely  have  lived  another  8  years. 
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This  committee  has  already  heard  a  litany  of  statistics  about  the 
dangers  of  cigarette  smoking  today.  I  will  just  tell  you  that  today 
and  every  day,  three  people  in  each  of  our  districts  will  die  from 
cigarette  smoking,  just  as  my  mother  did. 

Despite  all  the  rhetoric  of  the  past  week,  NAFTA  was  not  a 
moral  issue.  This  is. 

Thank  you. 

Mr.  Payne.  Thank  you  very  much,  Ms.  Harman. 

Any  questions,  comments?  Thank  you  very  much  for  your  testi- 
mony. It  is  very  helpful  for  the  record. 

We  now  have  a  panel  of  witnesses  from  the  Office  of  Technology 
Assessment;  the  Ainerican  Lung  Association;  the  American  Public 
Health  Association;  the  American  Dental  Association;  American 
Psychological  Association;  and  Dr.  Harris,  Professor  of  Economics 
from  MIT. 

First  I  would  like  to  welcome  the  witnesses  and  thank  you  very 
much  for  your  patience.  It  has  been — there  has  been  quite  a  long 
morning  because  of  the  testimony,  the  votes  and  so  forth.  What  I 
would  like  to  ask  is  if  you  would — all  your  statements  will  be  made 
a  part  of  the  record.  If  you  could  in  5  minutes  then  summarize  your 
statements,  that  would  be  very  helpful  and  would  help  us  as  it  re- 
lates to  panels  after  you. 

The  first  panelist  is  Mr.  Behney,  Clyde  Behney,  who  is  Assistant 
Director  for  Health,  Life  Sciences  and  Environment,  of  the  Office 
of  Technology  Assessment.  He  is  accompanied  by  Dr.  Maria  Hewitt, 
who  is  a  senior  analyst  in  the  health  program. 

Mr.  Behney. 

STATEMENT  OF  CLYDE  BEHNEY,  ASSISTANT  DIRECTOR, 
HEALTH,  LIFE  SCIENCES  AND  THE  ENVIRONMENT  DIVISION, 
OFFICE  OF  TECHNOLOGY  ASSESSMENT 

Mr.  Behney.  Thank  you,  Mr.  Chairman. 

It  is  now  well  established  that  cigarette  smoking  contributes 
greatly  to  disability  and  death.  In  1991,  as  many  as  46  million 
adults  in  the  United  States  were  current  smokers,  and  for  the  first 
time  in  nearly  two  decades,  smoking  prevalence  had  not  declined. 
Until  many  more  U.S.  residents  stop  or  curb  their  smoking,  smok- 
ing will  continue  to  be  the  largest  source  of  preventable  death  and 
disability  and  will  burden  the  health  care  system  with  avoidable 
health  care  costs. 

Earlier  this  year,  at  the  request  of  the  Senate  Committee  on 
Aging,  OTA  assessed  smoking-related  deaths  and  overall  financial 
costs  and  developed  estimates  of  the  smoking-related  health  care 
costs  borne  by  the  Federal  Government  through  the  Medicare, 
Medicaid,  and  other  government  financed  programs. 

OTA  estimated  that  smoking-related  illness  accounted  for  nearly 
1  in  5  deaths  in  1990,  killing  as  many  as  417,000  U.S.  residents. 
More  than  one-fourth  of  cancer  deaths,  one-fifth  of  cardiovascular 
disease  deaths,  and  half  of  respiratory  disease  deaths,  were  attrib- 
utable to  smoking. 

Each  smoker  who  died  as  a  consequence  of  his  or  her  smoking 
would  have,  on  average,  lived  at  least  15  additional  years  had  they 
not  smoked.  For  the  population  at  large,  this  premature  mortality 
translates  into  more  than  6  million  years  of  potential  life  lost. 
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The  greatest  costs  of  smoking  are  immeasurable  insofar  as  they 
are  related  to  dying  prematurely  and  living  with  the  debilitating  ef- 
fects of  smoking-related  chronic  illness  with  attendant  poor  quality 
of  life.  Measuring  the  financial  costs  associated  with  smoking  is  an 
inexact  science.  But  generally,  three  cost  components  are  included. 

First,  the  direct  cost  of  providing  personal  health  care  services  to 
those  with  smoking-related  disease.  The  second  is  lost  earnings 
from  work  because  of  smoking-related  illness.  The  third  is  lost 
earnings  of  those  dying  prematurely  of  their  smoking-related  condi- 
tions. 

OTA  estimates  the  total  financial  cost  of  smoking  in  1990  to  be 
$68  billion  or  $2.59  per  pack  of  cigarettes.  The  total  cost  of  $68  bil- 
lion includes  $21  billion  in  direct  health  care  costs,  $7  billion  in 
lost  earnings  for  living  smokers,  and  $40  billion  in  lost  future  earn- 
ings of  those  dying  prematurely.  The  total  1990  cost  of  smoking  per 
smoker  is  over  $1,000  and  per  capita  for  the  overall  population  is 
$272. 

The  estimated  $21  billion  spent  on  health  care  for  smoking-relat- 
ed diseases  represented  3.5  percent,  although  I  think  you  will  hear 
different  estimates  today,  3.5  percent  of  total  U.S.  1990  personal 
health  care  expenditures.  This  is  about  $329  per  smoker,  $83  per 
capita  for  the  overall  population,  and  79  cents  for  each  pack  of  ciga- 
rettes sold  in  the  United  States. 

OTA  also  estimated  that  in  1990,  Federal,  State,  and  local  gov- 
ernments together  funded  approximately  43  percent  or  $9  billion  of 
smoking  attributable  direct  costs.  In  1990,  the  Federal  Govern- 
ment's share  was  an  estimated  $6  billion  of  that  $9  billion,  or 
about  24  cents  for  each  pack  of  cigarettes  sold.  Of  that  total,  Medi- 
care costs  were  $3.5  billion,  Medicaid  costs,  that  is  Federal  and 
State,  were  $2.7  billion,  and  other  government  funded  programs 
were  another  $2.7  billion. 

OTA  relied  on  techniques  developed  by  the  Centers  for  Disease 
Control  for  this,  our  most  recent  update.  These  techniques,  we  un- 
derstand from  the  Centers  for  Disease  Control,  are  being  updated 
and  refined  and  should  be  available  in  early  1994. 

Thank  you  for  the  opportunity  again,  Mr.  Chairman.  I  look  for- 
ward to  any  questions. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Behney. 

[The  prepared  statement  and  attachments  follow:] 
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TESTIMONY  OF  CLYDE  BEHNEY,  ASSISTANT  DIRECTOR,  AND 
MARIA  HEWITT ,   SENIOR  ANALYST,  HEALTH  PROGRAM 

OFFICE  OF  TECHNOLOGY  ASSESSMENT 
U.S.  CONGRESS 

BEFORE  THE 
HOUSE  OF  REPRESENTATIVES 
COMMITTEE  ON  WAYS  AND  MEANS 

November  18,  1993 


SMOKING -RELATED  DEATHS  AND  FINANCIAL  COSTS: 
OFFICE  OF  TECHNOLOGY  ASSESSMENT  ESTIMATES  FOR  1990 

Thank  you  for  giving  OTA  the  opportunity  to  present  testimony  at  this 
hearing.     I  am  Clyde  Behney,  Assistant  Director  OTA  and  with  me  is  Maria 
Hewitt,   a  Senior  Analyst  in  the  Health  Program. 

Cigarette  smoking  causes  cancer,   respiratory  disease,   and  circulatory 
system  disease,  all  conditions  that  contribute  greatly  to  disability  and  death 
in  the  United  States.     In  1991,  an  estimated  46  million  adults  in  the  United 
States  (26  percent)  were  current  smokers  and  for  the  first  time  in  nearly  two 
decades  smoking  prevalence  had  not  declined  (MMWR,  April  2,   1993;USDHHS,  CDC, 
CCDPHP,  1989).     Until  many  more  U.S.  residents  stop  or  curb  their  smoking, 
smoking  will  continue  to  be  the  largest  source  of  preventable  death  and 
disability  and  will  burden  the  health  care  system  with  avoidable  health  care 
costs . 

At  the  request  of  the  Senate  Special  Committee  on  Aging  in  early  1993, 
OTA  assessed  the  extent  of  smoking- related  deaths  and  overall  financial  costs 
and  developed  estimates  of  the  smoking-related  health  care  costs  borne  by  the 
Federal  government  through  the  Medicare,  Medicaid,   and  other  government- 
financed  programs.     These  estimates,  using  1990  data,  update  earlier  ones 
published  by  OTA  in  1985  (OTA,  1985). 

OTA  relied  on  a  computer  program  called  SAMMEC  (Smoking  Attributable 
Mortality,  Morbidity,   and  Economic  Costs),   designed  and  distributed  by  the 
Centers  for  Disease  Control  and  Prevention's  Office  on  Smoking  and  Health,  to 
estimate  smoking-related  mortality  and  economic  impacts  (USDHHS ,   PHS ,  CDC, 
OSH;  Shultz,  J.M.,  et  al . ,  1991). 

OTA  Smoking-Attributable  Mortality  Estimates 
OTA  estimates  that  smoking-related  illness  accounted  for  nearly  one  in 
five  deaths  in  1990,  killing  as  many  as  417,000  U.S.  residents  (table  l).1-2 
These  smoking-related  deaths  far  exceed  the  combined  number  of  deaths  from 
AIDS,  automobile  and  other  accidents,  homicide,  and  suicide  (173,000  deaths). 
In  1990,  more  than  one-fourth  of  cancer  deaths,  nearly  one-fifth  of 
cardiovascular  disease  deaths,  and  one-half  of  respiratory  disease  deaths  were 
attributable  to  smoking  (table  1) .     The  smoking-related  mortality  burden  falls 
disproportionately  on  young-to-middle  aged  adults.     More  than  one-quarter  of 
all  deaths  among  those  age  35  to  64  are  smoking-related  (table  2) .  Because 
many  deaths  occur  at  relatively  young  ages,  there  are  many  years  of  potential 
life  lost  due  to  smoking.     Each  smoker  who  died  as  a  consequence  of  his  or  her 
smoking  would  have,   on  average,   lived  at  least  15  additional  years  had  they 
not  smoked.     For  the  population  at  large,  this  premature  mortality  translates 
into  more  than  6  million  years  of  potential  life  lost. 

OTA  Smoking-Attributable  Financial  Cost  Estimates 
The  greatest  "costs"  of  smoking  are  immeasurable  insofar  as  they  are 
related  to  dying  prematurely  and  living  with  debilitating  smoking-related 
chronic  illness  with  attendant  poor  quality  of  life.     Measuring  the  financial 
costs  associated  with  smoking  is  an  inexact  science,  but  generally  three  cost 
components  are  included: 


1  OTA's  mortality  estimate  excludes  those  dying  as  a  consequence  of  smokeless 
tobacco  and  pass  ive  smoking.     In  1988,  an  estimated  3,825  U.S.  residents  died 
from  passive  smoking  (MMWR,   February  1,   1991)  and  subsequent  estimates  of 
deaths  attributable  to  passive  smoking  have  been  higher  (Steenland,  K. ,   1992) . 
OTA's  mortality  estimates  relied  on  preliminary  data  from  NCHS .     CDC  has 
subsequently  estimated  1990  smoking- attributable  mortality  to  total  419,000 
(MMWR,  August  27,  1993). 

2  The  number  of  smoking- attributable  deaths  has  declined  since  1988  (i.e., 
from  an  estimated  434,000  in  1988)  primarily  because  of  a  general  decline  in 
cardiovascular  deaths.     Smoking- attributable  cancer  deaths  have  increased 
since  1988  (MMWR,  February  1,  1991). 
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■the  direct  cost  of  providing  personal  health  care  services  to  those 
with  smoking- related  diseases; 

■the  indirect  morbidity  costs  associated  with  lost  earnings  from  work  or 
housekeeping  because  of  smoking- related  illness;  and 

■the  indirect  mortality  costs  related  to  the  loss  of  future  earnings 
from  premature  death. 

OTA  estimates  the  total  financial  cost  of  smoking  in  1990  to  be  $68.0 
billion  or  $2.59  per  pack  of  cigarettes  sold  in  the  United  States.     The  total 
cost  of  $68.0  billion  includes  $20.8  billion  in  direct  health  care  costs,  $6.9 
billion  in  indirect  morbidity  costs,  and  $40.3  billion  in  lost  future  earnings 
(figure  1)   (table  3). 3    The  total  1990  cost  of  smoking  per  smoker  is  $1,078, 
and  per  capita  is  $272  (table  4). 

Direct  costs -Direct  costs  are  measured  as  the  expenditures  for 
preventing,  detecting,   diagnosing,  and  treating  smoking- related  diseases  and 
medical  conditions  (Rice,  D.P. ,   et  al. ,   1986).     In  1990,   the  United  States 
spent  an  estimated  $20.8  billion  on  health  care  for  smoking- related  diseases, 
representing  3.5  percent  of  total  U.S.  1990  personal  health  care  expenditures. 
This  amounts  to  about  $329  per  smoker,  $83  per  capita,  and  79  cents  for  each 
pack  of  cigarettes  sold  in  the  United  States  in  1990  (table  4) . 

OTA  estimates  that  in  1990,  Federal,  state,  and  local  governments 
together  funded  approximately  43  percent,  or  $8.9  billion,  of  smoking- 
attributable  direct  costs .     The  1990  Federal  government  share  was  an  estimated 
$6.3  billion  or  about  24  cents  for  each  pack  of  cigarettes  sold  (table  5). 
Estimated  Medicare  costs  were  $3.5  billion,  Medicaid  costs  were  $2.7  billion, 
and  spending  for  other  government -funded  health  programs  was  $2.7  billion  in 
1990  (table  5).*    Total  government  smoking- related  direct  costs  were  fairly 
evenly  split  between  the  population  under  age  65  ($4.5  billion)  and  the 
population  age  65  and  over  ($4.3  billion)   (table  5). 

Indirect  morbidity  costs -Smoking- related  disease  results  in  productivity 
losses  to  the  economy  through  lost  time  at  work  (e.g.,   sick  leave)  and  lost 
housekeeping  services  by  homemakers.     OTA  estimates  indirect  morbidity  costs 
at  $6.9  billion  or  $109  per  smoker,   $28  per  capita,  and  26  cents  per  pack  of 
cigarettes  sold  in  1990  (table  4). 5 

Indirect  mortality  costs -The  foregone  earnings  of  those  dying 
prematurely  in  1990  from  smoking- related  causes  amount  to  $40.3  billion  or 
$639  per  smoker,   $162  per  capita,  and  $1.54  per  pack  of  cigarettes  sold  in 
1990  (table  4). 6    The  value  of  future  earnings  were  discounted  by  4  percent  to 
1990  present -valued  dollars.7 

Improving  Estimates  of  Smoking-Related  Financial  Costs 
OTA  relied  on  techniques  developed  by  the  Centers  for  Disease  Control 
and  Prevention's  Office  on  Smoking  and  Health  to  produce  these  1990  estimates. 
The  CDC's  Office  on  Smoking  and  Health  are  further  refining  methods  used  to 
estimate  smoking- related  costs  (Arday,  D. ,  personal  communication,  November 
1993).     The  improved  direct  cost  estimation  will  rely  on  analyses,  by  smoking 
status,  of  the  1987  National  Medical  Expenditure  Survey  (Rice,  D.P.,  personal 
communication,  April  1993)  and  will  adjust  for  differences  in  sociodemographic 
characteristics  that  exist  between  smokers  and  nonsmokers  (Novotny,  T.E. , 
personal  communication,  April  28,  1993). 


3  The  indirect  mortality  estimate  of  $40.3  billion  is  based  on  a  4  percent 
rate  to  discount  future  lifetime  earnings  and  excludes  deaths  of  persons  under 
age  35.     Comparable  indirect  mortality  costs  using  a  2  and  6  percent  discount 
rate  are  estimated  at  $46.2  and  $35.7  billion,  respectively.     If  smoking - 
related  deaths  of  persons  under  age  35  are  included,   1990  indirect  mortality 
costs  are  estimated  to  be  $41.9  billion  (at  a  4  percent  discount  rate). 
Comparable  figures  for  2  and  6  percent  discount  rates  are  $49.4  and  $36.6 
billion,  respectively. 

4  Other  Federal  government  smoking- attributable  direct  medical  expenditures 
include  those  of  the  following  programs  and  agencies:  Workers'  Compensation; 
Department  of  Defense;  Maternal  and  Child  Health;  Vocational  Rehabilitation; 
Alcohol,  Drug  Abuse,  and  Mental  Health  Administration;  Indian  Health  Service; 
and  miscellaneous  general  hospital  and  medical  programs.     Other  State  and 
local  expenditures  include  those  of  the  Temporary  Disability  Program,  Workers' 
Compensation,  General  Assistance,  Maternal  and  Child  Health,  Vocational 
Rehabilitation,  hospital  subsidies,   and  school  health  (Levit,  K.R. ,  et  al , 
1991;  USDHHS,  HCFA,  ORD,   1990;  Waldo,  D.R. ,  et  al . ,  1989). 

5  Methods  used  to  calculate  population  daily  earnings  in  the  SAMMEC  program 
likely  overestimate  indirect  morbidity  costs. 

6  The  indirect  mortality  estimate  excludes  those  dying  before  age  35. 

7  Indirect  mortality  costs  discounted  by  2  and  6  percent  rates  are  estimated 
at  $46.2  and  $35.7  billion,  respectively. 
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Factors  Excluded  From  OTA's  Estimate  of  Smoking-Related  Financial  Costs 
The  1990  OTA  estimate  of  smoking- related  financial  costs  does  not 
include  all  of  the  effects  that  smoking  has  on  the  economy  or  on  all 
government  programs.     Only  the  mortality  toll  of  smoking  and  the  effects  of 
smoking  on  direct  medical  care  spending  and  the  indirect  costs  of  lost 
productivity  and  lost  earnings  were  estimated.     Smoking  currently  leads  to  a 
substantial  loss  of  life  and  significant  health  care  spending.     Reduction  or 
elimination  of  smoking  would  improve  health  and  extend  longevity,  but  may  not 
lead  to  savings  in  health  care  costs.     In  fact,  significant  reductions  in 
smoking  prevalence  and  the  attendant  increase  in  life  expectancy  could  lead  to 
future  increases  in  total  medical  spending,   in  Medicare  program "outlays ,  and 
in  the  budgets  of  the  Social  Security  and  other  government  programs  (Warner, 
K.E.,   1987).     OTA  has  not  estimated  what  these  hypothetical  effects  might  be. 
Others  have  assessed  these  "of f -setting"  costs  in  their  estimates  of  smoking- 
related  costs  (Manning,  W.G.,  et  al  . ,  1991). 

CONCLUSIONS 

OTA  estimates  that  as  many  as  417,000  United  States  residents  died  in 
1990  as  a  consequence  of  smoking  and  that  the  total  financial  cost  of  smoking 
was  $68.0  billion  or  $2.59  per  pack  of  cigarettes  sold  in  the  United  States  in 
1990.     Reductions  in  smoking  prevalence  would  lead  to  marked  improvements  in 
health  and  gains  in  years  of  life  for  thousands  currently  dying  of  smoking- 
related  disease  (USDHHS ,  Report  of  the  Surgeon  General,  1990).  Health 
education  and  smoking  cessation  programs,  especially  those  targeted  to 
children,   adolescents,   and  young  adults  might  lead  to  large  improvements  in 
longevity  and  thus  represent  significant  ways  to  improve  health  and  prevent 
premature  death.     Other  policies  that  might  discourage  smoking  include  raising 
taxes  on  tobacco  products,  enforcing  minor-access  laws,  restricting  smoking  in 
public  places,  and  restricting  tobacco  advertising  and  promotion  (MMWR,  April 
2,  1993). 
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Table  1- -Total  Deaths  and  Deaths  Attributable  to  Smoking 
by  Cause  of  Death,  United  States,  1990a 


Total  Smoking- attributable  deaths 

Cause  of  death  deathsb  Number  Percent 


All  causes 

2,148,463 

416,829 

19. 4X 

Neoplasms 

505,322 

148,224 

29.3 

Cardiovascular  disease 

916,007 

179,436 

19.6 

Respiratory  disease 

168,203 

84,872 

50.5 

Perinatal  disease 

15,237 

2,215 

14.5 

Burns0 

4,175 

2,082 

49.9 

aThese  numbers  are  slightly  lower  than  those  published  by  CDC  in  August  1993. 
OTA  used  preliminary  mortality  data  from  NCHS  in  making  these  estimates.  CDC 
estimates  that  418,690  U.S.  deaths  were  attributable  to  smoking  in  1990. 

bTotal  neoplasm  deaths  include  ICD-9  codes  140-208,   total  cardiovascular 
diseases  include  ICD-9  codes  390-448,  total  respiratory  diseases  include  ICD- 
9  codes  10-12,  466,  480-87,  490-96,   total  perinatal  conditions  include  ICD-9 
codes  765,  769,  770,  798.0,  and  total  burn  deaths  include  ICD-9  codes  E-890- 
899. 

c0ne-half  of  all  burn  deaths  are  assumed  to  be  cigarette-related  (DHHS,  CDC, 
Office  on  Smoking  and  Health,  1990). 

SOURCES:     Office  of  Technology  Assessment,  as  calculated  using  the  SAMMEC  2.1 
program,   1993;  US DHHS ,  PHS ,  CDC,  NCHS,  Advance  Report  of  Final 
Mortality  Statistics.   1990  41(7)  Supplement,  January  7,  1993. 


281 


Table  2- -Total  Deaths  and  Deaths  Attributable  to  Smoking  by  Age 
and  Sex,  United  States,  1990* 


Total 
deaths 


Smoking-attributable  deaths 
Number  Percent 


Total 
<  1-34 
35-64 
>  65 


All  ages* 


150,542 
454,866 
1,542,493 
2,148,463 


3,083 
121,275 
292,471 
416,829 


2.0% 
26.7 
19.0 
19.4 


Male 

<  1-34 
35-64 

>  65 

All  ages1 

Female 

<  1-34 
35-64 

>  65 

All  ages1 


102,882 
286,762 
723,370 
1,113,417 


47,660 
168,104 
819,123 
1,035,046 


1,855 
84,804 
188,937 
275,597 


1,227 
36,470 
103,534 
141,232 


1.8 
29.6 
26.1 
24.8 


2.6 
21.7 
12.6 
13.6 


'These  numbers  are  slightly  lower  than  those  published  by  CDC  in  August  1993. 
OTA  used  preliminary  mortality  data  from  NCHS  in  making  these  estimates.  CDC 
estimates  that  418,690  U.S.  deaths  were  attributable  to  smoking  in  1990. 

"Age -specific  numbers  of  deaths  do  not  add  to  the  total  because  of  a  small 
number  of  deaths  with  unknown  age  of  death. 


SOURCES:     Office  of  Technology  Assessment  as  calculated  using  the  SAMMEC  2.1 
program,  1993;  USDHHS,  PHS,  CDC,  NCHS,  Advance  Report  of  Final 
Mortality  Statistics,  1990  41(7)  Supplement,  January  7,  1993. 
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Table  5- -Smoking -Related  Government  Spending  for  Providing 
Personal  Health  Care,  1990 


Breakdown  of 

Amount 

Share  of 

expenditures 

(millions  of  $) 

total 

Total,  government  spending 

$8 , 878 

Level  of  government 
Federal 

6,257 

70% 

Qfafo  /T  nral 

2 , 621 

30 

Government  program 
Medicare 

3,478 

39 

Medicaid 

2,678 

30 

Other" 

2,722 

30 

Age  group 
0-64 

4,544 

51 

65  and  over 

4,334 

49 

Note:     Numbers  may  not  add  to  total  due  to  rounding. 


a0ther  Federal  Government  smoking- attributable  direct  medical  expenditures 
include  those  of  the  following  programs  and  agencies:     Workers'  Compensation; 
Department  of  Defense;  Maternal  and  Child  Health;  Vocational  Rehabilitation; 
Alcohol,  Drug  Abuse,  and  Mental  Health  Administration;   Indian  Health  Service; 
and  miscellaneous  general  hospital  and  medical  programs.     Other  State  and 
local  expenditures  include  those  of  the  Temporary  Disability  Program,  Workers' 
Compensation,  General  Assistance,  Maternal  and  Child  Health,  Vocational 
Rehabilitation,  hospital  subsidies,  and  school  health. 

Sources:     Levit,  K.R. ,  Lazenby,  H.C.,  Cowan,  C.A.,  et  al. ,   "National  Health 
Expenditures,  1990."  Health  Care  Financing  Review.  13(l):29-54, 
Fall  1991,  Table  12;  USDHHS ,  HCFA,  ORD,  Program  Statistics: 
Medicare  and  Medicaid  Data  Book.   1990.  HCFA  Pub.  No.  03314 
(Baltimore,  MD:1990),  Table  4.23;  Waldo,  D.R.,  Sonnefeld,  S.T., 
McKusick,  D.R. ,  et  al . ,   "Health  Expenditures  by  Age  Group,   1977  and 
1987,"  Health  Care  Financing  Review.   10(4) : 111- 120 ,  Summer  1989, 
Table  3. 
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Mr.  Payne.  Our  next  witness  from  the  American  Lung  Associa- 
tion is  Dr.  Frank  Chaloupka.  Did  I  say  that  right? 
Mr.  Chaloupka.  That  is  good. 

Mr.  Payne.  Frank  Chaloupka,  Ph.D.,  assistant  professor  at  the 
University  of  Illinois  in  Chicago. 
Mr.  Chaloupka. 

STATEMENT  OF  FRANK  J.  CHALOUPKA,  PH.D.,  ASSISTANT 
PROFESSOR,  DEPARTMENT  OF  ECONOMICS,  UNIVERSITY  OF 
ILLINOIS  IN  CHICAGO,  ON  BEHALF  OF  THE  AMERICAN  LUNG 
ASSOCIATION 

Mr.  Chaloupka.  Mr.  Chairman,  members  of  the  committee,  I  am 
here  today  on  behalf  of  the  American  Lung  Association  and  its  Chi- 
cago office.  During  the  past  year,  I  have  participated  in  a  number 
of  different  workshops  and  other  meetings  focusing  on  the  effective- 
ness of  higher  cigarette  taxes  in  reducing  smoking,  particularly 
among  youth. 

In  all  of  these  gatherings,  one  unanimous  conclusion  was 
reached,  that  higher  cigarette  excise  taxes  are  the  single  most  ef- 
fective public  policy  measure  for  reducing  cigarette  smoking.  Econo- 
metric studies  indicate  that  a  10  percent  increase  in  the  price  of 
cigarettes  would  reduce  cigarette  consumption  by  about  4  percent. 
Based  on  the  recent  Canadian  experience,  this  estimate  is  consist- 
ent with  large  tax  increases,  as  well  as  the  smaller  increases  we 
have  seen  in  this  country.  Thus  the  proposed  75  cent  per  pack  in- 
crease in  the  tax  on  cigarettes  will  reduce  cigarette  smoking  by  ap- 
proximately 12  percent,  with  about  two-thirds  of  this  reduction  oc- 
curring as  a  result  of  current  smokers  quitting  and  potential  smok- 
ers never  starting. 

Of  course,  even  higher  tax  increases  would  produce  even  greater 
reductions  in  cigarette  smoking.  For  example,  if  the  tax  per  pack 
was  raised  by  $2,  cigarette  smoking  would  fall  by  up  to  32  percent. 
Estimates  indicate  that  this  $2  a  pack  tax  hike  would  lead  to  over 
7.6  million  fewer  smokers  and  prevent  about  2  million  premature 
deaths  over  time. 

Perhaps  most  important,  increased  cigarette  taxes  are  considered 
the  most  effective  means  of  reducing  smoking  among  children  and 
teenagers.  The  limited  number  of  studies  of  the  impact  of  prices  on 
youth  smoking  indicate  that  higher  cigarette  taxes  are  at  least  as 
effective  in  keeping  youths  from  smoking  as  they  are  for  adults. 

Indeed,  the  most  compelling  of  those  studies  finds  that  youths 
are  up  to  three  times  more  responsive  than  adults  to  changes  in 
cigarette  prices.  Furthermore,  almost  all  of  the  drop  in  youth  smok- 
ing results  from  reductions  in  smoking  participation  rates.  This  is 
supported  by  the  approximately  two-thirds  reduction  in  teenage 
cigarette  smoking  in  Canada  during  the  1980s  as  a  result  of  the 
very  large  tax  increases  there. 

Consequently,  the  impact  of  higher  cigarette  taxes  on  youth 
smoking  will  produce  even  larger,  longrun  improvements  in  health 
since  almost  all  smokers  begin  smoking  in  their  teenage  years. 

Higher  taxes  on  other  tobacco  products  are  also  expected  to  lead 
to  significant  reductions  in  the  use  of  these  products.  This  is  par- 
ticularly important  when  one  considers  the  large  increases  in 
smokeless  tobacco  use  observed  among  teenage  and  young  adult 
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males  over  the  past  decade.  Ongoing  research  by  economists  indi- 
cates that  higher  taxes  on  smokeless  tobacco  products  do  lead  to  re- 
ductions in  smokeless  tobacco  use. 

In  addition  to  the  substantial  health  benefits  induced  by  large 
cigarette  tax  increases,  there  are  also  important  economic  benefits. 
Estimates  indicate  that  cigarette  smoking  costs  the  Nation  $68  bil- 
lion annually.  Over  $47  billion  of  this  results  from  lost  productivity 
due  to  smoking-related  morbidity  and  mortality.  Almost  $21  billion 
comes  from  the  higher  health  care  costs  of  treating  smoking-related 
illnesses.  These  are  costs  that  are  borne  by  nonsmokers  as  well  as 
by  smokers. 

Again,  substantial  cigarette  tax  increases  by  reducing  smoking 
would  significantly  reduce  the  economic  burden  associated  with 
smoking.  Furthermore,  large  increases  in  cigarette  taxes  would 
generate  substantial  revenues.  Based  on  the  estimates  I  have  de- 
scribed, a  75  cent  per  pack  tax  increase  would  raise  an  additional 
$11  billion  per  year  for  the  Federal  Government.  Larger  increases, 
of  course,  woula  generate  even  higher  revenues. 

The  current  proposal  is  well  below  the  revenue  maximizing  level 
of  the  Federal  tax.  The  tobacco  industry  and  others  have  argued 
that  the  tax  increases  under  consideration  would  impose  significant 
economic  costs  resulting  from  large  job  losses  in  the  industry.  How- 
ever, at  best,  these  predictions  are  overestimates  of  the  economic 
consequences  of  the  higher  taxes. 

Indeed,  the  declines  in  tobacco  growing  and  manufacturing  jobs 
over  the  past  10  years  are  not  the  result  of  higher  cigarette  taxes 
and  other  policies  designed  to  discourage  smoking,  but  instead  are 
the  result  of  changes  in  the  production  processes  by  tobacco  manu- 
facturers and  the  increased  use  of  imported  tobacco. 

In  reality,  total  yearly  cigarette  production  increased  by  28  bil- 
lion cigarettes  from  1983  to  1991,  while  the  number  of  tobacco 
manufacturing  jobs  fell  by  29  percent  and  the  number  of  tobacco 
farms  fell  by  23  percent.  While  it  is  true  that  some  tobacco-related 
jobs  will  be  lost  as  a  result  of  higher  tobacco  taxes,  the  nearly 
$1,000  per  year  that  the  typical  pack-a-day  smoker  would  have 
spent  on  cigarettes  won't  disappear  but  instead  will  be  spent  on  a 
variety  of  other  goods  and  services,  creating  perhaps  as  many  new 
jobs  as  would  be  lost  in  the  tobacco  industry. 

Finally,  all  of  the  evidence  I  have  presented  is  based  on  a  sus- 
tained increase  in  the  real  value  of  these  taxes  over  time.  If  nomi- 
nal tobacco  taxes  are  increased  in  the  near  future  but  allowed  to 
remain  at  that  level  indefinitely,  inflation  will  erode  the  value  of 
these  taxes.  Maintaining  the  real  value  of  the  tax  will  ensure  that 
the  health  benefits  associated  with  the  higher  taxes  will  be  guaran- 
teed. 
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In  conclusion,  tobacco  use  is  still  the  number  one  cause  of  pre- 
mature death  in  the  United  States.  In  1990  alone,  over  400,000 
deaths  were  related  to  cigarette  smoking,  more  than  the  deaths 
from  alcohol,  drug  abuse,  firearms,  sexually  transmitted  diseases, 
and  motor  vehicle  accidents  combined. 

The  American  Lung  Association  and  the  American  Lung  Associa- 
tion of  Chicago  strongly  support  large  increases  in  the  Federal  ex- 
cise taxes  on  cigarettes  and  other  tobacco  products  as  the  single 
most  effective  public  health  policy  option  available  to  this  Con- 
gress. 

Thank  you. 

Mr.  Payne.  Thank  you,  Mr.  Chaloupka. 

[The  prepared  statement  and  additional  comments  follow:] 


/ 
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TESTIMONY  OF  FRANK  J.  CHALOUPKA 
AMERICAN  LUNG  ASSOCIATION 

Mr.  Chairman,  members  of  the  committee,  I  am  Dr.  Frank  J.  Chaloupka,  Assistant 
Professor  in  the  Economics  Department  at  the  University  of  Illinois  in  Chicago,  Faculty 
Research  Fellow  at  the  National  Bureau  of  Economic  Research.  Today  I  am  appearing  on 
behalf  of  the  American  Lung  Association  and  its  constituent  association,  the  American  Lung 
Association  of  Metropolitan  Chicago.  I  am  accompanied  by  Barbara  Silvestri,  Director  of 
Smoking  OR  Health  at  the  American  Lung  Association  of  Metropolitan  Chicago. 

Over  the  past  several  years,  I  have  completed  a  number  of  research  projects 
examining  the  impact  of  prices,  taxes,  and  other  policy  measures  on  substance  abuse.  Much 
of  this  research  examines  the  impact  of  cigarette  excise  taxes  on  cigarette  smoking.  I 
participated  in  the  development  of  the  cigarette  tax  and  policy  review  chapter  for  the  25th 
anniversary  edition  of  the  Surgeon  General's  report. 

During  the  past  year,  I've  also  participated  in  a  number  of  workshops  and  other 
meetings  arranged  by  the  National  Cancer  Institute,  the  Office  on  Smoking  and  Health,  the 
Robert  Wood  Johnson  Foundation,  the  American  Lung  Association,  and  others  focusing  on 
the  effectiveness  of  higher  cigarette  taxes  in  reducing  smoking,  particularly  among  youths. 
At  all  of  these  gatherings  of  economists  and  other  diverse  researchers  in  public  health,  one 
unanimous  conclusion  was  reached:  higher  cigarette  excise  taxes  are  the  single  most 
effective  public  policy  measure  for  reducing  cigarette  smoking.  The  bottom  line  is  that  an 
increase  in  the  Federal  excise  tax  will  save  lives  by  reducing  the  number  of  people  who  die 
from  tobacco  related  diseases. 

Economists  use  a  measure  called  the  price  elasticity  of  demand  to  describe  the 
magnitude  of  the  change  in  demand  for  any  product  induced  by  an  increase  in  the  price  of 
that  product.  Based  on  the  large  number  of  econometric  studies  conducted  over  the  past 
two  decades,  the  consensus  estimate  of  the  price  elasticity  of  demand  for  cigarettes  is  equal 
to  -0.4.  This  implies  that  a  ten  percent  increase  in  the  price  of  cigarettes  will  result  in  a 
four  percent  reduction  in  cigarette  smoking.  Part  of  this  reduction  would  be  the  result  of 
current  smokers  quitting  smoking,  part  results  from  potential  smokers  not  initiating  smoking, 
and  part  results  from  reductions  in  the  number  of  cigarettes  smoked  by  continuing  smokers. 
This  estimate  is  consistent  with  large  tax  increases  as  well  as  smaller  increases,  based  on  the 
recent  Canadian  experience  where  the  price  of  cigarettes  is  over  $4  per  pack. 

Thus,  the  proposed  75  cent  per  pack  increase  in  the  price  of  cigarettes,  given  an 
average  price  per  pack  of  $2.50,  would  raise  cigarette  prices  by  30  percent.  Consequently, 
an  increase  in  price  of  this  magnitude  will  reduce  cigarette  smoking  by  approximately  12 
percent.  Based  on  the  econometric  studies,  approximately  two-thirds  of  this  reduction  would 
occur  as  the  result  of  current  smokers  quitting  and  potential  smokers  never  starting. 

Of  course,  even  higher  tax  increases  would  produce  even  greater  reductions  in 
cigarette  smoking.  For  example,  if  the  tax  per  pack  was  raised  by  $2  as  has  been  proposed, 
cigarette  smoking  would  fall  by  between  24  and  32  percent.  Estimates  indicate  that  this  $2 
a  pack  tax  hike  would  lead  to  over  7.6  million  fewer  smokers.  Given  the  well  documented 
health  consequences  of  cigarette  smoking,  large  tax  increases  would  lead  to  substantial  long 
run  reductions  in  the  number  of  premature  deaths  attributed  to  cigarette  smoking.  The  $2 
increase,  for  example,  would  prevent  about  2  million  premature  deaths  from  tobacco  over 
time. 

Perhaps  most  importantly,  increased  cigarette  taxes  are  considered  the  most  effective 
means  of  reducing  smoking  among  children  and  teenagers.  "Hie  Umited  number  of  studies 
of  the  impact  of  prices  on  youth  smoking  indicate  that  higher  cigarette  taxes  are  at  least  as 
effective  in  keeping  youths  from  smoking  as  they  are  for  adults.  Indeed,  the  most 
compelling  of  these  studies  finds  that  youths  are  up  to  three  times  more  responsive  than 
adults  to  changes  in  cigarette  prices.  Furthermore,  almost  all  of  the  drop  in  youth  smoking 
resulting  from  higher  taxes  comes  from  reductions  in  smoking  participation  rates.  That  is, 
higher  taxes  discourage  potential  young  smokers  from  initiating  smoking  and  encourage 
current  youth  smokers  to  quit.  This  is  supported  by  the  approximately  two-thirds  reduction 
in  teenage  cigarette  smoking  in  Canada  during  the  1980's  as  a  result  of  the  very  large 
increases  in  Canadian  cigarette  taxes.  Consequently,  the  impact  of  higher  cigarette  taxes 
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on  youth  smoking  will  produce  even  larger  long  run  improvements  in  health,  since  almost 
all  smokers  begin  smoking  regularly  in  their  teenage  years. 

Higher  taxes  on  other  tobacco  products,  including  snuff,  chewing  tobacco,  pipe 
tobacco,  and  cigars,  are  also  expected  to  lead  to  significant  reductions  in  the  use  of  these 
products.  This  is  particularly  important  when  one  considers  the  large  increases  in  smokeless 
tobacco  use  observed  among  teenage  and  young  adult  males  over  the  past  decade.  Ongoing 
research  by  economists  indicates  that  at  least  part  of  this  increase  in  use  can  be  attributed 
to  the  disproportionate  increases  in  cigarette  excise  taxes  and  the  .relatively  low  or 
nonexistent  federal  and  state  taxes  on  other  tobacco  products  during  this  period.  In  other 
words,  smokeless  products  are  relatively  cheap.  Nevertheless,  this  research  indicates  that 
higher  taxes  on  smokeless  tobacco  products  do  lead  to  reductions  in  smokeless  tobacco  use. 
Thus,  the  comprehensive  tobacco  tax  increases  under  consideration  would  not  only  reduce 
cigarette  smoking  but  other  tobacco  use  as  well,  leading  to  even  larger  improvements  in 
health. 

In  addition  to  the  substantial  health  benefits  which  would  be  induced  by  large 
cigarette  tax  increases,  there  are  also  important  economic  benefits.  Estimates  indicate  that 
cigarette  smoking  costs  the  nation  S68  billion  annually.  Over  $47  billion  of  this  results  from 
lost  productivity  due  to  smoking  related  morbidity  and  mortality,  while  almost  $21  billion 
comes  from  the  higher  health  care  costs  from  treating  smoking  related  illnesses.  These  are 
costs  that  are  borne  by  nonsmokers  as  well  as  smokers.  Again,  substantial  cigarette  tax 
increases,  by  reducing  smoking,  would  significantly  reduce  the  economic  burden  associated 
with  cigarette  smoking.  Using  the  additional  revenues  generated  by  these  higher  cigarette 
taxes  to  help  finance^ ggivsrsal  hsalth  eare-will  at  least  partially  lower  the  externalities  from 
smoking  faced  by  nonsmokers."    ~>-tlj  fa        jt-    *(*i£d  i/iA  t  h  $Uu4J&i  &  1  {At 
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Furthermore,  large  increases  in  cigarette  excise  taxes  would  generate  a  substantial 
amount  of  new  tax  revenues.  Based  on  the  estimates  I've  described,  a  75  cent  per  pack  tax 
increase  would  raise  an  additional  Sll  billion  per  year  for  the  Federal  government  A 
larger  increase,  of  course,  would  generate  even  higher  revenues.  For  example,  a  $2  per 
pack  tax  hike  would  raise  about  $25  billion  annually. 

The  tobacco  industry  and  others  have  argued  that  the  tax  increases  under 
consideration  would  impose  significant  economic  costs  resulting  from  large  job  losses  in  the 
industry  as  the  demand  for  cigarettes  falls  substantially.  However,  their  predictions  are  at 
best  overestimates  of  the  economic  consequences  of  higher  taxes.  Indeed,  the  declines  in 
tobacco  growing  and  manufacturing  jobs  observed  in  the  past  ten  years  are  not  the  result 
of  higher  cigarette  taxes  and  other  policies  designed  to  discourage  smoking,  but  instead  are 
the  result  of  changes  in  production  processes  by  tobacco  manufacturers  and  the  increased 
use  of  imported  tobacco.  In  reality,  total  cigarette  production  increased  by  28  billion 
cigarettes  from  1983  to  1991,  while  the  number  of  tobacco  manufacturing  jobs  fell  by  29 
percent  and  the  number  of  tobacco  farms  fell  by  23  percent.  Further  changes  in 
manufacturing  technologies  will  continue  this  trend,  even  in  the  absence  of  tax  increases. 
While  it  is  true  that  some  tobacco  related  jobs  will  be  lost  as  the  result  of  higher  tobacco 
taxes,  the  nearly  $1,000  per  year  that  the  typical  pack  a  day  smoker  would  have  spent  on 
cigarettes  will  be  spent  on  a  variety  of  other  goods  and  services,  creating  perhaps  as  many 
new  jobs  as  would  be  lost  in  the  tobacco  industry.  At  worst,  the  net  effect  of  higher  taxes 
on  the  total  number  of  jobs  would  be  minimal  while  their  impact  on  health  would  be 
substantial 

Finally,  all  of  the  evidence  I've  presented  is  based  on  a  sustained  increase  in  the  real 
value  of  these  taxes  over  time.  If  nominal  tobacco  taxes  are  increased  in  the  near  future, 
but  allowed  to  remain  at  that  level  indefinitely,  the  real  value  of  the  tax  will  be  eroded  by- 
inflation  as  it  has  been  in  the  past.  Several  options  are  available  which  would  maintain  the 
real  value  of  these  taxes  over  time,  including  regular  increases  in  the  taxes,  indexing  the 
taxes  to  the  consumer  or  producer  price  index  or  making  the  taxes  a  fixed  percentage  of  the 
price  of  tobacco  products.  Maintaining  the  real  value  of  the  tax  will  ensure  that  the  health 
benefits  associated  with  the  higher  taxes  will  be  guaranteed. 
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In  conclusion,  as  a  recent  study  in  the  Journal  of  the  American  Medical  Association 
points  out,  tobacco  use  is  still  the  number  one  contributor  to  premature  death  in  the  United 
States.  In  1990  alone,  400,000  deaths  were  related  to  cigarette  smoking,  more  than  deaths 
from  alcohol  and  drug  abuse,  firearms,  sexually  transmitted  diseases,  and  motor  vehicle 
accidents  combined.  The  American  Lung  Association  and  the  American  Lung  Association 
of  Chicago  strongly  support  large  increases  in  the  Federal  excise  taxes  on  cigarettes  and 
other  tobacco  products  as  the  single  most  effective  public  health  policy  option  available  to 
this  Congress. 
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Additional  Comments 
to 

Health  Care  Financing  Testimony 
Offered  by 
Dr.  Frank  Chaloupka,  PHD. 
University  of  Illinois 


Having  appeared  before  the  House  Ways  and  Means  Committee  last  week  regarding  the 
financing  components  of  the  proposed  health  care  reform  initiative,  I  wanted  to  respond 
formally  to  some  of  the  concerns  raised  in  regard  to  the  economic  impact  of  a  tobacco 
excise  increase  and  its  effect  on  revenue  returns. 

As  stated  in  my  written  testimony,  submitted  on  November  18,  1993,  sizeable  increases  in 
the  excise  tax  have  enormous  capabilities  of  generating  new  revenue  to  substantially  finance 
the  Clinton  health  care  proposal.  A  potential  75-cent  increase  per  pack  tax  increase  would 
raise  an  additional  $11  billion  per  year.  A  larger  tax  of  $2  per  pack  would  raise  about  $25 
billion  annually. 

Several  comments  offered  by  members  of  the  committee  during  our  panel's  presentation 
suggested  the  strong  belief  that  the  revenue  potential  of  a  tobacco  tax  would  be  considerably 
less  over  time.  The  view  that  the  tax  would  have  an  immediate  impact  on  the  rate  of 
cigarette  consumption  and  dramatically  diminish  revenue  returns  was  a  recurrent  theme 
throughout  hearing  deliberations. 

As  an  economist  with  a  differing  view,  I  felt  it  necessary  to  offer  the  committee  perspective 
on  the  long-term  effects  of  the  tax.  It  is  my  hope  that  these  additional  comments  will  help 
clarify  misconceptions  conveyed  during  the  hearing  and  provide  the  committee  with  a  more 
accurate  and  commonly  accepted  analysis  of  this  proposal. 

Based  on  the  large  number  of  econometric  studies  conducted  over  past  two  decades,  the 
consensus  estimate  of  the  price  elasticity  of  demand  for  cigarettes  is  -0.4.  Simply,  this 
implies  that  a  ten  percent  increase  in  the  price  of  cigarettes  will  result  in  a  four  percent 
reduction  in  cigarette  smoking,  due  in  part  to: 

♦  Reductions  in  the  number  of  current  smokers; 

♦  Reductions  in  the  number  of  potential  smokers;  and 

♦  Reductions  in  number  of  cigarettes  smoked  by  continuing  smokers. 

These  estimates  are  consistent  with  larger  as  well  as  smaller  tax  increases,  and  are  based 
on  the  recent  Canadian  experience  where  the  price  of  cigarettes  is  over  $4  per  pack.  If 
applied  to  the  current  proposal  of  a  75  per  pack  tax  increase,  cigarette  prices  in  the  United 
States  would  be  raised  by  30  percent.  An  increase  of  this  magnitude  will  reduce  cigarette 
smoking  by  approximately  12  percent.  Econometric  studies  suggest  that  approximately  two- 
thirds  of  this  reduction  would  occur  as  the  result  of  current  smokers  quitting  and  potential 
smokers  never  starting. 
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Based  on  this  analysis,  higher  tax  increases  would  produce  even  greater  reductions  in 
cigarette  smoking  and  substantial  reductions  in  the  number  of  premature  deaths  attributed 
to  smoking.  If  the  proposed  tax  per  pack  was  raised  by  $2,  as  recommended  by  the 
Coalition  on  Smoking  or  Health  and  endorsed  by  the  American  Lung  Association,  cigarette 
smoking  would  fall  by  between  24  and  32  percent.  Estimates  indicate  that  a  $2  tax  increase 
would  yield  over  7.6  million  fewer  smokers,  and  would  prevent  approximately  2  million 
premature  deaths  from  tobacco  over  time. 

Even  with  these  dramatic  decreases  in  cigarette  consumption,  large  cigarette  tax  increase 
have  enormous  potential  for  reducing  health  care  costs  and  raising  revenue.  A  large 
cigarette  tax  would  reduce  smoking  and  significantly  lessen  the  economic  burdens  associated 
with  cigarette  smoking.  If  substantial,  the  revenues  generated  by  smoking  reductions 
subsequently  induced  by  the  higher  tax  could  potentially  raise  enough  revenue  to  help 
finance  the  Administration's  health  care  proposal  and  at  least  lower  external  costs  of 
smoking  for  nonsmokers. 

Another  benefit  of  the  tax  is  its  potential  for  generating  large  amounts  of  new  tax  revenue. 
My  estimates  show  that  a  75  cent  per  pack  increase  would  raise  an  additional  $11  billion 
per  year  in  federal  revenue.  A  $2  per  pack  tax  hike  would  raise  about  $25  billion  annually. 
The  new  revenues  generated  by  the  75  cent  increase  would  be  sustained  over  time.  In 
addition,  it  should  be  reassuring  to  the  committee  that  while  diminishing  returns  might  set 
in  with  very  large  tax  increases,  such  as  the  $2  increase  I've  mentioned,  this  would  not  occur 
until  many  years  from  now. 

I  hope  the  additional  background  which  I  have  provided  serves  as  an  adequate  clarification 
of  some  of  the  concerns  raised  in  conjunction  with  an  increased  cigarette  excise  tax.  Should 
you  need  more  information,  please  feel  free  to  contact  the  American  Lung  Association. 
Again,  I  appreciate  the  opportunity  to  share  these  comments  with  you. 


294 

Mr.  Payne.  Our  next  witness,  representing  the  American  Public 
Health  Association  and  American  Dental  Association,  is  Dr.  Greg- 
ory Connolly,  director  of  Office  for  Non-Smoking  and  Health,  Mas- 
sachusetts Department  of  Public  Health. 

Dr.  Connolly. 

STATEMENT  OF  GREGORY  N.  CONNOLLY,  D.M.D.,  M.PJL, 
DIRECTOR,  TOBACCO  CONTROL  PROGRAM,  MASSACHU- 
SETTS DEPARTMENT  OF  PUBLIC  HEALTH,  ON  BEHALF  OF 
AMERICAN  PUBLIC  HEALTH  ASSOCIATION,  AND  THE 
AMERICAN  DENTAL  ASSOCIATION 

Dr.  Connolly.  I  am  pleased  to  be  here  today  and  speak  before 
the  committee.  I  apologize  if  I  am  hoarse.  It  is  not  from  cigarette 
smoking,  but  rather  a  bad  cold  that  I  have  had  over  the  past  few 
days. 

I  am  director  of  the  Massachusetts  Tobacco  Control  Program  that 
was  set  up  this  past  January  when  our  State,  through  public 
referenda,  voted  to  raise  the  cigarette  tax  25  cents  and  allocate 
about  $52  million  to  control  tobacco  use. 

I  am  pleased  to  report  that  cigarette  smoking  has  dropped  in 
Massachusetts  11  percent  in  the  first  10  months  of  this  year.  We 
have  paid,  hard-hitting  advertising  on  television.  We  work  with  our 
schoolchildren  not  to  smoke,  and  we  are  working  on  local  ordi- 
nances to  restrict  smoking.  I  think  a  tragedy  is  that  we  spend  more 
in  Massachusetts  to  curb  smoking  than  the  entire  Federal  Govern- 
ment does  through  CDC  or  NCI  to  curb  tobacco  use  in  this  Nation, 
and  it  is  a  tragedy  not  for  children  of  Boston,  but  for  children  in 
Chicago,  children  in  Indiana,  children  in  Kentucky  and  elsewhere. 

I  point  out  that  this  Nation  really,  and  this  Congress,  has  not 
done  much  on  tobacco.  We  have  the  lowest  excise  tax  of  all  devel- 
oped countries.  We  have  the  weakest  restraints  on  advertising.  We 
have  a  ban  on  smoking  on  airplanes  because  Congressmen  fly  on 
airplanes. 

As  a  developed  nation  we  come  in  dead  last  with  the  other  22 
countries.  And  the  best  way  to  catch  up  is  by  raising  taxes.  We  are 
not  antitobacco  farmer.  The  Public  Health  Association  and  the 
American  Dental  Association  have  to  work  with  the  farmers  to  ad- 
dress this  problem. 

It  is  tragic  to  sit  before  this  committee  and  listen  to  people  say 
jobs  are  equally  as  important  as  human  lives.  We  have  400,000 
Americans,  400,000  families,  that  lost  loved  ones  last  year  to  smok- 
ing. And  somehow  we  are  trading  jobs  for  their  lives.  We  have  to 
work  with  the  farmer  to  resolve  this  problem. 

I  point  out  that  in  this  pack  of  cigarettes,  the  farmer  got  4  cents 
in  1980,  and  they  got  6  cents  in  1991.  The  advertiser  got  6  cents 
in  1980,  and  got  17  cents  in  1991.  The  investor  got  33  cents  in 
1981,  and  who  is  the  investor?  It  is  not  the  North  Carolina  Pension 
Fund,  it  is  not  the  Virginia  Pension  Fund.  The  13  pension  funds 
that  bought  RJR  in  1988  were  northern  pension  funds. 

This  tax  will  crush  the  health  industry.  Why?  Because  114 
health  insurers  have  $2.5  billion  in  tobacco  stock,  twice  what  the 
farmer  received  last  year  for  domestic  cigarettes.  The  CEO  for  Phil- 
ip Morris  2  years  ago  retired,  Hamish  Maxwell,  he  got  a  golden 
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parachute  of  $33  million.  That  is  more  than  all  of  Virginia  tobacco 
farmers  received  together  in  1986.  Who  is  kidding  who? 

The  tobacco  industry  is  not  in  this  room.  They  are  sending  the 
farmer  to  do  their  dirty  work.  And  it  is  about  time  we  join  with 
the  farmers  to  solve  this  complex  problem.  I  am  here  today  to 
argue  that  we  equalize  the  tax  on  smokeless  tobacco  with  that  for 
cigarette  tobacco.  Today,  the  tax  is  about  2  cents  per  pouch  of  snuff 
or  chewing  tobacco  versus  24  cents  on  cigarettes. 

It  should  be  equalized,  it  should  be  equal,  99  cents.  Why?  Be- 
cause the  tobacco  industry  has  aggressively  gone  off  using  cartoon 
characters,  such  as  the  Skoal  Bandit,  to  increase  consumption 
among  adolescents.  Sale  of  smokeless  tobacco  has  increased,  oral 
snuff,  60  percent  over  the  past  10  years.  Of  the  users,  3  million  are 
below  the  age  of  21.  Young  males  had  the  highest  use  rates  in  this 
Nation. 

The  best  way  to  deal  with  the  problem  is  to  equalize  the  tax  to 
that  on  cigarettes.  If  we  don't  equalize  it,  we  are  telling  the  country 
that  dipping  tobacco  is  safer  than  smoking,  that  smoking  a  pipe  is 
safer  than  smoking  a  cigarette,  and  that  is  not  true.  We  will  only 
force  youngsters  who  quit  smoking  to  use  oral  snuff  and  transfer 
cancers  from  the  lung  to  the  mouth. 

At  the  State  level,  36  States  tax  smokeless  tobacco  and  they  do 
it  equally  to  cigarettes,  and  there  is  no  reason  why  the  Federal 
Government  can't  do  this  equally.  The  administration's  proposal 
could  be  changed  somewhat  in  terms  of  the  mechanism  so  the 
chewing  tobacco  is  taxed  at  a  somewhat  lower  rate,  it  is  just  a  mat- 
ter of  choosing  mechanism  to  do  so. 

The  State  of  California  uses  what  we  term  a  weighted  value  tax. 
The  weight  of  a  value  of  manufactured  cigarette  tobacco  is  deter- 
mined and  the  percent  tax  on  the  price  of  cigarettes  is  applied  to 
the  weight  of  the  value  of  oral  snuff,  chewing  tobacco,  pipes  and 
cigars.  You  may  get  a  3,000  percent  increase,  but  you  are  getting 
a  3,000  percent  increase  of  nothing,  of  really  nothing. 

I  would  close  by  saying  to  the  committee  that  this  Nation  has  to 
address  the  epidemic  of  tobacco-related  disease  and  we  shouldn't  be 
sitting  here  as  a  rational,  intellectual  society  trading  lives  for  jobs. 
We  must  work  with  the  farmer  to  deal  with  that  issue,  but  in  doing 
so,  rid  this  epidemic  from  our  society  so  that  the  children  of  the 
next  century  will  think  of  tobacco  as  being  history. 

Thank  you. 

Mr.  Payne.  Thank  you,  Dr.  Connolly. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  GREGORY  N.  CONNOLLY 
AMERICAN  PUBLIC  HEALTH  ASSOCIATION 
AMERICAN  DENTAL  ASSOCIATION 

My  name  is  Dr.  Gregory  Connolly  and  I  am  testifying  on  behalf  of  the  American  Public 
Health  Association  (APHA)  and  the  American  Dental  Association  (ADA)  in  support  of  the 
proposed  tobacco  tax  increases  called  for  in  the  Health  Security  Act.  I  am  the  director  of  the 
Massachusetts  Department  of  Public  Health's  Tobacco  Control  Program  which  is  a  $50  million 
state  agency  established  through  a  voter  initiated  ballot  question  that  raised  the  state  cigarette 
excise  tax  25  cents  last  November.  Funds  were  dedicated  for  tobacco  control  and  comprehensive 
school  health  education  programs.  I  will  direct  my  testimony  to  the  proposed  increases  on 
smokeless  tobacco  products  including  oral  snuff  and  chewing  tobacco. 

I.  Summary  of  Testimony 

The  APHA  and  ADA  have  recommended  significant  increases  in  the  federal  excise 
cigarette  tax.  However,  the  APHA  and  the  ADA  support  the  Administration's  proposal  to 
equalize  taxes  for  smokeless  tobacco,  cigars  and  smoking  tobacco  with  the  tax  on  cigarettes  and 
support  the  proposed  99  cents  cigarette  tax.  The  following  reasons  support  our  position. 

1)  Failure  to  equalize  the  smokeless  tobacco  tax  will  result  in  many  smokers 
switching  from  cigarettes  to  smokeless  tobacco  and  many  youngsters  who  would 
not  smoke  taking  up  snuff  dipping  or  chewing  tobacco  instead.  Cancers  of  the 
lung  will  be  transferred  to  the  mouth. 

2)  Use  of  oral  snuff  has  soared  among  young  males  in  response  to  a  sophisticated 
marketing  campaign. 

3)  The  most  effective  tool  to  curb  use  among  youth  is  higher  taxes. 

4)  Manufacturers  of  smokeless  tobacco  are  making  excessive  profits  which  could  be 
redirected  toward  financing  health  care  reform. 

5)  At  the  state  level,  36  states  tax  smokeless  tobacco  at  an  average  rate  of  26  percent 
of  wholesale  price  slightly  lower  than  their  rate  on  cigarettes  31  percent. 

6)  Other  developed  nations  have  strictly  regulated  smokeless  tobacco  with  oral  snuff 
being  banned  in  the  European  Economic  Community,  Australia,  New  Zealand  and 
Hong  Kong. 

7)  The  new  tax  will  generate  significant  revenue  to  finance  health  care  reform. 

The  APHA  and  ADA,  however,  recommend  that  the  proposed  tax  rate  on  smokeless 
tobacco  be  adjusted  so  that  the  rate  on  a  pound  of  smokeless  tobacco  equals  the  rate  on  the 
wholesale  value  of  a  pound  of  cigarette  tobacco.  The  proposed  99  cent  tax  on  a  pack  of 
cigarettes  represents  a  tax  of  $27.62  per  pound.  The  wholesale  price  of  manufactured  cigarette 
tobacco  has  a  value  of  $26.2  per  pound  or  a  rate  equal  to  105%  to  wholesale  price.  Applying 
this  rate  to  the  wholesale  value  of  smokeless  tobacco  results  in  a  tax  of  $17.69  per  pound  for 
snuff  and  $4.58  for  chewing  tobacco.  Approximately  $1  billion  in  new  revenue  could  be 
expected.  Based  on  the  cigarette  price  elasticity  of  -.26  percent,  the  number  of  users  should 
decline  approximately  13  percent  resulting  in  1.3  million  fewer  smokeless  users. 

In  addition,  the  APHA  and  the  ADA  strongly  support  the  dedication  of  a  portion  of  the 
tobacco  tax  to  educational  campaigns  to  prevent  tobacco  use  among  youth  and  to  help  adults  quit 
and  the  APHA  supports  funds  for  programs  to  help  tobacco  farmers  diversify  into  other 
agricultural  areas.  In  January,  Massachusetts  cigarette  taxes  were  increased  31  cents  following  a 
heated  public  debate  that  surrounded  the  cigarette  tax  referendum  and  we  subsequently  launched  a 
multimillion  dollar  paid  advertising  campaign  to  curb  smoking.  We  are  pleased  to  report  that 
state  cigarette  sales  have  fallen  1 1  percent  for  the  first  ten  months  of  this  year  when  compared  to 
the  same  time  period  last  year  after  adjustments  were  made  for  cross  border  sales.  The  rate  of 
decline  is  almost  three  times  greater  than  the  national  rate.  A  similar  decline  was  observed  in 
California  when  that  state  voted  to  increase  its  tax  a  few  years  ago  through  a  ballot  question  and 
conduct  a  similar  campaign.  The  recent  Massachusetts  experience  clearly  shows  that  a  federal 
tax  increase  can  reduce  tobacco  consumption  and  save  lives.  More  importantly  both  the 
Massachusetts  and  California  experience  demonstrates  the  need  to  not  only  raise  taxes  to  finance 
health  services  but  commit  funds  to  prevent  disease  from  occuring  in  the  first  place. 
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Finally,  APHA  supports  a  substantial  rise  in  the  federal  alcohol  excise  tax  rate,  and 
an  equalization  of  excise  taxes  by  alcohol  content  for  beer,  wine,  and  distilled  spirits. 
Raising  alcohol  excise  taxes  would  add  extra  funds  for  financing  health  reform,  reduce 
consumption  among  our  youth,  and  save  lives.  If  the  excise  tax  on  alcohol  products  was 
raised  to  25  cents  an  ounce  for  beer,  wine  and  distilled  spirits  starting  on  January  1,  1994, 
the  U.S.  would  gain  an  extra  $3.7  billion  in  fiscal  1994  over  the  fiscal  1992  level  of  around 
$8  billion. 


II.  Taxes  on  Smokeless  Tobacco  Should  be  Raised  Substantially 
Description  of  Smokeless  Tobacco  Products 

There  are  two  forms  of  smokeless  tobacco:  oral  snuff  and  chewing  tobacco.  Snuff  is 
a  finely  ground  tobacco  that  is  held  in  the  mouth  next  to  the  cheek  and  gum.  Chewing 
tobacco  is  cut-leaf  tobacco  that  is  chewed.  Oral  snuff  is  called  "dip"  and  is  sold  under  brand 
names  such  as  SKOAL,  Copenhagen,  and  Hawken  in  1.2  oz  tins.  Chewing  tobacco  is  called 
"chew,"  and  common  brands  include  Red  Man  and  Levi  Garrett  that  come  generally  in  3  oz 
pouches. 

Use  of  Smokeless  Tobacco  Products  Cause  Cancer  and  Other  Life  Threatening 
Diseases  and  are  .Not  Safe  Alternatives  tQ  Smoking 

Oral  snuff,  the  most  popular  form  of  smokeless  tobacco,  causes  mouth  cancer,  gum 
recession,  and  other  oral  problems.  A  North  Carolina  study  found  that  long-term  users  of  oral 
snuff  were  50  times  more  likely  to  develop  mouth  cancer  than  nonusers.  Mouth  cancer  is  a 
devastating  disease  resulting  in  the  loss  of  portions  of  the  face  and  jaw.  More  than  40 
percent  of  patients  are  dead  within  five  years  of  diagnosis.  Each  year  30,000  Americans 
develop  mouth  cancer,  and  10,000  die  from  the  disease.  Cancer-causing  chemicals  contained 
in  oral  tobacco  include  polonium  210  (a  radioactive  particle),  benzopyrene,  and  nitrosamines. 
Nitrosamines  are  potent  carcinogens  and  are  found  in  oral  tobacco  at  levels  20,000  times 
greater  than  that  allowed  in  food  or  beverages.  Cancers  are  often  preceded  by  oral 
leukoplakia,  white  patches  caused  by  the  irritation  of  the  tobacco.  Approximately  3  to  6 
percent  of  oral  leukoplakia  exhibit  precancerous  cell  changes. 

Use  of  oral  snuff  also  causes  breakdown  of  the  gum  tissue  next  to  where  the  tobacco 
is  held,  a  condition  called  gingival  recession.  Treatment  of  this  problem  can  be  painful  and 
expensive.  Smokeless  tobacco  contains  nicotine,  which  is  absorbed  rapidly  across  the 
membranes  of  the  mouth  into  the  bloodstream  and  then  enters  the  brain.  According  to  the 
U.S.  Surgeon  General,  nicotine  is  the  drug  in  tobacco  that  makes  it  addictive.  Therefore, 
smokeless  tobacco  is  addictive.  The  amount  of  nicotine  delivered  to  humans  from  a  tin  of 
snuff  or  pouch  of  tobacco  is  2  1/2  times  greater  than  that  from  cigarettes  making  it  a  very 
cheap  source  of  nicotine. 

Table  I  Nicotine  Yield  Cigarettes,  Oral  Snuff  in  Chewing  Tobacco 

Equivalent 


Nicotine 
Mg/g 

Nicotine/Unit(1> 
in  Mg 

Percent  Nicotine 
Bioavailable 

Nicotine  Yield 
in  Mg 

Nicotine  Yield 
to  20  cigarettes 

Cigarettes 

15.7 

168  Mg 

12% 

20.2 

1 

Oral  Snuff 

10.5 

356  Mg 

14% 

49.8 

2.5 

Chewing  Tobacco 

16.8 

1,428 

3% 

48.6 

2.5 

"  20  Cigarettes      =  10.8  grams 
1.2  oz  Tim/Snuff    =  34  grams 
3  oz  Pouch/Chew  =  85  grams 
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Smokeless  Tobacco  Use  is  Rising  Among  Young  People  and  Higher  Taxes  are  The 
Most  Effective  Way  of  Curbing  Use 

From  1980  and  1989,  consumption  of  moist  snuff  increased  by  57  percent  from  26.7 
million  pounds  to  41.9  million  pounds.  Almost  three  quarters  of  a  billion  tins  of  snuff  are 
sold  annually.  Consumption  of  chewing  tobacco  fell  12  percent  during  the  same  time  period 
from  72.3  million  pounds  to  63.5  million  pounds.  Between  1970  and  1985,  the  use  of  the 
moist  snuff  increased  by  30  percent  among  all  Americans,  but  eightfold  in  the  17  -  19-year- 
old  group.  Such  an  increase  did  not  occur  by  accident,  but  rather  as  the  result  of  a  carefully 
crafted  marketing  strategy  by  tobacco  companies,  which  uses  extensive  point-of-purchase 
displays,  wide  distribution  of  free  samples,  and  sponsorship  of  touring  sports  and  cultural 
events.  Ninety  percent  of  this  increase  in  sales  is  accounted  for  by  two  brands  manufactured 
by  the  United  States  Tobacco  Company  (UST),  SKOAL  and  Copenhagen. 

The  introduction  in  1983  of  SKOAL  Bandits  employed  a  cartoon  character  to  promote 
use  of  an  easy-to-use  tea  bag  of  snuff,  with  the  slogan  "Take  a  pouch  instead  of  a  Duff."  This 
product  made  it  extremely  convenient  for  young  people  to  take  up  the  habit.  The  "Bandit"  is 
low-nicotine  teaching  tool  that  allows  novices  to  slowly  develop  tolerance  to  the  toxic  effects 
of  the  nicotine.  As  one  industry  brochure  says:  "Like  your  arst  beer,  SKOAL  Bandits  can 
be  a  taste  that  takes  time  to  acquire  and  get  the  most  out  of."  Once  a  "taste"  is  acquired  new 
dippers  gradually  move  to  the  more  potent  and  addictive  brands  of  snuff,  such  as  SKOAL  and 
Copenhagen. 

The  campaign  has  been  successful.  Of  the  estimated  10  million  American  users  of 
smokeless  tobacco,  3  million  are  under  the  age  of  21  years.  The  1990  Youth  Risk  Behavior 
Survey  found  that  24  percent  of  all  white  male  high  school  students  use  smokeless  tobacco  at 
least  once  during  the  past  month.  A  1989  National  Collegiate  Athletic  Association  (NCAA) 
survey  of  college  athletes  found  a  40  percent  increase  (from  20  percent  to  28  percent)  in  the 
use  of  smokeless  tobacco  from  1985  to  1989.  Among  NCAA  baseball  players  an  alarming  57 
percent  use. 

Table  II  Changes  in  Tobacco  Consumption  1985  -  1991 


Product 

Cigarettes 

(Packs) 

(Millions) 

Moist  Snuff 

(Tins) 

(Millions) 

Chewing  Tobacco 

(Pouches) 

(Millions) 

1986 

28,044 

480 

399 

1991 

24,201 

616 

363 

% 

-14% 

+28% 

-9% 

Smokeless  Tobacco  Manufacturers  Prices  are  Equivalent  to  Cigarette  Prices  and 
Taxes  Should  be  Equal 

In  1991,  approximately  700  million  tins  of  oral  snuff  were  sold  at  an  estimated  cost  of 
SI. 86  per  tin  and  had  an  estimated  retail  market  value  including  taxes  of  $1.3  billion.  The 
unit  price  is  similar  to  a  pack  of  cigarettes,  ($1.71  per  package  of  cigarettes  in  1991).  Unit 
sales  of  oral  snuff  have  increased  60%  from  1982  -  1991  while  cigarette  consumption  has 
fallen  24%.  During  the  same  year,  approximately  400  million  pouches  of  plug  chewing 
tobacco  were  sold  at  an  estimated  $  1 .40  per  pouch  with  an  estimated  retail  value  of  $560 
million.  Total  smokeless  tobacco  sales  are  estimated  to  be  $1.86  billion  for  that  year. 
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Table  III  Price  Components  for  Selected  Tobacco  Products  1991 

Cigarettes'"  Moist  Snuff2*  Chewing  Tobacco'21 


Price 

Percent 

Price 

Percent 

Price 

Percent 

Manufacturer  Price. 

$.85 

50% 

$1.25(3) 

67% 

.84 

58% 

Federal  Tax 

.20 

11.7% 

.021 

1% 

.018 

1% 

State  Tax 

.25 

15% 

'  .22 

12%(3) 

.17 

12%<3) 

Wholesale/Retail 

.41 

24% 

.41 

25% 

.35 

25% 

Retail  Price 

$1.71 

100% 

$1.86 

100%l4, 

$1.38  ,4) 

100% 

(1)  Source  USD  A:  Tobacco  Situation  Outlook  1992,  75-219 

(2)  Federal  Trade  Commission  1993  (Does  not  includes  dry  snuff) 

(3)  The  state  tax  on  snuff  and  chewing  tobacco  has  been  estimated  by  averaging  the  tax  rate  among  the  37 
states  and  adjusting  for  the  population  for  all  states. 

(4)  Retail  price  data  for  spit  tobacco  is  not  readily  available.  These  estimates  have  been  developed  by  adding 
known  price  data  to  estimated  state  tax  and  including  the  standard  25%  wholesale/retail  mark  up.  In  all 
likelihood,  these  are  conservative  price  estimates. 

Sales  and  Profits  of  Smokeless  Tobacco  Manufacturers  are  Excessively  High 

US  Tobacco  Company  holds  an  estimated  65%  of  all  smokeless  tobacco  sales  and 
90%  of  oral  snuff  sales.  From  1981  to  1992,  UST's  unit  volume  (tins  of  snuff  sold)  rose  63% 
from  364  million  tins  to  598  million  cans.  Dollar  sales  for  oral  snuff  rose  328%  from  $195 
million  to  $833  million  and  operating  profit  for  all  tobacco  products  rose  an  astounding  470% 
from  S89  million  to  $509  million.  Approximately  80%  of  these  sales  were  from  oral  snuff. 

Table  IV     US  Tobacco  Company  Tobacco  Sales  and  Profits  1981  and 
1991 


1981 

1992 

%  Change 

Cans  Sold  (Millions) 

364 

592 

63% 

Price  Per  Can 

$.53 

$1.39 

163% 

Smokeless  Sales  (Millions)1" 

$194.7 

832.1 

328% 

All  Tobacco  Sales  (Millions) 

$239.7 

884 

268% 

Operating  Profit  (Millions) 

$88.8 

509.0 

473% 

Percent  of  Profit  of  Tobacco  Sales 

37% 

58% 

57% 

Federal  Taxes  (Million) 

0 

16.1 

NA 

( 1 )  8 1  %  of  all  tobacco  sales  for  oral  snuff 

Source:  Annual  Reports  US  Tobacco  Company  1981-1991 

Operating  profit  from  tobacco  products  was  37%  in  1981  and  rose  to  58%  by  1991. 
This  profit  margin  is  ten  times  greater  than  that  for  other  consumer  goods  and  54%  higher 
than  that  realized  by  cigarette  manufacturers  such  as  Philip  Morris  for  the  sale  of  domestic 
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cigarettes,  (40%).  During  the  same  ten  year  period,  UST  increased  prices  163%  per  tin  from 
$.53  to  $1.39  almost  more  than  five  times  more  than  inflation.  United  States  Tobacco  can 
raise  its  price  so  much  because  there  is  little  or  no  real  price  competition  in  the  oral  snuff 
market  which  UST  controls  90%. 

Table  V     Manufacturers  Price  Components  1991,  Philip  Morris  Domestic 
Cigarettes  and  UST  Oral  Snuff 

Philip  Morris  UST"  - 

20  Cigarettes  Oral  Snuff      Tin  1.2  oz 


Component  Cost 

Cost  * 

% 

Advertising 

$.17 

20% 

$.11 

9% 

Federal  Taxes 

.20 

24% 

.02 

1% 

Farm  Value 

.06 

7% 

.15 

12% 

Operating  Profit 

.17 

43% 

.76 

60% 

Manufacturer  Costs  and  Other  Expenses 

.25 

29% 

.23 

18% 

Cost  Per  Pack  or  Tin 

$.85 

100% 

$1.27 

100% 

Sources:     UST  and  Philip  Morris'  Annual  Reports,  FTC,  USDA  Tobacco  Situation  Outlook  Report. 


Federal  Taxes  on  Smokeless  Tobacco  are  Disproportionately  low  in  Comparison 
to  Cigarette  Taxes  and  Should  be  Raised 

Prior  to  1965  chewing  tobacco  and  oral  snuff  were  subject  to  a  federal  excise  tax  of 
10  cents  per  pound.  In  1966  Congress  repealed  the  tax  citing  the  decline  in  consumption  of 
these  products  and  disproportionate  use  by  low  income  persons.  Following  a  surge  in 
smokeless  tobacco  use  by  teenage  boys  in  the  mid  1980s  a  number  of  bills  were  considered 
by  Congress  which  would  reimpose  the  excise  tax.  In  1985,  the  Senate  Finance  Committee 
amended  pending  cigarette  legislation  to  tax  oral  snuff  at  24  cents  per  pound  and  chewing 
tobacco  8  cents  per  pound.  These  rates  represented  a  1.8  cent  tax  per  1.2  ounce  tin  of  snuff 
and  1 .5  cent  tax  per  3  ounce  pouch  of  chewing  tobacco.  The  Chairman  of  the  committee 
stated  that  he  would  consider  raising  the  tax  once  the  pending  Surgeon  General's  Report  on 
smokeless  tobacco  confirmed  whether  or  not  the  product  caused  mouth  cancer.  In  1986,  the 
Surgeon  General's  Report  concluded  that  smokeless  tobacco  caused  cancer  but  neither  the 
Senate  nor  the  House  raised  the  tax. 

Today,  the  tax  on  a  tin  of  oral  snuff  is  2.7  cents  and  a  pouch  of  chewing  tobacco  is 
2.3  cents,  one  eighth  the  tax  on  a  pack  of  cigarettes.  The  current  tax  will  generate  an 
estimated  $28.5  million  in  1993  of  which  $20  million  will  come  from  snuff  (55.2  million 
pounds),  and  $8.5  million  from  chewing  tobacco  (72  million  pounds).    The  combined  $28.5 
million  in  excise  taxes  represents  3%  of  manufacturers  sales  versus  23%  for  cigarettes 
manufactured. 

Thirtv-Six  States  Tax  Smokeless  Tobacco  Products  at  Rates  Equivalent  to 
Cigarette  Taxes 

Thirty-six  states  tax  spit  tobacco  and  34  do  so  at  a  fixed  percent  of  wholesale  or 
manufacturer's  price.  Two  tax  on  weight.  The  states  that  don't  tax  spit  tobacco  generally 
have  very  small  cigarette  excise  taxes  such  as  Virginia,  North  Carolina  and  Kentucky.  Of  the 
36  states,  23  have  spit  tobacco  taxes  that  are  within  10%  of  the  rate  on  cigarettes,  10  less 
than  10%  and  3  greater  than  10%.  The  average  tax  for  the  34  is  26%  of  manufacturer  or 
wholesale  price  slightly  less  than  their  rate  on  manufacturers'  price  of  cigarettes,  31%.  These 
36  states  realized  $190  million  in  taxes  in  1991  from  taxation  of  all  tobacco  products  other 
than  cigarettes  and  this  represented  4%  of  their  tobacco  taxes.  This  data  indicates  that  these 
states  tax  spit  tobacco  on  an  equivalent  or  basis  to  cigarettes  which  is  not  the  case  at  the 
federal  level. 
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The  Tax  on  Smokeless  Tobacco  can  be  Equalized  Easily  With  the  Tax  On 
Cigarettes 

An  equivalency  factor  can  be  developed  to  convert  the  tax  rate  on  cigarettes  to  an 
equivalent  tax  rate  per  pound  of  snuff  or  chewing  tobacco.  A  weight  to  value  comparison  can 
be  used  to  do  this.  For  example,  the  1992  wholesale  value  of  one  cigarette  is  $.047  and  its 
weight  is  .0287  ounces.  The  value  of  one  pound  of  cigarette  tobacco  is  computed  by 
multiplying  the  number  of  cigarettes  in  a  pound  of  tobacco  558  (16/.0287  =  557.49)  by  the 
value  of  one  cigarette  $.047  and  results  in  a  value  of  $26.2/lb  cigarette  tobacco.  The 
equivalency  factor  for  the  current  tax  is  determined  by  dividing  the  cigarette  tax  per  pound 
$6.69  by  the  value  of  a  pound  $26.2/lb  for  a  factor  of  25.2%. 

$6.69  (Tax  on  a  pound  of  cigarettes) 

=  25.2%  (cigarette  equivalency  factor) 

$26.53  (Wholesale  value  of  a  pound  of  cigarettes) 

This  equivalency  factor  can  then  be  applied  to  wholesale  value  of  a  pound  of  snuff  or 
chewing  tobacco  and  tax  per  pound  determined.  The  equivalency  factor  at  990  per  pack  is 
105%  of  wholesale  price.  A  similar  method  has  been  sucessfully  used  in  California  when  that 
state  equalized  its  tax  on  smokeless  tobacco  with  that  for  cigarettes. 

The  following  table  computes  equivalent  taxes  for  snuff  and  chewing  tobacco  for 
various  cigarette  tax  levels.  An  arc  price  elasticity  of  -.4  is  used  to  control  for  expected 
decline  in  demand  for  price  increases  due  to  tax  increases. 

Table  VI    Tax  Rates  by  Weight  and  Unit  for  Snuff  and  Chewing 
Tobacco  Equalized  to  Cigarette  Taxes 

Current  Tax  on  Current  Cigarette        Proposed  Cigarette 

Product  Wholesale  Smokeless  24«  Tax  99$ 


Per/lb 

Price/Unit 

Value/lb 

Per/Unit 

Per  lb 

Per/Unit 

Per/lb 

Per/Unit  Per/lb 

Cigarette 

$  .94 

$26.2 

NA 

NA 

$.24 

$6.69 

$.99 

$27.62 

Oral  Snuff 

1.20 

$16.8 

$.027 

$.36 

.32 

4.23 

1.32 

17.64 

Chewing  Tobacco 

.84 

4.37 

.023 

.12 

.21 

1.10 

.86 

4.58 

Source  USDA  Tobacco  Situation,  Outlook  Report,  annual  report  US  Tobacco,  Federal  Trade 
Commission. 

An  Equivalent  Tax  on  Smokeless  Tobacco  Will  Raise  Revenue  and  Reduce 
Consumption 


Table  VII  Projected  Sales  and  Revenue  of  Smokeless  Tobacco 

Current  Smokeless  Tax  $.03  Current  Cigarette  Tax  $.24  Proposed  Cigarette  Tax  $-99 
Rate/lbs    lbs      Revenue      Rate/lbs    lbs     Revenue         Rate  lbs  Revenue 

Oral  Snuff  $.36       55.2       $19.9         $4.25      52.4      $222.7  $17.64      45.3  $785.4 

Chewing  Tobacco     .12       72.0  8.6  1.12      68.8        77.1  4.58      60.3  275.6 

Total  127.2         28.5  121.2       299.8  95.6  1,061.0 


In  Millions 


The  decline  in  consumption  is  based  on  use  of  an  arc  price  elasticity  of  -.4  and  the 
assumption  that  tobacco  manufacturers  decision  on  pricing  will  not  change.  The  -.4  is  taken 
from  research  among  cigarette  smokers  and  there  is  no  reason  to  believe  why  it  would  not 
apply  to  smokeless  tobacco.  In  keeping  with  the  practice  of  the  Joint  Committee  on  Taxation, 
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this  estimate  should  be  reduced  by  25%  to  approximate  potential  decreases  in  other  categories 
of  tax  revenue  brought  about  by  higher  tobacco  taxes. 

Number  of  Fewer  Users  SI. 3  million 


New  Revenue  Generated  S750  million 

The  number  of  fewer  users  is  based  on  an  estimated  population  of  10  million  users 
and  applying  cigarette  price  elasticity  from  smoking  participation  of  -0.26.  In  other  words  a 
10%  increase  in  price  will  result  in  2.6%  decrease  in  the  total  number  of  smokeless  users. 
An  arc  elasticity  is  applied. 

In  summary,  the  tax  on  all  tobacco  products  should  be  raised  significantly  to  finance 
health  care  reform  and  we  support  the  Administration's  proposal  to  do  so.  All  tobacco  should 
be  taxed  equally  and  adjustments  are  needed  for  the  proposed  rates  on  snuff  and  chewing 

tobacco. 
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STATE  TAX  RATES 
CHEWING  TOBACCO/SNUFF 

(From  TMA  Guide  to  Tobacco  Taxes  1992) 

Tobacco  Products 

Rate  Basis 

%  (2) 


Cigarettes 
Tax  Rate  Converted 
Per  To 
State  Cigarette       Ad  Valorem  (1) 


Alabama 

$  0083 

16% 

f31 

5  015 

30% 

25% 

W 

Arizona 

S.009 

18% 

(3) 

Arkansas 

S.0173 

35% 

16% 

w 

California 

S.018 

36% 

41.7% 

dUU 

$010 

20% 

20% 

M 

Connecticut 

S.023 

46% 

20% 

M 

Delaware 

5.012 

24% 

15% 

W 

Florida 

$.017 

34% 

25% 

W 

Hawaii 

.40% 

NA 

40% 

W 

Idaho 

S.009 

18% 

35% 

W 

Indiana 

S.008 

16% 

15% 

W 

Iowa 

$.018 

36% 

22% 

W 

Kansas 

S.012 

24% 

10% 

W 

Maine 

$10185 

37% 

50% 

W 

Massachusetts 

$.26 

52% 

50% 

M 

Minnesota 

$.022 

44% 

35% 

W 

Mississippi 

$.009 

18% 

15% 

M 

Montana 

$.009 

18% 

12.5% 

W 

New  Hampshire 

$.013 

26% 

24% 

Nebraska 

$.014 

28% 

15% 

P 

New  Jersey 

$.020 

40% 

24% 

Nevada 

$.018 

36% 

30% 

W 

New  York 

$.020 

40% 

15% 

New  Mexico 

$.008 

16% 

25% 

W 

North  Dakota 

$.014 

28% 

25% 

w 

Oklahoma 

$.012 

24% 

30% 

M  (4) 

Oregon 

$.014 

28% 

35% 

W 

Rhode  Island 

$.0185 

37% 

20% 

W 

South  Carolina 

$.004 

8% 

5% 

M 

Tennessee 

$.007 

14% 

6% 

W 

Texas 

$.021 

42% 

35.2% 

M 

Utah 

$.0133 

66% 

35% 

M 

Vermont 

$.009 

18% 

20% 

W 

Washington 

$.017 

34% 

64.9% 

W(4) 

Wisconsin 

$.019 

38% 

20% 

M 

Average 


23.6%  31% 


26% 
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Mr.  Payne.  The  next  witness  represents  the  American  Psycho- 
logical Association,  Dr.  Robert  Kaplan,  chief,  division  of  health  care 
sciences,  department  of  family  and  preventive  medicine,  University 
of  California  at  San  Diego. 

Dr.  Kaplan. 

STATEMENT  OF  ROBERT  M.  KAPLAN,  PHJX,  CHIEF,  DIVISION 
OF  HEALTH  CARE  SCIENCES,  AND  PROFESSOR,  DEPART- 
MENT OF  FAMILY  AND  PREVENTIVE  MEDICINE,  UNIVERSITY 
OF  CALIFORNIA,  SAN  DIEGO,  COLLEGE  OF  MEDICINE,  ON 
BEHALF  OF  THE  AMERICAN  PSYCHOLOGICAL  ASSOCIATION 

Mr.  Kaplan.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. I  appreciate  this  opportunity  to  testify  today  on  behalf  of  the 
American  Psychological  Association,  a  scientific  and  professional 
organization  representing  over  118,000  psychologists  in  the  United 
States.  I  am  Robert  Kaplan,  professor  of  family  and  preventive 
medicine  and  Chief  of  the  Division  of  Health  Care  Sciences  at  the 
University  of  California,  San  Diego,  College  of  Medicine. 

I  am  also  the  coprincipal  investigator  on  the  California  tobacco 
surveys  which  are  a  series  of  studies  designed  to  assess  the  impact 
of  California's  25  cent  per  pack  tobacco  tax  which  was  initiated  in 
1989. 

APA  supports  a  $2  a  pack  cigarette  tax  increase.  Psychological 
scientists  have  contributed  substantially  to  the  body  of  research 
that  supports  the  following  arguments.  First,  we  believe  that  the 
tax  will  raise  revenue.  We  estimate  that  a  75  cent  per  pack  tax  will 
generate  about  $15  billion  during  the  first  year  and  a  $2  tax  will 
generate  even  more.  These  figures  are  slightly  higher  than  the  ad- 
ministration's estimate  of  $12  billion. 

Second,  cigarette  use  is  destructive.  There  are  more  than  400,000 
deaths  associated  with  tobacco  use  in  the  United  States  each  year, 
and  tobacco-related  deaths  are  very  high  in  comparison  with  other 
causes  of  death.  For  example,  there  are  20  times  the  number  of 
deaths  associated  with  tobacco  use  as  there  are  associated  with  il- 
licit drug  use,  and  16  times  the  number  associated  with  auto  crash- 
es. 

Figure  1  in  my  statement  shows  the  impact  of  tobacco-related 
deaths  in  relation  to  other  causes  of  death. 

Our  third  argument  is  that  tobacco  excise  taxes  will  result  in  re- 
duced tobacco  consumption.  Figure  2  in  my  statement  shows  that 
countries  charging  more  per  pack  tend  to  have  lower  rates  of  ciga- 
rette smoking,  while  countries  charging  less  per  pack  tend  to  have 
higher  rates.  In  Norway,  for  example,  a  pack  of  cigarettes  is  about 
$4.17,  of  which  $2.71  is  tax.  As  a  result,  Norwegians  have  the  low- 
est smoking  rate  in  Europe. 

Figure  3  summarizes  some  of  the  data  from  our  California  expe- 
rience. In  California,  considering  Californians  aged  20  years  and 
older,  there  was  a  decline  in  the  use  of  cigarettes  at  a  rate  of  about 
.7  percent  per  year  between  the  years  1974  and  1988.  Since  the  in- 
troduction of  the  tax  in  1989,  the  rate  of  decline  has  accelerated  to 
about  1.27  percent  per  year. 

Our  fourth  argument  is  that  consumption  will  result  in  improved 
health  status.  Previous  estimates  of  health  effects  may  have  been 
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too  low  because  they  failed  to  take  into  consideration  quality  of  life 
in  addition  to  duration  of  life. 

Using  a  combination  index  called  the  quality  adjusted  life  year 
that  takes  quality  of  life  into  consideration  as  well  as  mortality,  we 
estimate  through  computer  simulation  that  we  would  have  about  a 
15  percent  chance  of  producing  about  6.4  million  quality  adjusted 
life  years  in  the  United  States  by  increasing  the  tobacco  tax  as  pro- 
posed. 

To  put  these  figures  into  perspective,  this  might  be  equivalent  to 
eliminating  the  impact  of  arthritis,  and  would  have  a  greater  im- 
pact than  taking  a  1-year  moratorium  on  our  epidemic  of  homicide. 
We  know  of  no  other  health  services  that  can  improve  the  public 
health  to  the  extent  estimated  to  be  attributable  to  an  increased  to- 
bacco tax. 

We  would  like  to  propose  several  options  for  your  consideration. 
The  proposed  tobacco  excise  tax  of  75  cents  per  pack  will  have  sig- 
nificant health  benefits.  However,  it  might  be  argued  that  an  even 
higher  tax  might  be  appropriate  because  the  industry  has  offset 
some  of  the  gains  associated  with  the  tobacco  taxes  in  States  like 
California  with  an  aggressive  marketing  campaign. 

One  observation  from  California  that  has  been  disappointing  is 
that  we  have  seen  a  slight  upturn  in  cigarette  smoking  among  chil- 
dren and  youth.  We  believe  this  resulted  because  the  tobacco  indus- 
try offset  the  increased  tax  with  a  variety  of  advertising  campaigns 
including  the  use  of  generic  brands,  marketing  single  cigarettes 
and  catchy  cartoon  ads.  A  higher  price  may  be  necessary  to  place 
these  deadly  products  out  of  the  range  of  youths.  There  is  prece- 
dent for  a  $2  a  pack  tax  in  Europe  and  Canada. 

We  are  concerned  about  the  addictive  smoker  who  desires  to  quit 
but  is  unable  to.  We  hope  the  committee  will  consider  setting  aside 
a  portion  of  the  tax  for  programs  to  help  smokers  quit.  By  setting 
aside  a  small  amount  of  money,  say  3  cents  per  pack,  a  fund  could 
be  created  for  community  programs  and  research  programs  on 
smoking  cessation  and  health  promotion  and  disease  prevention. 

Finally,  I  would  like  to  remind  the  committee  that  psychological 
scientists  study  behavior.  The  work  of  psychologists  encompasses 
the  full  range  of  issues  related  to  tobacco  use:  initiation  of  smoking, 
the  biological  basis  of  addiction  and  outcome  studies  for  smoking 
intervention  programs. 

Given  the  resources  available  within  our  membership,  the  APA 
Science  Directorate  and  Public  Policy  Office  stand  as  a  resource 
and  offer  assistance  to  you  as  you  consider  these  and  related  issues 
in  the  months  to  come. 

Thank  you  very  much. 

Mr.  PAYNE.  Thank  you  very  much,  Dr.  Kaplan. 
[The  prepared  statement  and  attachments  follow:] 
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TESTIMONY  OF  ROBERT  M.  KAPLAN 
THE  AMERICAN  PSYCHOLOGICAL  ASSOCIATION 


Mr.  Chairman,  members  of  the  Committee,  thank  you  for  this  opportunity  to  testify  on 
behalf  of  the  American  Psychological  Association  (APA),  a  scientific  and  professional  organization 
representing  over  118,000  psychologists  in  the  United  States.  I  am  Dr.  Robert  M.  Kaplan, 
Professor  and  Chief  of  the  Division  of  Health  Care  Services,  Department  of  Family  and  Preventive 
Medicine,  University  of  California,  San  Diego.  In  addition,  I  am  co-principal  investigator  (along 
with  Dr.  John  Pierce)  of  the  California  Tobacco  Surveys,  a  series  of  studies  designed  to  assess 
tobacco  use  in  California  and  to  monitor  the  effects  of  California's  1989  $0.25  per  pack  tobacco 
tax  increase.  I  am  pleased  to  testify  today  on  the  subject  of  the  financing  provisions  of  the 
Administration's  Health  Security  Act,  in  particular  on  the  proposed  increase  in  the  tobacco  excise 
tax. 

APA  supports  a  $2  per  pack  cigarette  tax  increase,  maintained  in  real  terms  and  applied 
proportionately  to  other  tobacco  products.  As  a  scientific  organization,  we  believe  that  good  public 
policy  must  be  grounded  in  sound  science.  Psychological  scientists  have  contributed  substantially 
to  the  body  of  research  that  bears  out  the  assertion  that  a  tax  increase  would  not  only  raise 
substantial  revenue  to  finance  health  care  reform,  but  would  also  reduce  tobacco-related  morbidity 
and  mortality. 

The  Tax  Will  Raise  Revenue 

The  use  of  tobacco  products,  and  particularly  cigarette  smoking,  is  a  widespread  problem 
in  America.  In  California  alone,  the  $0.25  per  pack  tax  raises  nearly  600  million  dollars  per  year. 
We  estimate  that  the  proposed  $0.75  per  pack  tax  will  raise  $15  billion  billion  per  year  to  help 
finance  health  care  reform,  and  that  a  $2.00  tax  would  raise  significantly  more.  These  figures  are 
higher  than  the  $12  billion  suggested  by  the  Administration.  Although  projected  reductions  in 
tobacco  use  will  reduce  these  revenues,  these  loses  will  eventually  be  offset  by  savings  in  the  cost 
of  providing  health  services  for  adults  with  tobacco  related  chronic  illnesses. 

Cigarette  Use  is  Destructive 

Substantial  evidence  reported  by  the  Surgeon  General  (US  Office  of  Smoking  and  Health, 
1990)  suggests  that  cigarette  smoking  causes  an  excessive  number  of  preventable  deaths. 
Although  cigarette  smoking  has  declined  in  the  United  States  and  the  United  Kingdom  within 
recent  years,  the  worldwide  trend  is  toward  increased  use  of  tobacco  products.  Richard  Peto, 
through  the  World  Health  Organization,  projects  that,  worldwide,  there  will  be  10  million  tobacco 
related  deaths  per  year  by  the  Year  2010  (Peto  et  al,  1992).  The  importance  of  the  cigarette 
smoking  problem  is  summarized  in  recent  data  reported  by  J.  Michael  McGinnis  (U.S.  Department 
of  Health  and  Human  Services)  and  William  H.  Foege  (Carter  Presidential  Center).  Their 
calculations  suggest  that  about  25,000  annual  deaths  in  the  US  can  be  attributed  to  motor  vehicle 
crashes,  and  about  20,000  deaths  can  be  attributed  to  illicit  drug  use.  In  contrast,  there  are  about 
400,000  deaths  associated  with  tobacco  use-20  times  the  number  associated  with  drug  use  and  16 
times  the  number  associated  with  auto  crashes  (McGinnis  &  Feoge,  1993).  The  public  is  very 
concerned  about  dramatic  causes  of  death  such  as  being  killed  by  an  accident  at  work,  or  being 
killed  by  a  drunk  driver.  However,  for  eat'  rson  killed  by  a  drunk  driver,  nearly  74  active 
smokers  die  prematurely  (see  Figure  1). 

Tobacco  Excise  Tax  Will  Result  in  Reduced  Tobacco  Consumption 

There  are  many  different  approaches  to  the  reduction  of  cigarette  smoking.  One  of  the  most 
effective  ways  to  control  cigarette  use  is  to  increase  the  price  of  these  products.  Economists  use 
the  term  elasticity  to  refer  to  changes  in  demand  that  occur  as  a  function  of  price.  Although  there 
has  been  some  debate  about  whether  or  not  the  demand  for  tobacco  products  is  "elastic,"  the 
emerging  consensus  is  that  a  significant  proportion  of  the  variation  in  tobacco  use  is.  responsive  to 
price. 

Figure  2,  from  the  World  Health  Organization,  shows  the  relationship  between  price  per 
pack  of  cigarettes  and  cigarettes  consumed  in  22  European  countries.  As  the  figure  shows,  there  is 
a  rough  linear  relationship  between  price  and  consumption.  Countries  charging  more  per  pack  tend 
to  have  lower  rates  of  cigarette  smoking,  while  counuies  charging  less  per  pack  tend  to  have  higher 
rates.  Norway,  for  example,  with  a  $4.17  per  pack  charge  which  includes  $2.71  in  tax,  has 
evolved  the  lowest  smoking  rate  in  Europe  (World  Health  Organization,  1987).  However,  these 
data  are  a  snapshot  of  a  particular  point  is  time,  and  do  not  address  how  the  introduction  of  a  tax 
affects  consumption.  This  is  being  examined  in  our  evaluation  of  the  California  tax.  Figure  3 
shows  the  smoking  prevalence  trends  among  Califomians  age  20  years  and  older  before  and  after 
the  introduction  of  the  $0.25  tax.  Data  for  this  analysis  come  from  the  US  National  Health 
Interview  Survey,  the  Current  Population  Survey,  the  Behavioral  Risk  Factor  Survey,  and  our 
California  Tobacco  Survey.  Combining  these  sources,  we  estimate  that  prior  to  the  tax,  the 
prevalence  of  smoking  was  declining  at  a  rate  of  0.70  percent  per  year.  Since  the  introduction  of 
the  tax,  the  rate  of  decline  has  accelerated  to  1.27  percent  per  year.  This  change  in  the  rate  of 
decline  is  significantly  greater  for  socioeconomically  disadvantaged  groups  who  are  most  likely  to 
be  price  sensitive. 

Reduced  Consumption  Will  Result  in  Health  Status  Improvement 

The  motivation  for  health  care  reform  is  to  save  lives  and  improve  health  of  the  nation. 
Much  of  the  discussion  about  health  care  reform  assumes  that  the  best  way  to  accomplish  this  goal 
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is  to  invest  in  medical  care.  However,  a  tobacco  excise  tax  may  both  enhance  health  status  ana 
raise  revenue.  In  order  to  evaluate  the  impact  of  tobacco  taxes,  we  developed  a  series  of  computer 
simulations.  Employing  a  series  of  different  assumptions  to  estimate  the  impact  of  increasing  the 
tobacco  tax.  under  the  model  presented  here,  we  assumed  an  elasticity  (a  change  in  the  percentage 
demand  divided  by  the  change  in  the  percentage  price)  of  -.26.  The  assumption  used  here 
suggests,  for  example,  that  if  there  is  a  20%  increase  in  price,  there  will  be  approximately  a  59c 
decrease  in  demand.  The  -.26  value  was  taken  from  the  estimates  of  price  elasticity  for  smokers 
of  all  ages  as  reported  in  the  US  Surgeon  General's  report  in  1989.  These  estimates  are  based  on 
three  studies  by  Lewit  and  Coate  (1983)  and  are  consistent  with  other  estimates  (Hu  et  al,  1991). 
The  elasticity  estimate  is  among  the  more  conservative  reported  in  the  literature. 

In  one  analysis  that  we  conducted,  using  a  method  called  a  Monte  Carlo  simulation,  we 
assumed  that  there  are  about  56  million  smokers  in  the  US  and  that  one  in  four  of  these  smokers 
will  eventually  die  of  a  tobacco  related  disease,  and  a  tax  increase  of  20%  (considerably  less  than 
that  proposed).  Using  a  computer  to  generate  data  under  various  assumptions,  this  analysis 
considers  the  expected  change  in  life  expectancy  for  smokers  and  builds  in  a  model  of  reduced 
health-related  quality  of  life  for  smokers  beginning  at  age  50.  These  methods  combine  death  and 
reduced  life  quality  into  a  single  index  know  as  the  Quality  Adjusted  Life  Year  (QALY).  A  death 
premature  by  one  year  is  represented  by  the  loss  of  one  QALY.  A  year  of  life  in  which  quality  is 
reduced  by  one  half  because  of  a  disease,  is  represented  by  the  lose  of  0.50  QALYs.  The  quality 
of  life  has  not  been  included  in  most  previous  studies.  We  include  it  because  the  tobacco  users 
experience  loss  of  everyday  functioning  and  devastating  symptoms  before  their  premature  deaths. 
The  prevalence  rate  for  reduced  life  expectancy  and  dysfunction  are  based  on  national  estimates 
from  the  Health  Interview  Survey.  According  to  the  analysis,  there  is  a  507c  chance  that  we  could 
save  6.4  million  Quality-Adjusted  Life  Years  in  the  US  by  increasing  tobacco  taxes  by  20%.  The 
model  shows  that  there  is  a  909c  chance  of  saving  about  three  million  Quality-Adjusted  Life  years 
To  put  these  figures  into  perspective,  the  total  annual  health  effect  of  arthritis  is  estimated  to  cost 
society  5  million  Quality- Adjusted  Life  Years,  while  the  impact  of  homicide  is  about  1.5  million 
years.  In  other  words,  the  public  health  benefits  of  an  increased  tobacco  tax  may  well  exceed  the 
benefit  of  having  a  whole  year  without  arthritis  or  of  eliminating  our  epidemic  of  homicide  for  one 
year.  We  know  of  no  other  health  services  that  can  improve  the  public  health  to  the  extent 
estimated  to  be  attributable  to  an  increased  tobacco  tax  (Kaplan,  1993). 

The  tax  would  benefit  society  by  reducing  the  burden  of  disease  and  disability  and  may 
directly  benefit  smokers  by  providing  incentives  to  quit  early.  The  losers  in  this  scheme  would  be 
smokers  who  choose  to  continue  their  habit,  and  the  tobacco  industry.  However,  data  from  our 
California  surveys  indicate  that  the  great  majority  of  smokers  want  to  quit  and  about  50%  of 
smokers  make  an  acuve  attempt  to  quit  each  year  (Pierce  et  al,  1992). 

Overall,  the  analysis  suggests  that  there  is  a  public  health  advantage  to  raising  tobacco  taxes 
and  that,  even  under  the  most  conservative  assumptions,  the  model  appears  to  support  the 
advantages  of  tobacco  taxes  in  relation  to  the  traditional  medical  programs.  Similar  conclusions 
have  been  reached  by  several  authors  and  have  been  summarized  by  Warner  (1986). 

Options  for  Consideration 

The  proposed  tobacco  excise  tax  of  $0.75  will  produce  significant  health  benefits. 
However,  we  would  argue  that  an  even  higher  tax  may  be  appropriate.  Some  unexpected  findings 
have  emerged  in  California  in  support  of  a  significantly  higher  tax.  Among  adolescents  there  has 
actually  been  a  slight  increase  in  smoking  behavior.  We  believe  that  this  is  attributable  to  an 
aggressive  industry  marketing  plan  that  seeks  to  offset  the  impact  of  a  tax-related  price  increase  by 
offering  single  cigarettes  for  sale,  cheap  generic  brands,  and  catchy  cartoon  advertisements.  A 
larger  price  increase,  not  as  easily  offset  by  the  industry,  may  be  required  to  place  these  deadly 
products  out  of  range  for  non-addicted  youths.  Data  from  the  California  Tobacco  Survey  indicate 
that  40%  of  the  citizens  would  approve  of  quadrupling  the  tax  rate.  APA  believes  that  a  $2.00  tax 
is  appropriate.  There  are  clearly  precedents  in  Canada  and  in  Europe  for  even  higher  tax  rates. 

Although  a  tax  will  stimulate  some  reduction  in  smoking,  we  are  concerned  about  the 
addicted  smoker  who  desires  to  quit,  but  is  unable.  We  also  recognize  the  need  to  combat  a 
tobacco  marketing  campaign  that  must  recruit  3000  new  smokers  per  day  to  replace  those  who  quit 
or  die.  Data  from  California  suggest  that  these  new  recruits  are  almost  exclusively  children  and 
youths.  We  suggest  that  the  Committee  set  aside  a  portion  of  the  tax  for  programs  that  will  help 
smokers  quit.  Currently,  we  know  too  little  about  the  determinants  of  smoking  and  the  variables 
associated  with  successful  quitting.  By  setting  aside  a  small  amount  of  money,  perhaps  S.03  per 
r  k,  a  fund  could  be  created  that  would  support  important  new  research  on  smoking  cessation, 
health  promotion,  and  disease  prevention.  This  fund  (estimated  value  S550  million)  could 
contribute  to  community  antismoking  campaigns. 

Summary 

Tobacco  taxes  are  appealing  because  there  are  multiple  beneficiaries.  The  government 
benefits  because  raising  taxes  increases  revenues  and  the  consequent  reduced  consumption  will 
lower  health  care  costs.  Cigarette  smokers  also  benefit  from  increased  tobacco  taxes.  About  one- 
half  of  all  cigarette  smokers  attempt  to  quit  each  year  and  increasing  the  tax  may  provide  extra 
incentives  to  reduce  cigarette  smoking  and  eventually  improve  health  status.  A  small  set  aside 
($.03  per  pack)  could  create  a  fund  to  improve  knowledge  about  smoking  habits  and  to  supplement 
programs  for  the  addicted  smoker.  The  California  survey  suggested  that  both  non-smokers  and 
smokers  would  support  increases  in  tobacco  tax. 
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Finally,  I  would  like  to  remind  the  Committee  that  psychological  scientists  study  behavior, 
and  our  research  domain  encompasses  the  full  spectrum  of  issues  related  to  tobacco  use.  The  work 
of  psychologists  includes  studies  of:  how  people  decide  whether  or  not  to  use  tobacco  products 
and  the  role  of  different  factors  entering  into  that  decision  (including  cultural  factors,  minors' 
access  to  tobacco  products,  tobacco  industry  advertising,  and  cost);  understanding  modes  of 
addiction  and  what  changes  it  causes  in  the  central  nervous  system;  and  identifying  ways  to  prevent 
people  from  engaging  in  risk-taking  behaviors  such  as  tobacco  use,  as  well  as  effective  community 
interventions  for  bringing  about  widespread  changes  in  behavior.  Given  these  resources  available 
within  our  membership,  the  APA  Science  Directorate  and  Public  Policy  Office  stand  as  a  resource 
and  offer  our  assistance  to  you  as  you  consider  related  issues  over  the  coming  months.  Thank  you 
for  this  opportunity  to  testify;  I  would  be  happy  to  answer  any  questions. 


ROBERT  M.  KAPLAN,  PhD 


Dr.  Kaplan  holds  the  academic  appointment  of  Professor  and  is  Chief  of  the  Division  of  Health 
Care  Sciences,  Department  of  Community  and  Family  Medicine,  University  of  California,  San 
Diego.  He  is  formerly  the  Associate  Director  of  the  UCSD  Cancer  Center  Division  of 
Epidemiology,  Prevention,  and  Control.  Dr.  Kaplan  has  been  a  recipient  of  an  NHLBI  Lung 
Division  Research  Career  Development  Award  and  is  Co-Principle  Investigator  of  the  California 
Tobacco  Survey.  He  is  the  immediate  past  President  and  an  elected  Fellow  of  APA's  Division  of 
Health  Psychology,  Division  38.  Dr.  Kaplan  is  Associate  Editor  of  the  Annals  of  Behavioral 
Medicine  and  Consulting  Editor  of  four  other  academic  journals  ,  including  the  Journal  of 
Psychosocial  Oncology.  Selected  additional  honors  include  APA  Division  38  Annual  Award  for 
Outstanding  Scientific  Contribution  in  1987,  Distinguished  Research  Lecturer,  1988,  and 
HealthNet  Distinguished  Lecturer,  University  of  California  (system),  1991,  and  Most 
Distinguished  Alumnus,  University  of  California,  Riverside,  1992.  He  is  an  elected  member  of  the 
Board  of  Directors  of  the  Society  of  Behavioral  Medicine  and  the  Academy  of  Behavioral  Medicine 
Research.  His  public  service  contributions  include  various  NHLBI  grant  review  groups,  and 
service  on  the  local  American  Lung  Association  (ALA)  Board  of  Directors.  Dr.  Kaplan  is  the 
author  of  13  books  and  over  210  publications. 
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Mr.  Payne.  Our  final  panelist  is  Jeffrey  Harris,  Dr.  Jeffrey  Har- 
ris, M.D.,  Ph.D.,  professor  of  economics  at  MIT,  Cambridge,  Mass. 

STATEMENT  OF  JEFFREY  E.  HARRIS,  M.D.,  PH.D.,  PROFESSOR 
OF  ECONOMICS,  MASSACHUSETTS  INSTITUTE  OF  TECH- 
NOLOGY, CAMBRIDGE,  MASS. 

Dr.  Harris.  Mr.  Payne,  I  spent  all  day  yesterday  as  a  primary 
care  doctor  at  the  Massachusetts  General  Hospital  until  about 
9  p.m.  This  morning  I  taught  a  class  in  health  economics  at  MIT 
and  then  took  a  taxi  to  the  airport.  I  last  addressed  this  committee 
in  1989  when  I  served  as  an  invited  faculty  member  to  its  annual 
issues  seminar  in  Savannah,  Ga.,  which  I  will  not  forget. 

My  biography  is  attached  to  my  written  testimony. 

Cigarette  smoking  is  now  responsible  for  20  percent  of  all  deaths 
in  the  United  States.  As  a  physician,  I  have  firsthand  seen  the 
tragic  consequences  of  smoking  in  my  patients.  I  will  address  the 
issue  of  the  costs  of  smoking  in  front  of  this  committee,  but  I  em- 
phasize that  smoking  is  foremost  and  inevitably  a  health  issue. 

In  1995,  which  would  be  the  first  phase-in  year  of  the  adminis- 
tration's proposed  Health  Security  Act,  I  expect  national  health 
care  expenditures  will  reach  $1.1  trillion.  In  that  benchmark  year, 
I  estimate  the  adverse  health  effects  of  cigarette  smoking  will  cost 
$88  billion  in  health  care  spending  or  8  percent  of  national  health 
care  expenditures. 

Sixty-three  percent  of  the  total  U.S.  population  has  never  smoked 
a  cigarette.  Under  universal  health  care  coverage,  I  estimate  that 
in  1995  people  who  never  smoked  cigarettes  will  contribute  $55  bil- 
lion out  of  the  projected  $88  billion  toward  the  health  care  costs 
imposed  by  smoking.  To  make  these  aggregate  dollar  estimates 
more  concrete,  I  divided  them  by  expecteacigarette  consumption  in 
1995.  The  full  health  care  costs  of  smoking  would  amount  to  $3.71 
per  pack,  and  the  health  care  financing  burden  imposed  on  people 
who  never  smoked  would  amount  to  $2.32. 

My  estimates  of  the  medical  care  costs  imposed  upon  those  non- 
smokers  are  significantly  higher  than  some  past  estimates  for  rea- 
sons that  I  can  elaborate  upon  in  a  question  and  answer  period.  My 
projection  of  the  health  care  costs  of  smoking  vastly  understate  the 
total  burden  of  smoking  imposed  upon  our  society.  Many  of  these 
so-called  external  costs  are  easy  to  talk  about  but  difficult  to  meas- 
ure. As  a  doctor,  I  know  that  cold  hard  numbers  do  not  tell  the 
whole  story  and  that  one  cannot  dismiss  injury  and  suffering  mere- 
ly because  it  cannot  be  simply  calibrated. 

The  death  and  disease  caused  by  smoking  results  in  a  loss  of 
American  productivity,  for  example.  This  productivity  loss  has  nu- 
merous macroeconomic  consequences — for  example,  reduced  inter- 
national competitiveness.  These  are  difficult  to  quantify,  but  none- 
theless real. 

Premature  death  and  productivity  loss  would  mean  billions  of 
foregone  income  taxes  which  in  turn  might  otherwise  pay  for  na- 
tional defense,  crime  control,  environmental  protection  and  other 
needed  Federal  services.  These  hard-to-quantify  costs  are  likewise 
real. 

Each  year,  at  least  17  million  smokers  try  to  quit  but  fail.  These 
smokers  have  collectively  paid  billions  of  dollars  in  smoking  ces- 
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sation  aids  and  would  be  willing  to  pay  billions  more  to  have  their 
addiction  taken  away  from  them.  This  external  cost  is  again  hard 
to  quantify,  but  it  is  genuine. 

Some  economists  say  that  a  person  who  dies  upon  retirement 
conveniently  saves  the  Federal  pension  plans  the  costs  of  Social  Se- 
curity and  retirement  annuities.  This  notion  is  the  entire  basis  of 
the  oft-heard  slogan  that  smokers  pay  their  way.  As  a  doctor,  I  say 
this  is  not  the  kind  of  calculation  that  a  civilized  society  engages 
in. 

Two  members  of  this  committee,  including  the  chairman,  turned 
65  this  year,  and  three  others  are  already  past  the  standard  retire- 
ment age.  Economists  who  work  only  with  cold  hard  numbers 
would  say  that  society  incurs  additional  external  costs  for  each  and 
every  day  these  committee  members  survive  and  serve  our  country. 

When  Congress  considers  the  merits  of  increasing  Federal  fund- 
ing for  breast  cancer,  it  does  not  ask  itself  how  many  women  die 
from  breast  cancer  over  65.  If  it  did  so,  it  might  inquire  whether 
or  not  funding  for  breast  cancer  and  a  resultant  improvement  in 
survival  might,  in  fact,  have  an  adverse  effect  on  Social  Security 
spending. 

This  is  not  the  kind  of  calculation  our  society  engages  in.  I  do 
not  think  it  is  the  standard  on  which  to  impose  an  analysis  of  the 
cigarette  tax. 

Under  the  administration's  proposed  75  cents  per  pack  tax  on 
cigarettes,  I  estimate  that  there  would  be  at  least  4  million  fewer 
smokers.  The  adult  quitters,  as  you  heard,  will  experience  imme- 
diate, long-term  health  benefits.  The  teenagers  and  children  who 
never  start  smoking  will  add  years  to  their  life  expectancy. 

Some  opponents  of  the  administration's  proposal  have  argued 
that  an  increase  in  the  Federal  tax  will  cost  the  U.S.  economy  mil- 
lions of  jobs.  I  believe  these  claims  are  exaggerated,  and  the  basis 
for  my  argument  is  discussed  in  my  written  testimony. 

All  told,  the  $11  to  $12  billion  increase  in  net  revenues  in  1995 
derived  from  the  administration's  proposed  75  cent  per  pack  tax 
will  not  come  anywhere  near  the  total  costs,  external  or  social,  due 
to  smoking. 

In  conclusion,  I  emphasize  that,  as  a  physician,  smoking  is  fore- 
most a  health  problem  and  not  a  matter  of  cold  economical  calcula- 
tion. 

In  19  years  of  teaching  health  economics,  I  have  not  figured  out 
how  to  talk  about  health  economics  without  talking  about  health 
any  more  than  I  could  talk  about  balancing  the  defense  budget 
without  talking  about  defense. 

When  I  urge  a  patient  to  quit  smoking  before  he  has  a  fatal 
heart  attack,  when  I  explain  to  a  young  person  about  the  full  risks 
of  smoking,  I  do  not  ask  myself  whether  they  are  raising  or  lower- 
ing the  Federal  deficit  or  whether  they  are  paying  their  way.  I  just 
want  to  get  them  better. 

Thank  you. 

Mr.  Payne.  Thank  you  very  much,  Dr.  Harris. 
[The  prepared  statement  and  attachment  follow:] 
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Testimony  of 

JEFFREY  E.    HARRIS ,    M.D.,  Ph.D. 

Before  the  Committee  on  Ways  and  Means , 
U.S.    House  of  Representatives, 
In  Public  Hearings  on  the  Financing  Provisions 
Of  the  Administration's   Health  Security  Act, 
1100  Longworth  House  Office  Building,   Washington,  D.C., 
Thursday,   November   18,  1993 


I  am  a  practicing  primary-care   internist  at  the 
Massachusetts  General  Hospital   in  Boston  and  an  economics 
professor  at  the  Massachusetts    Institute  of  Technology.  I 
last  addressed  the  Committee  on  Ways   and  Means   in  Savannah, 
Georgia,    in  April,    1989,   when   I   served  as   invited  faculty  to 
the  Committee's  Annual   Issues   Seminar  on  deficit  reduction. 
My  biography  is  attached. 

I   am  here  to  testify  on  the  Administration's  proposed 
75-cent-per-pack  increase  in  the  Federal  excise  tax  on 
cigarettes.      I  am  solely  responsible   for  the  contents  of  my 
testimony,    including  any  errors   or  omissions. 


THE   HEALTH-CARE   COSTS  OF  CIGARETTE  SMOKING 

Cigarette   smoking   is   now  responsible   for  twenty  percent 
of  all  deaths   in  the  United  States   annually    [1].      As  a 
physician,    I   have  personally  witnessed  the  tragedy  of 
disability  and  death  wrought  by   smoking.      While   I  shall 
address  the  Committee  concerning  questions   of  economic  cost, 
I  emphasize  that  smoking  is   first  and  foremost  a  health 
issue.     When  we  talk  about  disease   in  dollar  terms,  we 
should  take  care   not  to  trivialize   the   human   lives   at  stake. 

From  my  review  of  past  and  ongoing  research,    I  estimate 
that  cigarette   smoking  accounts   for  8  percent  of  all  health- 
care  spending   in  the  United   States.      The   range  of 
uncertainty  in  my  estimate   is   from  4.2  percent  to  11.5 
percent    [2,3,4]  . 

If  the  Administration's   Health  Security  Act  were 
enacted  by  the  end  of  the   103rd  Congress,    then  the  States 
would  most   likely  begin  to  establish  health  alliances  in 
1995.      Accordingly,    I   have  chosen   1995   as  the  benchmark  year 
for  my  economic  calculations  below. 

By   1995,    national  health  expenditures  are  projected  to 
reach  Sl.l  trillion,    or  15.5  percent  of  GDP  [5]. 
Accordingly,    in   1995,   by  my  estimate,    the  adverse  health 
effects  of  cigarette   smoking  will  be  responsible  for  $88 
billion   in  health-care   spending,    with  an  uncertainty  range 
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of  $46  to  $127  billion  [6]. 

Cigarette  smokers  represent   13  percent  of  the  entire 
U.S.    population   (including  infants   and  children.)  Former 
smokers  make  up  another  19  percent  of  the  population. 
Sixty-three  percent  of  the  population  has  never  smoked  [7]. 
Accordingly,    under  universal  health  coverage,    I  estimate 
that   in  1995,    people  who  never  smoked  will  contribute  $55 
billion  toward  the  health-care   costs   of  cigarette  smoking. 
(The  uncertainty  range   is   from  $30  to   $80  billion).  Current 
and  former  smokers  will  pay  the   remaining   $33  billion.  (The 
uncertainty  range   is   $17   to   $47  billion.) 

With  no   intervening   increase   in  Federal  cigarette 
taxes,    I   expect   U.S.    cigarette   consumption   in   1995   to  be 
23.7   billion  packs    [8].      At   that    level   of  cigarette 
consumption,    the  health-care   financing  burden  imposed  upon 
people  who  never  smoked  would  amount  to   $2.32   per  pack  (with 
an  uncertainty  range   from  $1.27   to   $3.38  per  pack).  The 
full  health-care  costs   of   smoking,    including  those  costs 
borne  by  current  and   former  smokers,    would  amount  to  $3.71 
per  pack   (with  an  uncertainty  range   from  $1.94   to  $5.36  per 
pack ) . 


EXTERNAL  COSTS:    WARM  ECONOMICS  VERSUS   COLD  ECONOMICS 

I   have  estimated  the  health-care  costs  of   smoking  that 
are   subsidized  by  persons  who  never  smoked.      These  costs 
vastly  understate  the  total  burden  of   smoking  imposed  on  our 
society.      Many  of  these   "external"   or   "social"   costs  are 
easy  to  describe  but  difficult  to  quantify.      Some  economists 
focus   only  on  the  easy-to-measure  costs;    they  assume  that  all 
unquantif iable  costs   somehow  cancel  each  other  out.      I  call 
this  the   "cold  approach."     As  a  physician,    I  know  that  the 
cold,    hard  numbers  don't  tell  the  whole  story,    that  one 
cannot  dismiss   injury  and  suffering  merely  because   it  cannot 
be  simply  calibrated.      I  prefer  the  alternative  "warm 
approach . " 

The  death  and  disease  caused  by  smoking  results   in  a 
loss   of  American  productivity.      According  to  the  Centers  for 
Disease  Control,    in   1990,    the  death  toll   from  smoking  caused 
an  annual   loss   of   1.1  million  person  years   of   life  before 
the  age  of   65    [9].      This   loss   of  productivity  has  numerous 
macro-economic  consequences--   for  example,  reduced 
international  competitiveness--  that   are  real  but  difficult 
to  quantify. 

In  a  May   1993   report,    the  Office  of  Technology 
Assessment  estimated  that  premature  deaths   from  smoking 
(along  with  lost  work-days   and  productivity)    caused  a  loss 
of   $47.2   billion  in  personal   income   in   1990    [10].  At 
current   inflation  rates,    that   amounts'  to  $56   billion  in 
1995.      At   a   25   percent  marginal   tax   rate,    OTA ' s  estimated 
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productivity   loss  would  mean   foregone   income  taxes   of  S14 
billion,   which  might   otherwise  help  to  pay  for  national 
defense,    environmental  protection,   drug  enforcement,  crime 
control,    and  other   needed  Federal   services.      As   a  "warm" 
economist,    I  cannot  brush  aside  these  hard-to-quant if y 
external  costs  [11]. 

"Cold"    economists   assume   that   smokers   and  their 
families  privately,    rationally,    and  voluntarily  bear  the 
costs   from  smoking-related  disease  and  death.      This   is  a 
fiction  that  ignores  the  dual  reality  of  teenage  initiation 
into  cigarettes   and  adult   addiction  to  cigarettes. 

The  average  American   smoker  now  starts  regular 
cigarette  use   at   age   fifteen,    and  many  Americans  start 
before  age  ten.      Teens   and  pre-teens  typically  believe  that 
they  can  stop  at  will.      Yet  each  year,    at   least   17  million 
adult   smokers  try  to  quit  but   fail.      On  any  single  attempt 
to  quit,   the  smoker's   long-term  success   rate  may  be  as  low 
as   3   percent    [12].      Adult   cigarette   smokers  have 
cumulatively  paid  billions   of  dollars   for  all   sorts   of  over- 
the-counter  and  prescription   smoking  cessation  aids,  and 
most  market   analysts   believe   that  the  pent-up  demand  for 
such  products   is   enormous    [13].      A   "warm"  economist 
recognizes   that   current   cigarette   smokers   would  collectively 
be  willing  to  pay  billions   of   dollars   to   have  their 
addiction  taken  away   from  them.      This   external   cost   is  hard 
to  quantify,    but   again,    it   is  genuine. 

"Cold"    economists    say  that   a  person  who  dies  upon 
retirement   saves   the   Federal   purse   and  private  pension  plans 
the   costs   of   Social   Security   benefits   and  retirement 
annuities.      Warm  economists    say  that  this    is   not   the   kind  of 
calculation  that   a   civilized   society  engages    in.  Two 
members   of  this   Committee    (Reps.    Archer  and  Rostenkowski ) 
turned   65  this   past   year.      Three   other  members  (Reps. 
Houghton,    Gibbons,    and  Pickle)    have   past   the  standard 
retirement   age.      According  to  the    "cold"    approach,  society 
incurs   additional   external   costs    for   each   and   every  extra 
day  that  they   survive   and   serve   our  country. 

When  Congress   considers   the  merits   of  increasing 
Federal   funding   for  breast   cancer  prevention,    diagnosis  and 
treatment,    it  does   not   remind   itself  that  most  women  who  die 
from  breast   cancer   have   already  passed  their  sixty-fifth 
birthdays.      It  does    not   consider  whether   an   improvement  in 
breast-cancer   survival  would   impose   a  burden   on  Social 
Security  or  private   pensions.      Congress   considers  the 
funding  of  breast   cancer   research  primarily   a  matter  of 
health.      The   same   standard   should  apply  to  the  taxation  of 
cigarettes . 

Senator  Moynihan  has   proposed  a  tax  on   ammunition  to 
help   finance  the  Administration's   Health  Security  Act.  When 
Congress   considers   this   proposal,    I   hope   that   it  does  not 
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consider  the  age  distribution  of  the  victims   of  fatal 
shootings,    or  the   savings   in  external  costs  that  might 
accrue  if  septagenar ians  were  murdered.      We  should  apply  the 
same  standard  when  we  consider  measures  to  reduce  the  death 
toll  from  smoking.      No  double   standard  for  cigarette  smoking 
should  be  applied  [14]. 

During  the   fiscal  year  ending  June   30,    1993,  total 
governmental  taxes   on  cigarettes--   including  Federal,  state 
and  local  excise  taxes   as  well  as   applicable   state  sales 
taxes--  amounted  to  $0.58  per  pack   [15].      Of  this  amount 
$0.24   per  pack  represented  the  current  Federal  excise  tax. 
Accordingly,    even  with  an  additional  Federal  tax  of  $0.75 
per  pack,    I  believe  that  the  total  tax  burden  on  cigarettes 
would  fall  far  short  of   its  true   social  cost. 


OTHER  ECONOMIC   IMPACTS  OF  CIGARETTE  TAXATION 

The  Administration  has  proposed  a  7 5-cent-per-pack 
increase  in  the  Federal  excise  tax.      If  that  tax  were  fully 
reflected  in  the   retail  price  of  cigarettes,    then   I  estimate 
that  U.S.    cigarette  consumption  would  decline  about  12 
percent    [16].      Most   of  the  resulting  drop  in  smoking  rates 
would  represent  adults  quitting  smoking  and  teenagers  never 
starting.      Altogether,    there   could  be   as   many  as   4  million 
fewer  cigarette   smokers .      The   adult  quitters  will  experience 
immediate  health  benefits   in  terms   of   reduced  rates  of 
cardiovascular  disease,    and  more   long-term  benefits    in  terms 
of  reduced  rates   of  cancer  and  chronic   lung  disease    [17] . 
The  teenagers  who   never   started  will   add  years   to  their  life 
expectancy . 

Some   opponents   of   the  Administration's   proposal  have 
argued  that   an   increase   in  the   Federal   excise  tax  will  cost 
the   U.S.    economy  millions   of    jobs.      These   claims  are 
markedly  exaggerated.      For  a  full  discussion,    I   refer  the 
Committee  to  a  recent   report  by  Arthur  Andersen  Economic 
Consulting   [18].      I   attach  a  one-page   summary  of  the  Arthur 
Andersen  analysis  that  was  prepared  by  the  Coalition  on 
Smoking  OR  Health,    an   organization   representing  the  American 
Cancer   Society,    the  American   Heart  Association,    and  the 
American  Lung  Association. 

The  Committee  needs  to  understand  that  the  primary, 
direct   negative   impact   an   increase   in  the   Federal   excise  tax 
will  be  on  American  cigarette  manufacturers   and  their 
shareholders--  not   retailers   or  farmers.      The  adverse  impact 
on  cigarette  manufacturers   will  be   greater   if   the  75-cent 
tax  is   not   fully  passed  on  to  consumers. 

Cigarette  manufacturers   have   known   for  months   that  the 
Federal  tax  on  cigarettes  would  rise   from  its   current  level 
of   $0.24   per  pack  to  nearly   $1.00   per  pack.      Temporary  price 
reductions,    announced   last   spring  by  Philip  Morris   and  other 
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companies,    were   intended  partly  to   alleviate  the   impact  of 
higher  future  taxes.      During  the   first  part  of  1993, 
manufacturers'    wholesale  prices   for   king-size  cigarettes 
were  cut  by  37   cents  per  pack    [19].      The   increasing  market 
shares  of7  discount  and  generic   cigarettes  will  also  blunt 
the  price  effect  of   a  Federal  tax  increase. 

The  Treasury  Department  estimates  that  a  75-cent-per- 
pack  tax  would  net   $11  billion  in  additional  Federal  dollars 
in  the  first  year  alone.      If  the  75-cent  tax  increase  were 
fully  passed  on  to  consumers,    then   I   estimate  the  first-year 
impact  to  be  closer  to   $12   billion.      Still,    the  Treasury's 
estimate   is  within  the  margin  of  uncertainty  of  my  own 
calculations . 


CONCLUDING  REMARKS 

Some  members   of  the  Committee  may  ask:      If  we  tax 
cigarettes  because  they  are  detrimental  to  health,    then  why 
don't  we  also  tax  the   saturated   fat   in  tenderloin  beef  cuts, 
or  extra   salt   in   salted  peanuts?      But   tobacco  products   are  a 
unique   and   special   case.      As   the   First   Lady   has  testified, 
they  cause   serious   harm  when  used   exactly   as   intended.  What 
is  more,    cigarettes   are  toxic  to   all   smokers   at   every  dose. 

By  contrast,    beef   contains    important  nutrients 
including  protein   and  essential   amino   acids.  Peanuts 
contain  Vitamin  E,    for  one,    and   as    some   researchers  note, 
eating  nuts  may   help  prevent   heart   disease.      For  many 
people,    eating   saturated   fats   does    not   raise  blood 
cholesterol.      For  others,    eating   salt   does   not  cause 
hypertension    [20].      In   short,    I   do   riot   see  the  taxation  of 
tobacco  for  health  reasons   as   pushing   our   society  down  an 
inevitably  slippery  slope. 

I   have   estimated  that   in   1995,    under  universal  health 
insurance,    people  who   never   smoked  will   pay   $55  billion 
toward  the   health-care   costs   of   smoking.      This   is   one  of 
many   important,    but   less   quantifiable   external   costs  of 
cigarette  use.      The   Sll   to   $12   billion   increase   in  net 
revenues    in   1995--   to  be  derived   from  the  Administration's 
proposed  cigarette   tax   hike--  will   not   come   close  to 
covering  these   external  costs. 

Still,    I   must   again   emphasize   as   a  physician  that 
smoking   is   foremost   a  health  problem,    not   a  matter  of  cold 
economic   calculation.      Health-care   reform  is   about  saving 
lives  .      When   I   tell   one  patient   that   she   has    inoperable  lung 
cancer,    when   I   urge   another  to  quit   before   he  has   a  fatal 
heart   attack,    I   don't   ask  myself  whether  their   illnesses  are 
raising  or   lowering  the   Federal   deficit.      I    just  think  about 
getting  them  better. 
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NOTES 


1.  "Cigarette   Smoking-Att r ibut able  Mortality  and  Years 
of  Potential   Life   Lost--   United   States,  1990." 

2.  On  average,    an  adult  cigarette   smoker    (current  or 
former)    spends    20   percent  more   on   health   care  than  an  adult 
who  has  never  smoked.      This   excess   rate   of   spending  varies 
from  10  to  30  percent,    depending  on  the   source  of  data  and 
the  methods  used  by  researchers   to  compare   smokers  and 
nonsmokers,    but   in   some   studies   it   runs   as   high  as  100 
percent.        See,    for  example:      J.    Paul  Leigh  and  James  F. 
Fries,    "Health  Habits,    Health  Care  Use  and  Costs   in  a  Sample 
of  Retirees,"    Inquiry   29    (Spring   1992):    44-54;    Thomas  A. 
Hodgson,    "Cigarette  Smoking  and  Lifetime  Medical 
Expenditures,"   Milbank  Quarterly  70    (1992):    81-125;  Willard 
G.    Manning,    Emmett   B.    Keeler,    Joseph  P.    Newhouse,    et  al., 
The  Costs   of  Poor  Health  Habits    (Cambridge,    Mass.:  Harvard 
University  Press,    1991);    Dorothy  P.    Rice,    Thomas  A.  Hodgson, 
et   al.,    "The   Economic   Costs   of   the   Health  Effects  of 
Smoking,"   Milbank  Quarterly  64    (1986):    489-547;  Gerald 
Oster,    Graham  A.    Colditz,    and  N.L.    Kelly,    The  Economic  Costs 
of  Smoking  and  Benefits   of  Quitting    (Lexington,  Mass.: 
Lexington  Books,  1984). 

3.  Current   and   former   cigarette   smokers  together 
represent   half   of   all   adults.      (See:    "Cigarette  Smoking 
Among  Adults--  United  States,    1991,"   Morbidity  and  Mortality 
Weekly  Report   42    (Apr.    2,    1993):    230-33.)      If   the  average 
adult   smoker   spends    20   percent  more  than  the  average 
nonsmoker    (as   explained   in   note   2),    then  overall  smoking 
will   be   responsible   for   one-eleventh    i or   9.1   percent)    of  all 
health-care   spending  by  adults.      Put   differently,  each 
smoker   incurs    six  dollars    in   health-care   costs   for  every 
five  dollars    spent   by   a   nonsmoker.      with  equal   numbers  of 
smokers   and   nonsmokers,    the   extra  dollar   spent   by  the  smoker 
thus  constitutes   one   out  of   eleven  dollars   spent   on  health 
care.      The   same   logic   can  be  used  to  estimate  an  uncertainty 
range   for  the  proportion  of   health-care  dollars  contributed 
by  smoking.      If   the   average   smoker   spent    just    10  percent 
more  than  a   nonsmoker,    then   smoking  would  account   for  4.8 
percent   of   all   health-care   spending   among   adults;    and   if  the 
average   smoker   spent    30   percent  more   than   a   nonsmoker,  then 
smoking  would  account   for   13.0   percent   of   all  health-care 
spending   among   adults . 

4 .  Health-care   spending   among  persons   aged   19   years  or 
more   accounts    for  an   estimated   38.4   percent   of   all  personal 
health  care   spending.       (See:    Daniel   R.    Waldo,    Sally  T. 
Sonnefeld,    David  R.    McKusick,    and  Ross   H.    Arnett ,  II, 
"Health  Expenditures  by  Age  Group,    1977   and   1987,"  Health 
Care  Financing  Review   10    (Summer   1989):    111-120,    Table  3.) 
Accordingly,    if   smoking  accounts   for   9.1'  percent  of  health 
care   costs    in   adults    (as   explained   in   note   3),    then  it 
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accounts   for   3.0   percent   of   health-care   costs   in  the  entire 
population.      This  estimate   ignores  the  costs   imposed  on  the 
unborn  and  on  infants   and  children  by  mothers  who  smoke,  and 
therefore  understates   the  total   costs   attributable  to 
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2030,"    Health  Care   Financing  Review   14    (Fall   1992):  1-29. 
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cigarette   smoking  was   responsible   for   $20.8   billion  in 
health-care  costs   in   1990.      (See:    "Statement   of  Roger 
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above)    typifies    "cold"    economic  analysis:      "For  any  given 
level  of  national  defense,    the  earlier  mortality  of  smokers 
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TOBACCO,  HEALTH  AND  JOBS:  AN  OVERVIEW  OF  ARTHUR  ANDERSEN'S 
REVIEW  OF  THE  TOBACCO  INSTITUTE'S  JOB  LOSS  ESTIMATES 

Arthur  Andersen  Economic  Consulting  has  reviewed  the  Tobacco  Institute's  estimates  of  the 
number  of  jobs  that  would  be  lost  if  tobacco  taxes  were  increased  and  found  the  estimate  grossly 
inflated  and  unreliable.  The  actual  number  of  jobs  affected  would  be  a  small  fraction  of  the 
number  cited  by  the  Tobacco  Institute. 

The  job  loss  estimates  widely  cited  in  the  media  are  entirely  the  work  of  the  Tobacco 
Institute.  In  making  its  estimates,  the  Tobacco  Institute  has  mis-used  data  produced  by  Price 
Waterhouse,  and  created  the  false  impression  among  many  that  Price  Waterhouse  itself  has 
produced  or  concurred  in  the  job  loss  estimates.  This  is  not  true.  Arthur  Andersen  finds: 

o  The  number  of  jobs  dependent  on  tobacco  is  far  fewer  than  the  2.3  million  claimed  by 
the  Tobacco  Institute.  Of  that  2.3  million,  only  11  percent,  or  259,616.  actually  involve 
growing,  warehousing,  manufacturing,  or  wholesaling  tobacco  products. 

o  Of  the  2.3  million  jobs  claimed  by  the  Tobacco  Institute  to  be  dependent  on  tobacco,  1.6 
million  ~  more  than  two-thirds  of  the  total  —  are  in  sectors  of  the  economy  that  have  no 
relation  at  all  to  tobacco. 

o  The  Tobacco  Institute's  calculations  fail  to  take  into  account  thousands  of  tobacco  sector 
jobs  already  lost  because  of  actions  of  tobacco  manufacturers  even  without  a  tax  increase. 

o  The  Tobacco  Institute's  estimates  are  based  on  the  false  premise  that  money  not  spent  on 
tobacco  products  because  of  a  tax  increase  will  disappear  from  the  economy.  This 
money  will  not  disappear:  it  will  be  re-directed  to  other  sectors  of  the  economy,  creating 
comparable  employment  and  business  opportunities  outside  the  tobacco  industry. 

o  The  Tobacco  Institute  calculations  fail  to  take  into  account  the  percentage  of  American 
tobacco  that  is  exported.  Tobacco  exports  will  not  be  affected  by  a  tax  increase. 

o  The  Tobacco  Institute  does  not  account  for  major  price  reductions  on  cigarettes  in  the 
past  few  months,  which  would  partially  offset  any  price  increases  from  tobacco  taxes. 

o  The  Tobacco  Institute  measures  the  impact  of  a  price  increase  using  a  formula 
inconsistent  with  research  and  experience  in  the  U.S.  and  other  countries.  The  actual 
decrease  in  tobacco  use  will  be  smaller. 

o  Nowhere  in  either  the  Price  Waterhouse  or  Tobacco  Institute  reports  are  the  lost 
productivity  and  health  care  costs  caused  by  tobacco  consumption  included.  The 
government  conservatively  estimates  these  costs  at  $68  billion  per  year. 
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Mr.  Payne.  Mr.  Sundquist. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

I  would  say  to  Dr.  Harris — not  as  argument  at  all — only  to  re- 
mind you  we  are  here  as  a  Ways  and  Means  Committee  to  finance 
the  provisions  of  the  administration's  Health  Security  Act.  That  is 
not  to  diminish  your  arguments  or  the  intensity  of  your  arguments. 
What  we  are  trying  to  do  is  figure  out  ways,  if  the  Clinton  health 
care  package  passes,  how  it  is  funded. 

I  think  it  is  legitimate  to  talk  about  whether  or  not  the  funding 
we  plan  on,  of  a  cigarette  tax,  a  tobacco  tax,  will  be  there  to  fund 
the  bill.  That  doesn't  mean  with  any  harshness  or  any  not  caring 
that  we  are  looking  at  the  dependability  of  the  tax.  There  are  com- 
mittees in  the  Congress  that  do  deal  with  this. 

It  seems  to  me  if  you  have  a  taxing  mechanism  to  fund  the 
health  care  bill,  the  taxing  mechanism  depends  upon  cigarettes, 
and  what  we  are  really  saying  to  people  is  smoking  can  support  na- 
tional health  care. 

What  I  am  looking  at  is  trying  to  figure  out  how  we  can  fund  the 
health  care  package.  That  is  not  to  diminish  your  arguments  or  the 
intensity  of  what  you  are  saying. 

I  would  say,  Dr.  Connolly,  in  your  testimony,  you  state  there  are 
approximately  10  million  smokeless  tobacco  consumers.  What  is  the 
basis  for  that  number? 

Dr.  Connolly.  That  is  the  CDC  Behavioral  Risk  Factor  Survey 
of  1990. 

Mr.  Sundquist.  The  CDC  survey  I  saw  conducted  earlier  this 
year  listed  the  number  of  consumers  at  5.3  million. 
Dr.  Connolly.  This  was  use  during  the  past  month. 
Mr.  Sundquist.  What? 

Dr.  Connolly.  Use  during  the  past  month.  That  is  daily  users. 
The  daily  users  is  5.3  million. 
Mr.  Sundquist.  What  is  yours? 
Dr.  Connolly.  Use  during  the  past  month. 
Mr.  Sundquist.  Occasional?  It  is  not  daily?  Occasional  users? 
Dr.  Connolly.  Use  during  the  past  month? 
Mr.  Sundquist.  Once,  maybe? 
Dr.  Connolly.  Yes. 

Mr.  Sundquist.  You  do  not  disagree  instead  of  10  million,  the 
users — closer  to  5.3  million,  regular  users? 
Dr.  Connolly.  Daily  users,  yes. 

Mr.  Sundquist.  I  just  want  to  be  sure  I  am  getting  the  informa- 
tion correctly.  You  said  the  use  of  oral  snuff  among  young  males 
has  soared.  What  is  the  basis  for  that  comment? 

Dr.  Connolly.  Again,  looking  at  a  1970  survey,  prevalence  of 
use  was  approximately  2  percent  in  1970.  In  1985,  a  survey  indi- 
cated an  eightfold  increase  in  use  of  oral  snuff  users  among  males 
between  the  ages  of  17  and  19. 

Mr.  Sundquist.  Are  you  familiar  with  the  Healthy  People  2000 
report  released  by  HHS  recently? 

Dr.  Connolly.  I  haven't  read  the  document. 

Mr.  Sundquist.  As  I  understand  it,  the  report  talks  of  a  decrease 
in  smokeless  tobacco  usage  by  12-  to  17-year-old  males  between 
1987,  of  6.6  percent  and  1991,  of  5.3  percent.  The  1991  reported 
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usage  of  5.3  percent  is  close  to  the  reports  targeted  on  usage  rate 
for  the  year  of  2000  which  was  4  percent. 

In  fact,  it  is  improving  if  that  is  the  case  in  

Dr.  Connolly.  If  you  look  at  the  University  of  Michigan  num- 
bers, it  looks  at  high  school  seniors  

Mr.  Sundquist.  I  want  to  ask  you  about  this  one.  Do  you  agree 
on  that  basis  it  is  decreasing? 

Dr.  Connolly.  Use  of  smokeless  tobacco  among  senior  high 
school  males  has  been  flat  since  1986.  It  hasn't  gone  down. 

Mr.  Sundquist.  Let  me  ask  the  question.  Based  on  the  Healthy 
People  2000  review,  where  it  has  gone,  where  I  said  6.6  percent  to 
5.3  percent,  that  would  indicate  a  decrease,  would  it  not? 

Dr.  Connolly.  Again,  that  is  daily  use.  The  use  is  down  1  per- 
cent in  that  survey.  If  you  look  at  the  confidence  interval  for  that 
survey,  use,  at  least  on  daily  use  rates,  are  flat,  not  down.  If  you 
look  at  the  Michigan  data,  looking  at  male  high  school  seniors,  use 
is  again  flat,  and  hasn't  changed  since  1986. 

The  big  jump  we  saw  was  between  1970  and  1985  where  we  saw 
an  eightfold  increase  in  use  among  males  17  through  19.  Since 
then,  it  has  flattened.  It  is  flat  for  that  age  group.  That  is  not  ac- 
ceptable. We  would  like  to  see  that  rate  go  down. 

Mr.  Sundquist.  I  am  quoting  from  views  in  the  past  month  that 
shows  a  decrease. 

Dr.  Connolly.  Your  reporting  of  a  1  percent  decrease  from  6.6 
to  5.3,  if  you  look  at  your  confidence  interval,  that  is  not  large 
enough  to  say  there  is  a  decline.  Use  is  flat.  I  come  back  to  the 
point,  and  in  part  it  is  a  company  that  brings  in  200  college  reps 
on  college  campuses  to  market  to  college  students  in  the  1980s.  We 
saw  a  soaring  in  use  from  1970  to  1985.  Things  are  flat  because 
we  banned  TV  advertising  in  1986.  Still  we  can  do  better. 

Mr.  Sundquist.  If  I  can  reclaim  my  time?  What  I  am  saying  is 
your  testimony  is  misleading — let  me  continue — if  you  say  there 
are  10  million  tobacco  consumers,  you  are  talking  about  occasional 
consumers,  not  daily  consumers. 

Might  you  indulge  me  for  a  minute,  Mr.  Chairman?  I  would  like 
to  ask  Mr.  Behney,  if  he  would,  we  are  here — to  talk  about  taxes 
for  the  health  care  package,  right?  I  just  wonder  why  you  are  here 
from  OTA? 

Mr.  Behney.  As  a  matter  of  fact,  I  was  hoping  to  get  a  chance 
to  not  necessarily  distance  myself  from  the  sentiments  that  the  rest 
of  the  panel  was  expressing  but  to  point  out  that  the  Office  of  Tech- 
nology Assessment  as  a  congressional  agency  is  not  taking  a  stand 
on  legislation  here  today,  whether  increasing  the  excise  tax  or  not, 
or  any  comment  on  the  politics  or  the  desirability  of  it.  We  were 
asked  just  to  report  on  the  study  we  did  on  the  economic  and  mor- 
tality morbidity  effects  from  smoking.  Just  for  the  record,  I  was 
happy  to  have  the  opportunity. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

Again,  let  me  reiterate  what  I  have  said.  I  think  the  testimony 
has  said  earlier  that  the  tobacco  industry  is  willing  to  pay  a  portion 
of  the  costs.  They  do  not  want  to  be  put  out  of  business  in  the  proc- 
ess. The  question  today  is  how  do  we  pay  for  the  health  care  pack- 
age. Is  it  a  kind  of  dependable  income  streamflow  to  pay  for  it  that 
we  can  depend  on  in  the  outyears? 
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I  have  overgone  my  time.  I  apologize.  Thank  you. 
Mr.  Payne.  Thank  you,  Mr.  Sundquist. 
Mr.  Andrews. 

Mr.  Andrews.  That  is  not  just  the  only  question.  That  is  not  just 
the  only  question  today.  That  is  what  these  gentlemen  came  here 
to  testify  about  today.  One  of  the  issues  that  we  are  talking  about 
today  is  what  kind  of  revenue  stream  tobacco  taxes  would  mean. 

There  is  no  question  in  anybody's  mind  that  if  you  raise  the  to- 
bacco taxes,  thank  goodness,  thousands  of  young  teenage  children 
will  not  start  smoking.  That  is  one  of  the  reasons  to  raise  tobacco 
taxes. 

Yes,  the  revenue  stream  is  diminished.  But  this  tax  is  a  twofer. 
A  twofer  because  it  does  raise  revenue  to  help  contribute  to  health 
care  costs.  There  is  no  question  about  that.  We  can  debate  the 
amount  of  dollars  it  raises.  No  one  is  asking  tobacco  to  bear  all  the 
burden  of  health  care,  only  that  they  offset  some  of  the  costs  that 
all  taxpayers  are  having  to  pay  to  take  care  of  all  the  men  and 
women  in  this  country  that  become  sick  and  die  from  using  tobacco 
products. 

That  is  the  issue  here.  It  is  health  care  and  revenue.  It  is  not 
one  and  not  the  other.  That  is  what  these  gentlemen,  I  think,  are 
trying  to  stress. 

I  want  to  just  bring  this  chart  back.  Maybe  the  panelists  might 
want  to  comment  on  it.  There  may  be  some  diminution  of  smoking 
in  this  country.  Look  where  the  trend  is,  Don.  It  is  teenage  chil- 
dren, boys  and  girls.  Half  of  all  the  new  smokers  every  day  are 
under  12  or  13  years  of  age. 

That  is  what  we  are  concerned  about  as  Members  of  Congress, 
health  care.  That  is  what  these  gentlemen,  I  believe,  are  trying  to 
express  to  the  committee:  Tobacco  is  a  killer.  A  thousand  Ameri- 
cans die  every  day. 

If  a  new  product  were  to  be  introduced  today  in  this  country,  and 
these  gentlemen  were  to  tell  us  that  in  30  years  after  its  introduc- 
tion 1,000  Americans  were  going  to  die  using  it  every  single  day, 
that  it  would  cost  taxpayers  $24  billion  a  year,  that  the  new  people 
that  took  up  the  product  would  be  children,  not  adults,  not  people 
that  are  our  age,  kids  would  be  the  target  of  the  tobacco  industry — 
they  may  say  thev  are  trying  to  get  you  to  switch  brands,  but  the 
truth  is  most  of  the  new  smokers,  90  percent,  are  teenagers.  Fifty 
percent  are  young  teenagers,  the  most  fragile,  kids,  people  in  our 
society  today. 

Mr.  Sundquist.  Would  you  yield? 

Mr.  Andrews.  That  is  what  this  debate  is  all  about.  I  would  be 
glad  to  yield.  I  would  like  to  hear  the  gentleman  comment  on  his 
view  of  the  health  impacts  of  tobacco  use. 

Mr.  Sundquist.  I  appreciate  the  gentleman  yielding.  You  may 
have  your  own  reasons.  You  may  have  your  own  constituency  for 
making  this  a  hearing  on  tobacco.  That  is  up  to  the  gentleman.  I 
respect  that.  You  have  long  been  a  spokesman  for  that  cause. 

There  is  plenty  of  time  and  plenty  of  occasions  in  this  Congress 
to  talk  about  whether  health  care — about  tobacco,  and  what  the 
harm  is,  of  those  kinds  of  things.  The  gentleman  has  plenty  of  fo- 
rums to  do  that. 
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This  is  not  an  occasion  to  try  tobacco.  It  is  not.  You  can  talk 
about  what  it  costs.  You  can  talk  about  the  social  implications,  and 
you  have — you  make  eloquent  arguments.  But  the  fact  is  this  is  the 
Ways  and  Means  Committee  on  Financing  Provisions  of  the  admin- 
istration's Health  Care  Act.  I  think  it  is  a  legitimate  question  to 
ask  if  you  fund  a  health  care  package  on  the  basis  of  a  tax  that 
is  going  to  diminish.  I  don't  think  that  that  is  an  unreasonable 
question  to  ask. 

Mr.  Andrews.  Not  at  all.  If  I  may  reclaim  my  time,  I  would  just 
add  that  we  are  here  not  just  to  talk  about  revenue  streams.  We 
are  here  to  talk  about  health  care,  financing  the  President's  health 
care  bill  and  why  and  who  should  pay.  The  reason  these  gentlemen 
are  here  today  is  to  talk  about  the  unbelievable  health  impact  to- 
bacco usage  costs  taxpayers  and  costs  society  all  in  the  context  of 
health  care. 

I  really  want  to  thank  all  of  you  for  being  here.  I  appreciate  very 
much  your  testimony. 

I  have  a  few  minutes  left.  Dr.  Connolly,  Dr.  Harris,  do  you  want 
to  add  anything  to  this  discussion? 

Dr.  Connolly.  I  would  add  Canada,  when  they  reformed  the 
health  care  system,  they  passed  policies  to  reduce  alcohol,  tobacco 
use.  I  have  a  friend  in  Canada  who  said  he  wanted  to  go  out  to 
buy  a  case  of  beer  and  carton  of  cigarettes,  but  he  didn't  have  a 
hundred  bucks,  so  he  took  his  kids  to  the  hockey  game. 

If  we  are  going  to  reform  the  health  care  system,  we  have  to  im- 
prove health  status.  If  we  have  to  use  a  tax  to  do  this,  then  we  as 
a  society  have  an  obligation  to  do  that.  To  just  pay  for  lung  cancer 
and  not  prevent  cancer  in  the  first  place  is  a  waste  of  very  scarce 
dollars. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

Mr.  Payne.  Mr.  Houghton. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

A  couple  of  questions.  I  guess  the  first  one.  Dr.  Harris,  on  your 
testimony,  page  3,  you  talk  about  cold  economists  and  say  a  person 
who  dies  upon  retirement  saves  the  Federal  pension  plans  the  cost 
of  Social  Security  benefits.  Then  you  say  society  incurs  additional 
external  costs  for  each  and  every  extra  day  they  survive  and  serve 
our  country.  I  happen  to  be  one  of  those  people  over  65.  Maybe 
some  day  I  will  be  sitting  where  you  are  sitting  and  talking  about 
you  as  somebody  over  65. 

The  issue  I  would  like  to  get  at  is  something  with  Dr.  Connolly. 
I  happen  to  agree  with  the  general  thrust  of  what  you  said.  Clear- 
ly, there  is  a  health  hazard  here.  It  is  clearly  something  we  have 
to  get  at.  Clearly,  this  is  the  time  to  do  it  when  you  talk  about  the 
overall  mega-health  program. 

But  Dr.  Connolly,  I  see  a  pretty  vituperative  pointed  approach  of 
yours  in  pointing  out  one  tobacco  company.  As  a  matter  of  fact,  if 
I  remember  correctly— because  I  have  a  member  of  my  family  who 
works  for  one  of  the  cigarette  companies — you  said  in  an  article  in 
Business  Week,  "I  am  going  to  kill  the  United  States  tobacco  com- 
pany," is  that  right? 

Dr.  Connolly.  You  know,  I  testified  in  Ireland  with  that  com- 
pany a  few  years  ago.  I  told  

Mr.  Houghton.  Is  that  right? 
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Dr.  Connolly.  I  don't  remember  saying  that.  As  I  said  

Mr.  Houghton.  Business  Week,  March  17,  1986. 

Dr.  Connolly  [continuing].  In  our  country,  not  in  Ireland,  some 
of  the  reporters  sometimes  use  alarmist  statements.  That  article 
led  off  by  saying  the  only  people  who  use  this  product  are  15  year 
olds.  That  one  product,  oral  snuff,  has  increased  15  percent  in  sales 
over  the  last  few  years  while  chewing  tobacco  is  down,  cigarette 
sales  are  down.  That  company  has  90  percent  of  the  market. 

A  lot  of  that  market  is  youngsters.  Their  mouths  are  chemical 
time  bombs. 

Mr.  Houghton.  Did  you  say  that? 

Dr.  Connolly.  Yes.  Again  

Mr.  Houghton.  Thank  you  very  much. 

Mr.  Payne.  In  the  amount  of  time  we  have  left,  let  me  just  ask 
I  guess  a  question  of  Dr.  Connolly,  if  I  might.  Dr.  Connolly,  you 
said  in  your  statement,  we  have  been  talking  today  a  lot  about 
youth  and  the  use  of  tobacco.  The  most  effective  tool  to  curb  use 
among  youths  is  higher  taxes. 

Is  there — when  you  talk  about  youth,  what  age  are  you  speaking 
of  as  you  make  that  statement? 

Dr.  Connolly.  Mr.  Payne,  if  I  may,  I  would  like  to  refer  to  Dr. 
Harris  who  has  done  research  on  price  effects  of  tobacco  use  by 
youths.  He  is  in  a  better  position  to  respond  to  that. 

Dr.  Harris.  Could  you  rephrase  the  question? 

Mr.  Payne.  The  question  basically  was  I  think  the  statement  of 
Dr.  Connolly  in  his  testimony  was  the  most  effective  tool  to  curb 
use  among  youth  is  higher  taxes.  I  guess  my  question  was  when 
we  talk  about  youth  as  relates  to  higher  taxes,  what  age  are  we 
speaking  of? 

Dr.  Harris.  Studies  of  teenage  response  to  increased  prices  of 
cigarettes  usually  have  focused  on  children  and  teens  in  the  age 
range  of  about  12  to  18  ordinarily  because  that  is  what  information 
is  available. 

There  are  other  studies  of  smaller  scale  among  children.  In  gen- 
eral, it  is  the  case  that  children  have  a  much  smaller  cash  flow 
than  their  parents.  In  most  products,  most  consumer  items,  espe- 
cially, children  are  going  to  be  more  price  sensitive  than  adults  are. 
The  fact  that  such  a  finding  has  been  found  in  the  case  of  ciga- 
rettes is  of  little  surprise,  although  some  teenagers  do  get  ciga- 
rettes when  their  parents  buy  them  in  a  supermarket.  There  is  still 
a  lot  of  illegal  purchase  in  vending  machines  and  over  the  counter. 
It  makes  a  lot  of  common  sense  that  teenagers  would  be  more  price 
sensitive  than  adults. 

Mr.  Payne.  You  are  saying  the  age  then,  there  is  no  specific  age. 
It  is  just  youth? 

Dr.  Harris.  Nationally  based  data  studies  by  economists  would 
range  from  about  12  to  18. 

Mr.  Payne.  Thank  you  very  much. 

I  want  to  thank  this  panel  for  your  testimony.  We  appreciate  it 
very  much.  We  are  going  to  take  a  short  recess  because  we  have 
a  vote  that  we  have  to  make. 

The  next  panel,  if  you  would  come  forward,  we  will  be  ready  to 
start  again  in  a  few  moments. 

Thank  you. 
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[Recess.] 

Mr.  Payne.  The  committee  will  be  in  order. 

I  want  to  welcome  the  next  panel.  We  have  with  us  the  mayor 
of  the  city  of  Danville.  We  have  the  Tobacco  Institute;  the  Federa- 
tion of  Southern  Cooperatives,  Tobacco  Growers  Information  Com- 
mittee, Inc.;  and  the  Virginia  Farm  Bureau. 

Our  first  witness  is  the  great  mayor  of  the  great  city  of  Danville, 
good  friend  of  mine,  and  a  very  good  mayor,  Hon.  Seward  Ander- 
son. 

Seward. 

STATEMENT  OF  HON.  F.  SEWARD  ANDERSON,  JR.,  MAYOR, 
CITY  OF  DANVILLE,  VA. 

Mr.  Anderson.  Thank  you,  Mr.  Payne,  and  I  certainly  hope  I  can 
live  up  to  that  billing. 

Mr.  Chairman  and  members  of  the  committee,  I  am  the  mayor 
of  the  city  of  Danville,  Va.,  a  small  city  in  a  largely  rural  area  of 
south  side  Virginia.  And  I  am  deeply  gratified  for  the  opportunity 
to  speak  before  you  this  afternoon. 

This  year,  49.7  million  pounds  of  tobacco  were  sold  on  Danville 
warehouse  floors  for  $85.3  million.  Danville  sells  fully  one-half  of 
all  flue-cured  tobacco  grown  in  Virginia.  It  is  the  second  largest 
market  in  the  Nation.  These  are  not  statistics  meant  to  impress 
you  with  anything  other  than  the  fact  that  Danville,  Va.,  its  53,000 
inhabitants,  and  the  150,000  or  so  people  who  live  in  that  area,  are 
in  large  measure  dependent  upon  the  tobacco  crop  for  their  liveli- 
hood. 

Because  tobacco  production  and  manufacture  is  primarily  located 
in  the  South,  Danville  and  her  sister  cities  in  the  tobacco  belt  can 
expect  an  unemployment  loss — employment  loss,  rather,  of  350  per- 
cent greater  than  the  Nation  as  a  whole  as  a  result  of  the  proposed 
tax.  Combine  that  with  the  corresponding  loss  of  State  tobacco  tax 
revenue,  and  where  does  that  place  my  constituents?  In  a  very 
deep  hole. 

Unemployment  will  be  up  substantially,  social  services  will  be 
hard-pressed  to  fulfill  their  mission,  property  assessment  and  tax 
revenue  down,  sales  tax  revenue  down,  meals  tax  revenue  down, 
personal  property  tax  revenue  down.  And  if  you  think  for  one  mo- 
ment that  this  will  escape  the  notice  of  Moody's  and  Standard  & 
Poor's,  please  think  again.  Danville's  bond  rating  will  surely  suffer 
and  borrowing  costs  will  increase.  Capital  projects  will  be  post- 
poned, schools  will  not  be  built,  bridges  will  go  unrepaired,  utility 
extension  and  repairs  will  go  unfunded. 

Ladies  and  gentlemen,  this  is  not  conjecture.  Our  bond  rating 
was  reduced  in  1984  when  the  rating  agencies  determined  that  we 
were  too  dependent  on  textiles  and  textiles  were  categorized  as  a 
mature  industry.  Just  as  frightening,  perhaps  more  so,  is  the  effect 
that  all  these  revenue  losses  will  have  on  our  intergovernmental 
relationship. 

A  State  legislature  hard-pressed  for  revenue  will  not  show  the  lo- 
calities mercy.  The  unfunded  mandates  that  have  plagued  us 
through  the  1980s  and  1990s  will  continue,  and  the  policy  of  shift- 
ing the  State's  burdens  to  the  localities  and  shafting  the  local  gov- 
ernments will  only  accelerate.  Will  the  edicts  of  the  EPA,  the  State 
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Water  Control  Board,  the  Department  of  Waste  Management  sud- 
denly no  longer  apply  due  to  hardship?  I  think  we  all  know  the  an- 
swer to  that  one. 

As  a  council  member  and  as  a  mayor  I  have  been  a  party  to  nu- 
merous tax  and  rate  increases.  They  have  taken  every  form  allow- 
able by  State  constitution  and  city  code.  They  have  crossed  ethnic, 
racial  and  economic  lines.  They  have  affected  homeowners,  busi- 
ness owners,  renters,  users,  the  good,  the  bad  and  the  ugly.  You 
name  it,  we  probably  taxed  it,  if  we  had  the  authority.  Notwith- 
standing all  of  these  increases,  I  have  led  the  voting  in  the  last 
three  elections. 

How  can  this  be  in  such  a  conservative  city  as  Danville?  I  feel 
it  is  in  great  measure  due  to  our  philosophy  of  taxation.  It  rests 
firmly  on  two  tenets.  It  must  be  absolutely  inescapable.  And  sec- 
ondly and  more  importantly,  it  must  be  fair.  In  every  public  hear- 
ing we  have  had,  ever,  regarding  taxation  or  public  policy,  my  con- 
stituents stress  to  a  person.  Please  be  fair.  Raise  additional  reve- 
nue if  you  must,  just  be  fair  in  the  application.  Fairness  is  what 
we  ask  today. 

One  of  the  roles  of  government  is  to  protect  the  few  from  the 
many.  The  tobacco  farmer  and  the  communities  that  rely  on  them 
and  their  product  are  certainly  the  few.  And  they  need  your  help. 

Ladies  and  gentlemen,  I  do  not  smoke,  I  do  not  chew,  I  do  not 
dip.  However,  the  tax  proposal  under  consideration  will  affect  me 
and  every  non smoker  in  Danville  much  worse  than  the  chain  smok- 
er in  Newark  or  the  chewer  in  Tulsa.  They  will  simply  pay  with 
money.  We  will  pay  with  lost  jobs,  lost  farms,  lost  businesses  and 
lost  dreams.  And  each  of  you  know  that  I  speak  the  truth.  The  so- 
called  luxury  tax  on  yachts  did  little  to  increase  tax  revenue,  but 
did  significant  harm  to  those  employed  in  the  industry. 

As  I  mentioned  earlier,  I  do  not  use  tobacco  products.  But  I  do 
enjoy  the  benefits  of  this  Nation's  health  care  providers,  the  insur- 
ance companies  that  assist  in  payment,  as  well  as  the  peace  of 
mind  that  accompanies  good  health.  If  we  are  to  extend  health  care 
benefits  to  the  37  million  Americans  who  are  currently  without 
health  insurance,  allow  me  to  help.  If  we  are  to  ensure  the  health 
of  Americans  yet  to  be  born,  allow  me  to  help. 

I  beg  you  to  enlarge  the  scope  of  your  revenue  source.  If  we  as 
a  nation  do  in  fact  feel  the  pain  of  our  fellow  man,  then  certainly 
we  do  not  want  to  be  party  to  inflicting  further  pain  upon  this  Na- 
tion's tobacco  farmers  and  the  cities  such  as  my  Danville,  whose  ex- 
istence is  dependent  upon  them. 

I  do  not  advocate  no  tax.  Rather,  tax  equity.  A  burden  shared  is 
a  burden  lightened.  Let  me  share.  Let  millions  of  other  Americans 
eager  to  improve  our  health  care  system  share.  Let  us  seek  a 
broader-based  solution  to  our  problem. 

With  apologies  to  William  Jennings  Bryan,  I  implore  you,  please 
do  not  press  down  upon  the  brow  of  my  people  this  crown  of  thorny 
taxes.  Please  do  not  crucify  us  upon  a  cross  of  golden  leaf. 

Thank  you. 

[The  prepared  statement  follows:] 
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PRESENTATION  OF 
F.    SEWARD  ANDERSON,  JR. 
MAYOR  OF  THE  CITY  OF  DANVILLE,  VIRGINIA 
BEFORE  THE  WAYS  AND  MEANS  COMMITTEE 
UNITED  STATES  CONGRESS 
NOVEMBER  18,  1993 


MR.    CHAIRMAN,    LADIES  AND  GENTLEMEN  OF  THE  COMMITTEE,    I  AM  SEWARD 
ANDERSON,   MAYOR  OF  THE  CITY  OF  DANVILLE,   VIRGINIA  —  A  SMALL  CITY  IN 
A  LARGELY  RURAL  AREA  OF  SOUTHSIDE  VIRGINIA.      I  AM  DEEPLY  GRATIFIED 
FOR  THE  OPPORTUNITY  TO  SPEAK  WITH  YOU  TODAY.     WE,    IN  DANVILLE,  ARE 
VERY  PROUDLY  CELEBRATING  OUR  2  00TH  YEAR  AS  A  CITY.      BEFORE  WE  WERE  A 
CITY  WERE  A  WEIGHING  AND  INSPECTION  STATION  FOR  TOBACCO.      THE  AUCTION 
SYSTEM  USED  THROUGHOUT  THE  TOBACCO  INDUSTRY  WAS  DEVELOPED  IN 
DANVILLE .      THE  NATION'S  SECOND  LARGEST  TOBACCO  PROCESSING  COMPANY, 
DIBRELL  BROTHERS,    INC.,    IS  LOCATED  IN  DANVILLE  AND  THE  CITY'S  NUMBER 
ONE  RADIO  STATION'S  CALL  LETTERS  STAND  FOR  WORLD'S  BEST  TOBACCO 
MARKET. 

AS   OF  THIS  MORNING,    4  9.7  MILLION  POUNDS  OF  TOBACCO  HAD  BEEN  SOLD  ON 
DANVILLE  WAREHOUSE  FLOORS  FOR  THIS  SEASON  —  FOR  $85.3  MILLION 
DOLLARS.      DANVILLE  SELLS  FULLY  ONE-HALF  OF  ALL  FLUE-CURED  TOBACCO 
GROWN  IN  VIRGINIA  AND  IS  THE  SECOND  LARGEST  MARKET  IN  THE  NATION. 
THESE  ARE  NOT  STATISTICS  MEANT  TO  IMPRESS  YOU  WITH  OR  ANYTHING  OTHER 
THAN  THE  FACT  THAT  DANVILLE,   VIRGINIA  —  ITS  53,000  RESIDENTS  AND  THE 
150,000  OR  SO  PERSONS  LIVING  IN  THE  IMMEDIATE  AREA  —  ARE  IN  VERY 
LARGE  MEASURE,    DEPENDENT  ON  THE  TOBACCO  CROP  FOR  THEIR  LIVELIHOOD. 

THE  FEDERAL  EXCISE  TAX  ON  CIGARETTES  HAS  INCREASED  200%   SINCE  1982, 
WHILE  THE  CPI  HAS  ADVANCED  ONLY  47%.      THE  LATEST  INCREASE  WENT  INTO 
EFFECT  JANUARY   1,    1993.      THIS  YEAR!      USING  FIGURES  TAKEN  FROM  A  1992 
PRICE  WATERHOUSE  STUDY,   A  75  CENTS  PER  PACK  INCREASE  ON  CIGARETTES 
WOULD  CAUSE  A  12%  DROP  IN  CIGARETTE  SALE  NATIONALLY.      THIS  12% 
DECREASE  IN  SALES  TRANSLATES  INTO  NEARLY  82,000  TOBACCO  SECTOR  JOBS 
BEING  LOST. 

BECAUSE  TOBACCO  PRODUCTION  AND  MANUFACTURE  IS  PRIMARILY  LOCATED  IN 
THE  SOUTH,    DANVILLE  AND  HER  SISTER  CITIES  IN  THE  TOBACCO  BELT  CAN 
EXPECT  AN  EMPLOYMENT  LOSS  OF  3  50%  GREATER  THAN  THE  NATION  AS  A  WHOLE. 
COMBINE  THAT  WITH  A  CORRESPONDING  LOSS  OF  STATE  TOBACCO  TAX  REVENUE, 
AND  WHERE  DOES  THAT  PLACE  MY  CONSTITUENTS?   IN  A  VERY  DEEP  HOLE  — 
THAT'S  WHERE !      UNEMPLOYMENT  UP  SUBSTANTIALLY,    SOCIAL  SERVICES  HARD 
PRESSED  TO  FULFILL  THEIR  MISSION,    PROPERTY  ASSESSMENTS  AND  TAXES 
DOWN,    SALES  TAX  REVENUE  DOWN,   MEALS  TAX  REVENUE  DOWN  AND  PERSONAL 
PROPERTY  TAX  DOWN.     AND  IF  YOU  THINK  FOR  ONE  MINUTE  THIS  WILL  ESCAPE 
THE  NOTICE  OF  MOODY'S  AND  STANDARD  AND  POORS  —  THINK  AGAIN. 
DANVILLE'S  BOND  RATING  WILL  SURELY  SUFFER  AND  BORROWING  COST  WILL 
INCREASE.      CAPTIAL  PROJECTS  WILL  BE  POSTPONED,    SCHOOLS  WILL  NOT  BE 
BUILT,    BRIDGES  WILL  GO  UNREPAIRED,   UTILITY  EXTENSIONS  AND  REPAIRS 
WILL  GO  UNFUNDED.      THIS  IS  NOT  CONJECTURE.      OUR  RATING  WAS  REDUCED  IN 
1984  TO  A  WHEN  THE  RATING  AGENCIES  DETERMINED  WE  WERE  TOO  DEPENDENT 
ON  TEXTILES,   AND  TEXTILES  WERE  CATEGORIZED  AS  A  MATURE  INDUSTRY. 

JUST  AS  FRIGHTENING,    PERHAPS  MORE  SO,    IS  THE  EFFECT  ALL  THESE  REVENUE 
LOSSES  WILL  HAVE  ON  OUR  INTERGOVERNMENTAL  RELATIONSHIP.      A  STATE 
LEGISLATURE  HARD  PRESSED  FOR  REVENUE  WILL  NOT  SHOW  THE  LOCALITIES 
MERCY.      THE  UNFUNDED  MANDATES  THAT  HAVE  PLAGUED  US  THROUGH  THE 
EIGHTIES  AND  NINETIES  WILL  CONTINUE,   AND  THE  POLICY  OF  SHIFTING  THE 
STATE'S  BURDEN  TO  THE  LOCALITIES  AND  SHAFTING  LOCAL  GOVERNMENTS  WILL 
ONLY  ACCELERATE.      WILL  THE  EDICTS  OF  THE  EPA,   THE  STATE  WATER  CONTROL 
BOARD,    THE  DEPARTMENT  OF  WASTE  MANAGEMENT  SUDDENLY  NO  LONGER  APPLY 
DUE  TO  HARDSHIPS?     I  THINK  WE  ALL  KNOW  THE  ANSWER  TO  THAT  ONE. 

AS  A  COUNCIL  MEMBER  AND  AS  MAYOR,    I  HAVE  BEEN  A  PARTY  TO  NUMEROUS  TAX 
AND  RATE  INCREASES.      THEY  HAVE  TAKEN  EVERY   FORM  ALLOWABLE  BY  STATE 
CONSTITUTION  AND  CITY  CODE.      THEY  HAVE  CROSSED  ETHNIC,   RACIAL,  AND 
ECONOMIC  LINES.      THEY  HAVE  AFFECTED  HOMEOWNERS,    BUSINESS  OWNERS, 
RENTERS,    USERS,    THE  GOOD,    THE  BAD,    AND  THE  UGLY.      YOU  NAME  IT,  WE'VE 
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PROBABLY  TAXED  IT  IF  WE  HAD  THE  AUTHORITY.      AND  YET,  NOTWITHSTANDING 
ALL  THESE  INCREASES,    I   HAVE  LED  THE  VOTING   IN  THE  LAST  THREE 
ELECTIONS.      HOW  CAN  THIS  BE,    IN  SUCH  A  CONSERVATIVE  CITY  AS  DANVILLE? 
I   FEEL  IT   IS   IN  GREAT  MEASURE  DUE  TO  OUR  PHILOSOPHY  OF  TAXATION.  IT 
RESTS  FIRMLY  ON  TWO  TENETS:      IT  MUST  BE  ABSOLUTELY  INESCAPABLE  AND 
SECONDLY    (AND  MORE  IMPORTANTLY)    IT  MUST  BE  FAIR.      IN   EVERY  PUBLIC 
HEARING  WE'VE  EVER  HELD  REGARDING  TAXATION  OR  PUBLIC  POLICY,  MY 
CONSTITUENTS   STRESS  TO  A  PERSON   ~   "PLEASE  BE  FAIR;    RAISE  ADDITIONAL 
REVENUE  IF  YOU  MUST,    JUST  BE  FAIR  IN  THE  APPLICATION." 

FAIRNESS  IS  WHAT  WE  ASK  TODAY.      ONE  OF  THE  RESPONSIBILITIES  OF 
GOVERNMENT  IS  TO  PROTECT  THE  FEW  FROM  THE  MANY.      THE  TOBACCO  FARMER 
AND  THE  COMMUNITIES  THAT  RELY  ON  THEM  AND  THEIR  PRODUCT  ARE  CERTAINLY 
FEW.     AND  THEY  NEED  YOUR  HELP.     AT  TODAY'S  TAX  LEVELS,   THE  AMERICAN 
TOBACCO  FARMER  IS  GROWING  A  PRODUCT  THAT  PROVIDES  $62,000  IN  STATE 
AND  FEDERAL  EXCISE  TAXES  PER  ACRE.     AN  EFFICIENT  TOBACCO  FARMER  MAY 
REAP  $2,000  NET  PER  ACRE. 

LADIES  AND  GENTLEMEN,    I  DO  NOT  SMOKE,    NOR  DO  I   CHEW,    AND  NEITHER  DO  I 
DIP.      I   DO  NOT  USE  TOBACCO  PRODUCTS.      HOWEVER,    THE  TAX  PROPOSAL  WILL 
AFFECT  ME  AND  EVERY  NON-SMOKER  IN  DANVILLE  MUCH  WORSE  THAN  THE  CHAIN 
SMOKER  IN  NEWARK  OR  THE  CHEWER  IN  TULSA.      THEY  WILL  SIMPLY  PAY  WITH 
MONEY.      WE  WILL  PAY  WITH  LOST  JOBS,    LOST  FARMS,    LOST  BUSINESSES  AND 
LOST  DREAMS.      AND  EACH  OF  YOU  KNOWS  THAT  I   SPEAK  THE  TRUTH.  THE 
SO-CALLED  LUXURY  TAX  ON  YACHTS  DID  LITTLE  TO  INCREASE  TAX  REVENUES, 
BUT  DID  SIGNIFICANT  HARM  TO  THOSE  EMPLOYED  IN  THE  INDUSTRY. 

WHEN  DETERMINING  WHAT  IS  FAIR,    I  WISH  YOU  WOULD  TAKE  INTO 
CONSIDERATION  THE  FOLLOWING:      THE  AMERICAN  MEDICAL  ASSOCIATION  (AMA) 
HAS  ARGUED  THAT  SMOKERS  OVER-USE  THE  GOVERNMENT'S  MEDICAL  PROGRAMS. 
BEAR  IN  MIND  THAT  45%   OF  THOSE  SERVED  BY  MEDICAID  ARE  CHILDREN,  WHILE 
15%  ARE  OVER  65.      ADDITIONALLY,    MORE  THAN  90%   OF  MEDICARE 
BENEFICIARIES  ARE  OVER  65.      IN  THESE  AGE  GROUPS,    ONLY   16%  ARE 
SMOKERS .      FURTHER,   THE  AMA  SUGGESTS  THAT  THE  GOVERNMENT  SPENT  $4.2 
BILLION  IN  MEDICAID  AND  MEDICARE  PROGRAMS  ON  TOBACCO  RELATED 
ILLNESSES.1     TAKING  A  SECOND  SOURCE,   THE  CONGRESSIONAL  OFFICE  OF 
TECHNOLOGY  ASSESSMENT  RECENTLY  CLAIMED  THAT  TOTAL  STATE,    LOCAL,  AND 
FEDERAL  MEDICAL  EXPENDITURES  DUE  TO  SMOKING  RELATED  ILLNESSES  WAS 
$8.9  BILLION.      OF  THIS  $8.9  BILLION,   THE  OTA  PEGGED  THE  FEDERAL  SHARE 
AT  $6.3  BILLION.2     THAT  IS  EQUAL  TO  2  4   CENTS  PER  PACK  SOLD  IN 
AMERICA.      COINCIDENTALLY ,   THE  FEDERAL  EXCISE  TAX  ON  CIGARETTES  STANDS 
AT  24  CENTS  PER  PACK.      SO  —  THE  AMA  PLACES  THE  FEDERAL 

TOBACCO-RELATED  HEALTH  CARE  COST  AT  $4.2   BILLION  ANNUALLY  AND  THE  OTA 
PLACES  THE  FIGURE  AT  $6.3   BILLION.      ADMITTEDLY,    THESE  ARE  LARGE 
NUMBERS  BUT  THEY  PALE  IN  COMPARISON  TO  THE  $11.3   BILLION  IN  FEDERAL, 
STATE,   AND  LOCAL  EXCISE  TAXES  AMERICANS  ALREADY  PAY. 

AS   I  MENTIONED  EARLIER,    I   DO  NOT  USE  TOBACCO  PRODUCTS.      BUT  I  DO 
ENJOY  THE  BENEFITS  OF  THE  NATION'S  HEALTH  CARE  PROVIDERS,  THE 
INSURANCE  COMPANIES  THAT  ASSIST  IN  PAYMENT  AS  WELL  AS  THE  PEACE  OF 
MIND  THAT  ACCOMPANIES  GOOD  HEALTH.      IF  WE  ARE  TO  EXTEND  HEALTH  CARE 
BENEFITS  TO  THE  3  7  MILLION  AMERICANS  WHO  ARE  CURRENTLY  WITHOUT  HEALTH 
INSURANCE,   ALLOW  ME  TO  HELP.      IF  WE  ARE  TO  INSURE  THE  HEALTH  OF 
AMERICANS  YET  TO  BE  BORN ,   ALLOW  ME  TO  HELP.      I  BEG  OF  YOU  TO  BROADEN 
THE  SCOPE  OF  YOUR  REVENUE  SOURCE.      IF  WE  AS  A  NATION,    DO  IN  FACT, 
FEEL  THE  PAIN  OF  OUR  FELLOW  MAN,   THEN  CERTAINLY  WE  DO  NOT  WANT  TO  BE 
A  PARTY  TO  INFLICTING  FURTHER  PAIN  UPON  THIS  GREAT  NATION'S  TOBACCO 
FARMERS,   AND  THE  CITIES  SUCH  AS  MY  DANVILLE  WHOSE  EXISTENCE  IS 
DEPENDENT  UPON  THEM. 

A  BURDEN  SHARED  IS  A  BURDEN  LIGHTENED.      THE  TOBACCO  INDUSTRY  AND 
THOSE  WHO  USE  THEIR  PRODUCTS  ARE  AMPLY  TAXED.      LET  ME  SHARE  —  LET 
MILLIONS  OF  OTHER  AMERICANS  EAGER  TO  IMPROVE  OUR  HEALTH  SYSTEM  SHARE. 
LET  US  SEEK  A  BROADER  BASED  SOLUTION  TO  OUR  PROBLEM.     WITH  APOLOGY  TO 
WILLIAM  JENNINGS  BRYANT,    I   IMPLORE  YOU  PLEASE  DO  NOT  PRESS  DOWN  UPON 
THE  BROW  OF  MY  PEOPLE  THIS  CROWN  OF  THORNY  TAXES;   PLEASE  DO  NOT 
CRUCIFY  US  UPON  A  CROSS  OF  GOLDEN  LEAF.3 
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1.  Extracted  from  BC&T  Analaysis  of  Price  Waterhouse  Study  of 
Employment  &  Compensation  in  the  U.S.   Tobacco  Industry,  1993. 

2.  Ibid. 

3.  William  Jennings  Bryan,   Democratic  National  Convention,  1896. 
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Mr.  Payne.  Thank  you  very  much,  Mayor  Anderson. 

Our  next  witness  representing  the  Tobacco  Institute  is  Dr. 
Dwight  Lee,  Ramsey  Professor  of  Economics,  University  of  Georgia 
in  Athens. 

Dr.  Lee. 

STATEMENT  OF  DWIGHT  R.  LEE,  RAMSEY  PROFESSOR  OF 
ECONOMICS,  UNIVERSITY  OF  GEORGIA,  ATHENS,  GA.,  ON 
BEHALF  OF  THE  TOBACCO  INSTITUTE 

Mr.  Lee.  Mr.  Chairman  and  members  of  the  committee,  I  am 
Dwight  Lee,  and  I  am  the  Ramsey  Professor  of  Economics  at  the 
University  of  Georgia.  I  am  appearing  today  on  my  own  behalf,  but 
at  the  request  of  the  Tobacco  Institute. 

In  commenting  on  the  proposed  75-cent  increase  in  the  Federal 
cigarette  excise  tax,  I  want  to  start  by  considering  explicitly  the 
two  questions  asked  in  the  announcement  of  this  hearing.  One  of 
those  questions  was,  do  smokers  impose  significant  external  costs 
on  the  rest  of  society? 

The  second  question  was,  how  much  would  health  care  costs  be 
reduced  by  a  75-cent  increase  in  the  cigarette  tax? 

Now,  these  questions  are  very  good,  they  go  right  to  the  heart 
of  the  matter  because  the  justification  for  the  proposed  tax  increase 
as  stated  by  the  President  last  Friday  at  a  news  conference  is  an 
economic  one,  to  finance  health  care  reform.  And  there  are  two  be- 
liefs that  underlie  the  argument  that  the  cigarette  excise  tax 
should  be  increased  in  order  to  finance  health  care  reform.  Those 
two  beliefs  are,  one,  that  smokers  impose  extra  health  care  cost  on 
society,  costs  that  they  themselves  do  not  pay;  and  two,  that  if 
smoking  is  reduced,  then  health  care  costs  will  be  reduced  as  well. 

In  fact,  there  is  no  hard  evidence  to  support  either  one  of  these 
beliefs.  And  here  is  why.  Even  if  smokers  do  use  more  health  care 
than  non smokers,  they  are  already  paying  their  own  way  at  cur- 
rent levels  of  cigarette  taxation.  Alia  there  is  no  reason  to  believe 
that  if  all  smoking  stopped  today,  absolutely  stopped  today,  not  a 
smoker  left  in  the  universe,  health  care  costs  would  decline  now  or 
later. 

Now,  the  Office  of  Technology  and  Assessment  has  estimated,  as- 
suming that  smokers  do  use  more  health  care  than  nonsmokers, 
that  smokers  cost  Federal,  State  and  local  governments  $8.9  billion 
in  health  care  expenditures.  Well,  in  fact,  smokers  currently  pay 
Federal,  State  and  local  governments  a  total  of  $13.3  billion  in  cig- 
arette, excise  and  sales  taxes,  taxes  that  only  smokers  pay.  That 
is  $4.4  billion  more  than  OTA  estimates  that  smokers  cost  govern- 
ments at  all  levels. 

OTA  estimates  that  the  Federal  Government's  share  of  these 
costs  comes  to  $6.3  billion.  That  translates  to  24  cents  per  pack  of 
cigarettes,  which  is  the  current  level  that  the  Federal  Government 
charges. 

Now,  I  think  that  is  pretty  good.  At  the  current  level,  vou  have 
got  it  just  right.  According  to  the  OTA,  the  current  level  of  24  cents 
per  pack  fully  accounts  for  the  costs  that  supposedly  smokers  im- 
pose on  the  Federal  Government  as  estimated  by  the  OTA.  And 
OTA's  figures  are  biased  against  smokers,  given  the  lack  of  data, 
the  lack  of  hard  data,  supporting  the  premise  that  smokers  demand 
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more  health  care  than  nonsmokers,  which  brings  me  back  to  the 
second  question. 

Would  health  care  costs  be  reduced  by  the  proposed  increase  in 
the  cigarette  excise  tax?  There  is  no  reason  to  believe  that  they 
would.  Although  I  have  no  hard  data  on  this,  no  one  else  does  ei- 
ther. 

I  would  observe  that  a  number  of  experts  and  government  au- 
thorities, including  the  OTA,  have  recognized,  sometimes  reluc- 
tantly but  they  have  recognized,  the  possibility  that  smokers  would 
live  longer  and  make  greater  demands  on  the  health  care  system 
if  they  did  not  smoke.  Reducing  smoking  may  well  increase,  not  de- 
crease, health  care  costs  over  time  as  well  as  other  costs. 

OTA  has  said  that  reducing  or  eliminating  smoking,  "may  not 
lead  to  savings  in  health  care  costs.  In  fact,  significant  reductions 
in  smoking  prevalence  and  the  attendant  increase  in  life  expect- 
ancy could  lead  to  future  increases  in  total  medical  spending,  in 
medical  program  outlays,  and  in  the  budgets  of  Social  Security  and 
other  government  programs." 

I  want  to  consider  just  briefly  the  point  that  smokers  are  paying 
their  own  way.  I  also  want  to  consider  just  briefly  the  unemploy- 
ment effects,  because  that  has  been  discussed  at  length. 

Let  me  simply  say  that  there  will  be  significant  unemployment 
effects  of  a  75-cent  increase  in  the  cigarette  tax,  and  those  effects 
will  be  heavily  concentrated  in  a  few  Southern  States. 

I  also  want  to  point  out  that  the  proposed  increase  in  the  ciga- 
rette tax  would  generate  not  all  that  much  net  revenue  for  the  Fed- 
eral Government.  It  has  been  estimated  that  the  proposed  tax 
would  increase  revenues  by  about  $10.4  billion.  But  what  has  not 
received  much  attention  is  the  fact  that  a  75  cent  per  pack  increase 
in  the  Federal  cigarette  tax  would  elevate  the  Consumer  Price 
Index  by  seven-tenths  of  1  percent,  and  that  would  cause  a  cor- 
responding increase  in  Federal  spending  of  all  indexed  Federal  pro- 
grams sucn  as  Social  Security,  food  stamps,  Federal  pension  pro- 
grams, others.  It  would  also  reduce  Federal  income  tax  revenues 
because  of  the  indexation  of  the  brackets.  Because  of  the  increased 
unemployment,  there  would  be  some  additional  outlays  for  unem- 
ployment benefits. 

If  you  add  all  those  costs  up  that  would  be  triggered  by  this  tax 
increase,  and  deduct  them,  you  would  get  something  less,  very  con- 
servatively, $5  billion  in  additional  revenue. 

Let  me  conclude  by  saying  that  I  am  sure  that  everyone  is  aware 
that  the  tobacco  tax,  the  cigarette  tax,  is  the  most  regressive  tax 
that  the  government  imposes.  It  bears  down  much,  much  more 
harshly  as  a  percentage  of  income  on  low-income  people  than  it 
does  on  high-income  people. 

And  I  would  simply  raise  the  question,  is  it  fair  to  be  quad- 
rupling, is  it  going  to  be  seen  as  fair  to  be  quadrupling  the  tax  on 
low-income  smokers  while  repealing  the  luxury  tax  on  yachts,  pri- 
vate jets  and  jewelry? 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Statement  of 
Dvight  R.  Lee 

Ramsey  Professor  of  Economics 
University  of  Georgia,  Athens 

before  the 

Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
November  18,  1993 

Mr.  Chairman  and  distinguished  members  of  the  Com- 
mittee, I  appreciate  the  opportunity  to  testify  on  issues 
related  to  the  financing  of  health  care  reform.  I  am  the  Ramsey 
Professor  of  Economics  at  the  University  of  Georgia. 

I  am  here  today  at  the  request  of  The  Tobacco 
Institute.  The  Institute  has  asked  me  to  address  questions 
raised  by  the  Committee's  October  29  hearing  announcement 
regarding  the  Administration's  proposal  to  help  finance  health 
care  reform  by  increasing  the  federal  excise  tax  on  cigarettes 
by  75  cents  per  pack  —  a  312  percent  hike.  The  views  expressed 
in  this  statement  are  my  own  and  do  not  necessarily  reflect  the 
views  of  The  Tobacco  Institute. 

It  is  important  to  note,  at  the  outset,  that  the 
President  has  stated  that  his  purpose  in  proposing  to  increase 
the  federal  excise  tax  on  cigarettes  is  solely  to  help  finance 
his  health  care  program  —  not  to  reduce  smoking.  This  is  what 
the  President  said  in  response  to  a  question  from  Andrea 
Mitchell  at  his  press  conference  last  Friday: 

"I  didn't  want  to  raise  any  money  from  anybody  to 
do  anything  other  than  to  pay  for  the  health  care 
program,  although  I  think  that  higher  tobacco 
taxes  [would]  discourage  use  and  that's  a  good 
thing.     But  that  wasn't  what  was  behind  it." 

Given  that  the  President's  sole  justification  for 
increasing  the  federal  cigarette  excise  tax  is  to  help  pay  for 
his  health  care  package,  it  is  fitting  that  the  Committee's 
questions  focus  on  the  economic  justification  for,  and  the 
fairness  of,  the  Administration's  proposed  tax  increase.  The 
Committee's  concerns  are  well-founded. 

The  Committee  has  asked,  first,  whether  smokers 
"inflict  significant  external  costs  on  the  rest  of  society"  and, 
if  so,  whether  the  federal  cigarette  excise  tax  should  be  raised 
"to  deal  with  this."  As  I  will  explain,  if  smokers  do  impose 
external  costs  on  the  rest  of  society,  they  already  are  more 
than  paying  their  own  way  at  current  tax  levels.  It  is  unfair, 
therefore,  to  make  them  pay  more,  and  it  could  not  be  justified 
economically. 

The  Committee  also  has  asked  whether  we  can  measure 
how  much  health  care  costs  would  be  reduced  by  raising  the  ciga- 
rette excise  tax  to  the  level  suggested  by  the  Administration, 
with  the  decline  in  smoking  that  would  be  expected  to  result. 
I  am  aware  of  no  hard  data  that  would  permit  such  a  measurement. 
At  the  same  time,  though,  I  would  point  out  that  a  recent 
government  study  has  suggested  that  reducing  smoking  could 
increase f  not  decrease,  health  care  costs  in  the  long  run. 

Finally,  the  Committee  has  asked  for  an  assessment  of 
the  effects  of  the  tax  increase  proposed  by  the  Administration 
on  tobacco  production.  The  proposed  tax  increase  undoubtedly 
would  reduce  consumption  and  thereby  decrease  production.  This 
would  result  in  increased  unemployment  nationwide,  with  the 
Southeastern  states  being  especially  hard  hit.  The  proposed  tax 
increase  also  would  reduce  state  revenues  and  trigger  additional 
federal    spending    that    would    substantially    offset    the  $10.4 
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billion  in  "new"  revenues  that  proponents  of  the  proposed  tax 
increase  project. 

FAIRNESS  ISSUES 

The  Committee's  questions  force  us  to  examine  the 
basic  purpose  of  health  care  reform  legislation.  Is  it  to 
establish  a  pay-as-you-go  system,  in  which  Americans  are  taxed 
according  to  the  health  care  costs  that  they  are  thought  to 
incur  as  individuals,  by  virtue  of  their  particular  behaviors 
and  lifestyles?  If  so,  it  would  be  arbitrary  and  unfair  to 
single  out  smokers. 

It  would  be  similarly  arbitrary  and  unfair  to  focus 
solely  on  smokers  if  the  purpose  of  the  legislation  is  to  reduce 
health  care  costs  by  promoting  "healthier"  lifestyles  and  be- 
haviors. As  I  have  noted,  President  Clinton  has  said  that  this 
is  not  the  basis  on  which  the  Administration  has  proposed  to 
increase  the  federal  cigarette  excise  tax.  If  that  were  the 
basis,  however,  fairness  and  consistency  would  require  the 
targeting  of  a  long  list  of  "risky"  lifestyles. 

From  the  standpoint  of  fairness  and  economic  policy, 
the  Administration's  proposal  to  finance  health  care  reform 
through  increased  cigarette  excise  taxes  is  particularly  ironic. 
A  principal  aim  of  the  President's  health  care  reform  program  is 
to  help  lower-income  families.  But  cigarette  excise  taxes,  like 
all  other  excise  taxes,  are  inherently  regressive.  The  Congres- 
sional Budget  Office  reported  in  1987  that  a  cigarette  excise 
tax  increase  would  hit  lower-income  families  more  than  six  times 
harder  than  higher  income  families.  Indeed,  the  CBO,  which 
studied  the  distributional  effects  of  excise  tax  increases  on 
beer,  wine,  liquor,  tobacco,  gasoline,  airfare  and  telephone 
services,  concluded  that  "[a]n  increase  in  the  excise  tax  on 
tobacco  would  be  the  most  regressive  of  all."1  A  Congressional 
Black  Caucus  Task  Force  report  released  by  Congressman  Mervyn 
Dymally  (D-Cal.)  stated  that  even  a  modest  increase  in  excise 
taxes  would  "considerably  magnify  the  incidence,  prevalence  and 
the  enormity  of  poverty  in  the  United  States . "2 

Let  me  now  address  the  Committee's  three  questions  in 
greater  detail,  and  from  a  purely  economic  standpoint,  leaving 
aside  these  questions  of  fairness. 

EXTERNAL  COSTS 

External  costs  refer  to  costs  that  are  incurred  by  one 
person  but  paid  by  another.  If  you  incur  a  cost  and  you  pay  it, 
it  is  an  internal,  not  an  external  cost.  Thus,  if  you  miss  work 
and  lose  a  day's  pay,  that  is  an  internal  cost.  If  you  get  sick 
and  a  total  stranger  pays  for  your  treatment,  that  is  an 
external  cost. 

The  Committee  has  asked  generally  about  the  external 
costs  of  smoking.  It  has  not  limited  its  inquiry  to  external 
costs  related  to  health  care.  I  will  consider  the  various  types 
of  possible  external  costs  separately. 

As  discussed  below,  smokers  already  pay  at  current  tax 
levels  more  than  their  fair  share  of  any  external  costs  borne  by 
the  government  as  a  supposed  result  of  their  smoking.      It  is 


1  Congressional  Budget  Office,  "The  Distributional  Effects  of 
an  Increase  in  Selected  Federal  Excise  Taxes,"  pp.  1-2  (Jan. 
1987)  . 

Report  for  the  Chairman  of  the  Congressional  Black  Caucus, 
"Analyzing  the  Possible  Impact  of  Federal  Excise  Taxes  on  the 
Poor,  Including  Blacks  and  Other  Minorities,"  p.  4  (July  1987). 
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inappropriate,  moreover,  to  view  private  health  insurance  pre- 
miums paid  by  nonsmokers  as  external  costs.  Finally,  foregone 
wages  and  "lost"  productivity  are  not  properly  viewed  as 
"external"  costs.  It  has  not  been  established,  in  any  event, 
that  smokers,  as  a  group,  are  less  productive  than  nonsmokers 
when  all  relevant  factors  are  taken  into  account. 

A.      Health  Care 

1.  Costs  to  Government 

Let's  start  with  the  external  costs  that  smokers  are 
said  to  impose  on  federal,  state  and  local  governments  in  health 
care  expenditures  attributed  to  smoking-related  illnesses  (i.e. , 
illnesses  that  reportedly  are  suffered  more  commonly  by  smokers 
than  by  nonsmokers) . 

In  a  report  released  in  May  of  this  year,  the  Office 
of  Technology  Assessment  (OTA)  estimated  that  smokers  "cost" 
federal,  state  and  local  governments  $8.9  billion  in  health  care 
expenditures  because  of  illnesses  viewed  as  smoking-related.3 
Assuming  the  validity  of  that  estimate  for  the  sake  of  discus- 
sion, the  fact  is  that  smokers  currently  pay  federal,  state  and 
local  governments  $11.3  billion  in  cigarette  excise  taxes  and 
another  $2  billion  in  sales  taxes  —  a  total  of  $13.3  billion. 
Only  smokers  pay  this  $13.3  billion.     Nonsmokers  do  not. 

Thus,  through  excise  and  sales  taxes,  smokers  cur- 
rently are  paying  $4.4  billion  more  to  federal,  state  and  local 
governments  than  the  $8.9  billion  that  OTA  claims  smokers  "cost" 
all  levels  of  government  in  health  care  expenditures.  OTA 
estimates  the  federal  government's  share  of  these  government 
"costs"  at  $6.3  billion.  This  translates  to  24  cents  per  pack 
of  cigarettes  sold  —  the  current  level  of  the  federal  cigarette 
excise  tax.  Clearly,  with  respect  to  government  costs,  smokers 
are  more  than  "paying  their  own  way"  at  current  tax  levels. 

2 .  Private  Medical  Costs 

OTA  estimates  that  smokers  also  generate  $11.9  billion 
in  health  care  costs  that  are  not  borne  by  the  government  — 
that  is,  health  care  costs  that  are  paid  by  smokers  individually 
or  through  private  insurance.  For  purposes  of  accurate  cal- 
culations, even  this  $11.9  billion  estimate  must  be  reduced  to 
$7.5  billion  by  the  $4.4  billion  in  excess  taxes  that  smokers 
pay.  The  Committee  also  should  recognize,  however,  that  there 
are  more  fundamental  problems  with  OTA's  estimate. 

By  definition,  health  care  costs  paid  by  smokers  are 
not  "external"  costs.  Such  health  care  costs  include  co- 
payments,  deductibles  and  other  costs  that  are  not  covered  by 
insurance.  These  out-of-pocket  costs  cannot  properly  be 
included  in  any  tabulation  of  "external  costs"  that  smokers  are 
thought  to  impose.  OTA  never  attempted  to  calculate  or  disag- 
gregate these  costs  that  are  paid  by  smokers.  Thus,  it  has  no 
basis  to  claim  that  smokers  do  not  also  pay  their  way  in  the 
private  insurance  market. 

It  is,  in  any  event,  inappropriate  to  view  private 
health  insurance  premiums  paid  by  others  as  an  "external"  cost. 
Insurance  by  definition  involves  the  pooling  or  sharing  of  risk: 
I  promise  to  pay  your  bills  if  you  get  sick,  and  you  promise  to 
pay  mine  if  I  get  sick.  Because  the  obligation  to  pay  is  reci- 
procal, insureds  are,  in  effect,  one  person.  Since  we  are  a 
"joint  enterprise"  for  the  purpose  of  sharing  risk,  the  cost 
that  each  of  us  may  impose  on  the  other  is  therefore  not  genu- 
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inely  external .  Neither  does  the  fact  that  an  employer  may  pay 
for  an  employee's  health  insurance  make  the  premium  an  external 
cost.  Health  insurance  premiums  paid  by  employers  ultimately 
are  paid  by  employees  through  reduced  wages. 

The  premise  of  insurance  is  the  spreading  and  sharing 
of  risk.  It  would  defy  this  premise  to  isolate  smokers  as  a 
"high  risk"  group  for  purposes  of  financing  health  care  reform. 
It  also  would  perpetuate  a  discriminatory  feature.,  of  our  current 
health  care  system,  a  feature  that  the  Administration's  reform 
package  seeks  to  eliminate. 

Ironically,  Secretary  Bentsen  has  suggested  that  an 
increase  in  the  federal  cigarette  excise  tax  is  justified  as  a 
substitute  for  differential  premiums  for  smokers  and  nonsmokers 
currently  offered  by  heath  insurers.  Such  premium  differentials 
generally  would  be  disallowed  by  community  rating  under  the 
Administration's  proposal.  The  Surgeon  General,  however,  has 
indicated  that  it  is  guite  uncommon  for  private  health  insurers 
to  offer  such  premium  differentials  for  smokers  and  nonsmokers. 
Even  more  to  the  point,  the  Surgeon  General  has  stressed  the 
paucity  of  "actuarial  data  to  document  that  nonsmokers  incur 
fewer  health  care  costs"  than  smokers.4  Under  Secretary 
Bentsen 's  rationale,  therefore,  the  proposed  tax  increase  would 
"substitute"  for  a  premium  differential  that  is  more  imaginary 
than  real  and  that  is  not  justified  actuarially  in  any  event. 

B.      Foregone  Wages  and  "Lost"  Productivity 

OTA  suggests  that  smoking  results  in  $40.3  billion  in 
foregone  wages  and  $6.9  billion  in  "lost"  productivity.  Even 
assuming  for  the  sake  of  discussion  that  these  estimates  were 
accurate,  they  do  not  represent  "external  costs."  The  most 
important  point  to  make  here  is  that,  since  these  "costs"  are 
not  related  to  health  care,  it  is  inappropriate  to  consider  them 
in  determining  whether  a  proposed  federal  cigarette  excise  tax 
increase  may  be  justified  as  a  means  of  financing  health  care 
reform. 

These  rather  obvious  points  aside,  foregone  wages  are, 
by  definition,  costs  borne  directly  by  the  employee.  They 
cannot  be  considered  costs  incurred  by  anyone  else.  Thus,  the 
$40.3  billion  that  OTA  assigned  to  foregone  wages  cannot  be 
viewed  as  an  external  cost  that  justifies  any  increase  in  the 
cigarette  excise  tax. 

"Lost"  productivity  cannot  be  considered  a  cost  at  all 
unless  one  assumes  that  society  somehow  is  entitled  to  maximum 
productivity  from  its  members,  so  that  anything  less  than  maxi- 
mum effort  is  a  social  "loss."  That  is,  of  course,  an  absurd 
conception.  When  a  person  is  absent  from  work  for  whatever 
reason  —  to  go  on  vacation,  have  a  tooth  pulled,  serve  on  a 
jury,  or  attend  a  child's  school  play  —  there  is  no  "cost"  to 
society.  The  fact  that  someone  does  something  other  than  work 
does  not  represent  a  social  loss  unless  we  view  ourselves  as 
"owned"  by  society  and  society  is  viewed  as  having  the  power  to 
determine  how  we  spend  our  time  based  on  its  own  criteria  of 
value.  This  is  not  my  vision  of  America  or  any  other  free 
society. 

It  has  not  been  established,  in  any  event,  that 
smokers,  as  a  group,  are  less  productive  than  nonsmokers  when 
all  relevant  factors  are  taken  into  account.  The  large  majority 
of  studies  that  report  an  association  between  smoking  status  and 
increased  employee  absenteeism  acknowledge  that  factors  other 
than  smoking  may  account  for  the  apparent  association.    As  James 
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Athanasou,  an  antismoking  advocate,  stated  in  an  early  review 
article: 

"Sickness  absence  is  a  complex  behavioral  phe- 
nomenon in  which  a  multiplicity  of  health,  social 
and  psychological  factors  are  involved.  *  *  * 
Most  investigators  have  implicitly  assumed  that 
the  only  difference  between  a  non-smoking  and  a 
smoking  group  is  their  tobacco  habit  and  that  any 
other  personal  factors  are  equally  distributed 
within  these  groups.  *  *  *  None  of  the  reported 
studies  has  considered  the  additional  effects  on 
sickness  absence  of  job  satisfaction,  attitudes 
to  work,  personality,  other  psychosocial  or 
socioeconomic  variables  and  the  urban  factor  in 
conjunction  with  the  effects  of  smoking."5 

Professors  Robert  D.  Tollison  and  Richard  E.  Wagner 
likewise  commented  in  their  1992  study  of  the  issue: 

" [S]mokers  and  nonsmokers  are  not  identical  in 
all  respects  other  than  smoking.  Among  other 
things,  smokers  have  an  above-average  represen- 
tation in  blue  collar  occupations,  they  also 
consume  on  average  an  above-average  amount  of 
alcohol,  although  there  are  many  teetotaling 
smokers  and  nonsmoking  alcoholics,  and  they 
generally  exercise  less  than  nonsmokers,  although 
smoking  bicyclists,  swimmers,  and  joggers  can  be 
found.  In  assuming  that  people  are  identical 
except  for  their  smoking,  various  diseases  and 
their  associated  costs  are  improperly  attributed 
to  smoking."6 

A  recent  study  by  Gabel  and  Colley-Niemeyer  is 
instructive.  These  researchers  investigated  absenteeism  among 
employees  of  a  state  public  health  department  in  the  U.S.  in  a 
1990  study.  Although  they  found  a  higher  rate  of  absenteeism 
among  smokers  than  among  non-smokers,  they  also  suggested  that 
"in  addition  to  education  level  and  sex,  selected  life-style 
behavior  may  be  related  to  smoking  [that]  may  significantly 
influence  sick  leave  and  absenteeism. 1,7  As  the  editor  of  the 
journal  in  which  the  study  appeared  stated,  "separating 
absenteeism  differences  in  smokers  and  nonsmokers  is  difficult 
if  these  two  groups  of  workers  differ  in  other  health-related 
behavior."8 
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Professor  Richard  Ault  of  Auburn  University  and 
several  colleagues  recently  reviewed  a  series  of  studies  sug- 
gesting that  smokers  miss  more  work  than  nonsmokers  because  they 
smoke.  Ault  and  his  colleagues  found  that  the  studies  merely 
compared  absenteeism  rates  for  smokers  and  nonsmokers,  without 
considering  whether  the  observed  difference  was  due  to  smoking 
per  se  or  to  other  underlying  determinants  of  absenteeism  that 
are  more  prevalent  among  smokers  than  among  nonsmokers.  Accord- 
ing to  Ault,  the  failure  to  consider  such  other  determinants  has 
resulted  in  "spurious  conclusions  about  the  relationship  between 
smoking  and  absenteeism. 1,9 

THE  EFFECT  OF  A  TAX  INCREASE  ON  DEMAND  FOR  HEALTH  CARE 

The  Committee  also  has  asked  whether  we  can  measure 
how  much  health  care  costs  would  be  reduced  by  raising  the 
cigarette  excise  tax  to  the  level  suggested  by  the  Adminis- 
tration, with  the  decline  in  smoking  that  would  be  expected  to 
result.  As  noted,  I  am  aware  of  no  hard  data  on  this  point. 
However,  a  number  of  experts  and  government  authorities  assume 
that  smokers  would  live  longer  and  make  greater  demands  on  the 
health  care  system  if  they  did  not  smoke,  and  thus  believe  that 
reducing  smoking  might  well  increase,  not  decrease,  health  care 
costs. 

OTA  stated  in  its  recent  report,  for  example,  that  the 
reduction  or  elimination  of  smoking  — 

"may  not  lead  to  savings  in  health  care  costs. 
In  fact,  significant  reductions  in  smoking  pre- 
valence and  the  attendant  increase  in  life 
expectancy  could  lead  to  future  increases  in 
total  medical  spending,  in  Medicare  program 
outlays,  and  in  the  budgets  of  the  Social 
Security  and  other  government  programs . " 

As  an  economist,  I  cannot  assess  the  validity  of  OTA's 
assumption  that  reducing  smoking  would  increase  life  expectancy. 
But  if  OTA's  assumption  is  accepted,  its  statement  —  that 
reducing  smoking  could  increase  health  care  costs  over  the  long 
run  —  seems  self-evident.  OTA's  statement  likewise  makes  it 
self-evident  that  proponents  of  a  federal  cigarette  excise  tax 
increase  cannot  justify  such  a  tax  increase  as  a  means  of 
reducing  the  nation's  escalating  health  care  costs. 

THE  EFFECT8  OF  THE  TAX  INCREASE  ON  PRODUCTION 

There  is  no  dispute  that  the  proposed  tax  increase 
would  reduce  consumption  and  would  thereby  decrease  production. 
This  and  other  effects  of  reduced  consumption  would  dramatically 
increase  unemployment  and  substantially  offset  the  $10.4  billion 
in  additional  federal  revenues  that  proponents  of  the  tax 
increase  project. 

According  to  Price  Waterhouse,  there  are  approximately 
681,000  jobs  in  the  U.S.  tobacco  sector  of  the  economy.10  The 
tobacco  sector  includes  tobacco  growing  and  manufacturing,  the 
distribution  and  retailing  of  tobacco  products,  and  the 
industries  that  supply  these  sectors. 


808  ("[A]  major  methodological  limitation  of  many  studies  relat- 
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The  Administration  estimates  that  the  proposed  75- 
cent-per-pack  cigarette  excise  tax  increase  would  result  in  a 
12-15  percent  reduction  in  demand.  It  is  estimated  that  this 
would  cost  about  82,000  tobacco  sector  jobs.  Along  with  these 
lost  jobs  would  be  a  payroll  loss  of  approximately  $1.9  billion. 
Through  an  inevitable  ripple  effect,  this  payroll  loss  would 
generate  a  loss  of  nearly  192,000  jobs  throughout  the  economy. 

The  South  would  be  particularly  hard  hit  by  these  job 
losses.  It  is  estimated  that  nearly  40,000  tobacco  sector  jobs 
would  be  eliminated  in  12  Southeastern  states.  In  the  six  major 
tobacco  producing  states  of  Georgia,  Kentucky,  North  Carolina, 
South  Carolina,  Tennessee,  and  Virginia  the  tobacco  sector  job 
losses  are  estimated  to  come  to  approximately  3  3,500  jobs. 

The  proposed  tax  increase  would  trigger  a  significant 
increase  in  required  federal  spending  as  well.  Increases  in 
federal  spending  would  be  required  as  tobacco  workers  become 
unemployed  because  of  decreased  production.  A  reasonable  esti- 
mate of  these  losses  is  $1.72  billion. 

In  addition,  the  tobacco  component  of  the  Consumer 
Price  Index  (CPI)  is  1.7458  percent.  A  75-cent  increase  in  the 
price  of  a  pack  of  cigarettes  (a  40  percent  increase)  would 
boost  the  CPI  by  .7  percent.  That  in  turn  would  require  a  .7 
percent  increase  in  federal  spending  on  all  indexed  federal  pro- 
grams, such  as  the  Social  Security,  food  stamps,  and  federal 
pension  programs.  At  1993  spending  levels,  this  would  amount  to 
$3.92  billion  in  additional  obligated  federal  spending. 

The  total  quantitative  losses  come  to  $5.64  billion, 
which  leaves  only  $4.76  billion  net  revenue  from  the  proposed 
75-cent  excise  tax  increase.  This  is  less  than  half  the  gross 
estimate  proponents  claim  the'  proposed  tax  increase  actually 
would  raise.  When  the  multiplier  effect  takes  effect,  the  net 
revenue  from  the  proposed  tax  increase  is  reduced  even  further. 

It  also  should  be  recognized  that  reduced  cigarette 
sales  from  the  proposed  federal  excise  tax  increase  will  reduce 
state  cigarette  excise  tax  revenues.  These  revenues  are  cur- 
rently around  $6.7  billion  per  year.  Given  a  reasonable  price 
elasticity  of  demand  for  cigarettes,  the  proposed  7  5-cent 
increase  in  the  price  of  cigarettes  would  reduce  this  revenue  by 
approximately  $800  million.  Some  of  this  loss  to  the  states 
undoubtedly  would  have  to  be  made  up  by  the  federal  government. 
This  would  represent  yet  another  source  of  erosion  of  the  net 
revenue  the  federal  government  would  receive  from  the  proposed 
cigarette  excise  tax  increase. 

*  *  * 

Increasing  the  federal  cigarette  excise  tax  is  simply 
not  justified  from  an  economic  standpoint.  Smokers  already  more 
than  "pay  their  way"  at  current  levels  of  taxation.  Making  them 
pay  more  would  be  discriminatory  and  unfair.  In  addition,  OTA's 
recent  report  suggests  that  reducing  smoking  actually  could 
increase  health  care  costs  over  the  long  run  rather  than  reduce 
them.  Finally,  the  proposed  excise  tax  increase  would  trigger 
additional  federal  expenditures  that  would  substantially  offset 
the  new  tax  revenues  and  impose  significant  unemployment  costs 
on  the  economy,  particularly  in  the  South. 

For  all  of  these  reasons,  the  proposal  to  increase  the 
federal  cigarette  excise  tax  to  finance  health  care  reform 
should  be  rejected. 
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Mr.  Payne.  Thank  you,  Dr.  Lee. 

Our  next  witness,  representing  the  Federation  of  Southern  Co- 
operatives, is  Mattie  Mack  of  Bradenburg,  Ky. 

STATEMENT  OF  MATTIE  MACK,  TOBACCO  FARMER, 
BRANDENBURG,  KY.,  ON  BEHALF  OF  THE  FEDERATION  OF 
SOUTHERN  COOPERATIVES 

Ms.  Mack.  Thank  you. 

My  name  is  Mattie  Mack  and  I  am  from  Bradenburg,  Ky.  That 
is  pretty  close  to  Fort  Knox,  Ky.,  where  all  the  gold  is. 

I  have  been  a  farmer  just  about  all  my  life.  I  have  been  raising 
burley  tobacco  since  1964.  My  husband  and  I,  we  wanted  to  live  on 
a  farm  and  I  am  from  a  farm  State,  Georgia,  where  we  raised  cot- 
ton, chopped  cotton,  picked  cotton,  and  plowed  with  mules,  because 
we  didn't  have  tractors.  So  I  have  been  on  a  farm  working  hard  all 
my  life. 

We  purchased  a  farm  in  1962.  We  didn't  have  anything  to  put 
down  on  the  farm.  And  we  went  into  the  bank  to  borrow  a  small 
loan  and  back  there  in  the  1950s  and  the  early  1960s,  you  know, 
you  didn't  get  no  money,  regardless  of  what  you  had,  collateral  or 
not.  You  just  didn't  borrow  any  money. 

So  the  man  told  us  that  "if  you  want  this  farm,  I  will  let  you  all 
have  it  and  you  pay  me  at  the  end  of  the  year  when  tobacco  is 
sold."  Well,  that  was  music  to  our  ears.  So  that  is  how  we  paid  for 
our  farm,  on  burley  tobacco. 

We  raised  four  children.  We  educated  those  children  in  Tuskegee 
Institute,  Ala.,  on  tobacco.  And  we  raised  38  foster  children.  And 
they  were  mostly  problem  teenagers  and  some  of  them  were  just 
9  and  10.  And  they  were  migrating  from  one  county  to  the  other 
one  because  they  didn't  have  anything  to  do  but  get  in  trouble.  But 
when  they  said,  "Put  them  over  there  at  Mattie  Mack's  place,"  well, 
let  me  tell  you,  they  didn't  get  in  trouble  at  Mattie  Mack's  place, 
because  we  had  so  much  work  to  do.  We  cleaned  out  barns,  we 
stacked  sticks,  we  drove  sticks.  And  we  housed  tobacco.  And  we  did 
a  little  bit  of  everything  to  make  a  living,  to  let  them  know  that 
they  had  responsibility.  And  that  is  all  they  were  looking  for,  work. 

And  they  saved  money  to  go  to  games,  saved  money  to  go  to  foot- 
ball games,  and  movies.  This  showed  them  a  type  of  responsibility 
for  your  action,  you  have  to  speak  for  your  action.  And  this  is  how 
we  got  it  over  to  the  young  people.  People  don't  have  nothing  to  do. 
The  young  people  don't  have  anything  to  do. 

We  lease  a  lot  of  tobacco.  We  lease  tobacco  from  wooders.  And 
these  wooders  take  their  tobacco  at  the  end  of  the  year  and  pay 
property  taxes.  And  they  are  able  to  get  extra  gas  to  keep  warm 
in  the  winter  and  to  hire  someone  to  come  to  their  home  when  the 
snow  is  on  to  get  groceries  in  and  to  take  care  of  the  people  that 
are  looking  after  them.  We  also  raise  a  lot  of  tobacco  because  it 
takes  a  lot  to  live  on. 

I  pay  my  Medicare  insurance.  We  have  insurance  on  our  farm, 
that  if  any  of  the  men  or  the  women  or  the  children  get  hurt,  they 
are  taken  care  of.  And  tobacco  pays  for  this  program. 

We  have  women  and  children  working  in  the  fields.  The  Bible 
say  you  earn  your  living  by  the  sweat  of  your  brow.  Well,  let  me 
tell  you,  I  sweat  all  over.  I  get  dirty.  Tobacco  is  a  dirty  crop.  But 
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I  look  at  it  as  I  plow  every  stalk  of  that  tobacco,  and  I  plow  it  and 
we  hoe  that  tobacco.  And  when  I  look  at  it,  how  pretty  that  tobacco 
is,  and  how  it  looks,  I  still  have  to  depend  on  God  for  the  rain.  And 
I  always  say,  God,  now  it  is  left  up  to  you  to  send  that  rain.  In 
a  few  days,  God  sends  the  rain.  Aiid  God  doesn't  send  that  rain  all 
at  one  time  and  stop.  Because  he  knows  I  am  going  to  need  that 
rain  to  make  a  decent  crop  at  the  end  of  the  year.  So  he  sends  a 
little  here,  he  sends  a  little  there,  he  sends  a  little  here,  and  he 
sends  a  little  there.  And  when  it  comes  time  to  harvest  that  crop, 
I  walk  through  the  patch  and  I  got  more  than  enough.  I  got  more 
than  I  need.  I  have  got  tobacco  left  over  for  next  time. 

I  want  to  tell  President  Clinton  and  Mrs.  Clinton,  my  God  is  your 
God.  You  can  take  a  little  tobacco  from  us,  tax  from  us,  and  a  little 
here  and  a  little  there,  and  a  little  here  and  a  little  there,  and 
when  you  get  to  the  end  of  totaling  it  up,  you  will  have  more  than 
what  you  need.  You  will  have  some  left  over. 

I  see  when  I  was  in  school  that  Columbus  discovered  America  in 
1492,  when  they  came  upon  Indians  that  had  raised  tobacco,  and 
they  traded  Indians  stuff  off  of  the  boat  for  tobacco.  And  tobacco 
has  been  around  a  long  time.  We  are  still  trading  leaves  for  money. 
There  is  no  other  crop  like  tobacco,  nothing  but  marijuana.  And  we 
talk  about  tobacco  like  it  is  not  a  legal  crop.  It  is  a  legal  crop. 

I  see  that  tobacco  has  been  good  to  me.  I  don't  know  where  we 
would  have  been  if  it  hadn't  been  tobacco.  I  like  President  Kennedy 
as  he  gave  his  inauguration  speech,  "Ask  not  what  your  country 
can  do  for  you,  but  what  can  you  do  for  your  country."  The  country 
can  work.  If  we  don't  have  work,  we  cannot  contribute  to  the  coun- 
try. The  country  will  have  to  contribute  to  us  and  we  don't  want 
that.  We  are  living,  abiding  citizens.  We  want  to  help  America.  And 
America  can  be  helped  with  God's  help,  working  together  for  the 
good  of  mankind. 

We  need  to  get  up  off  this  minimum  wage  from  $4.20  to  $5.00 
so  people  will  make  a  halfway  decent  living  in  America.  The  sun 
shines  bright  on  my  old  Kentucky  home,  but  if  it  ain't  shining  in- 
side, it  ain't  going  to  do  no  good.  We  need  children  to  hear  mother 
and  daddy  talk  about  how  we  got  things  over  and  what  it  is  not 
going  to  cost  us.  When  mother  and  daddy  is  disturbed,  that  child 
is  going  to  be  disturbed.  We  want  that  Kentucky  sun  to  shine  in 
the  home. 

I  want  to  invite  President  and  Mrs.  Clinton  down  to  my  farm 
when  it  is  harvesting  time  so  they  can  see  how  hard  we  work,  how 
we  make  a  living,  a  good,  honest  living. 

Thank  you,  Mr.  Chairman.  God  bless  America.  Thank  you. 

[The  prepared  statement  follows:] 
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Testimony  of  Mattie  Mack,  Kentucky  Tobacco  Grower 
Before  the 
Committee  on  Ways  and  Means, 
United  States  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 

November  18,  1993 


Mr.  Chairman  and  Members  of  the  Committee: 

Thank  you  Mr.  Chairman.  I  am  a  tobacco  farmer  from  Brandenburg,  Kentucky,  and 
I  have  come  here  today  to  share  with  you  my  concerns  about  the  proposed  tobacco  tax  to  pay 
for  health  care  reform. 

I  want  to  start  by  telling  you  what  tobacco  means  to  me  and  my  family. 

I  began  farming  tobacco  back  in  1963,  when  my  husband  brought  me  to  Kentucky  to 
start  our  own  farm.  Over  the  years,  we  have  built  up  a  100  acre  farm  on  which  we  raise 
cattle,  corn,  hay  and  10,000  pounds  of  tobacco  each  year. 

Our  tobacco  crop  has  been  the  foundation  on  which  we  built  our  farm  and  our  family. 
My  husband  and  I  raised  four  children  on  tobacco.  The  money  from  our  tobacco  crop  has 
paid  for  their  medical  care,  for  their  food  and  for  their  education. 

We  have  also  raised  38  foster  children  on  our  farm.  The  welfare  office  always  sent 
the  "problem  children"  to  us.  I  discovered  that  the  real  problem  was  that  these  children  did 
not  have  anything  to  do  but  to  get  into  trouble.  So  I  put  them  to  work  on  our  farm  ~  they 
cleaned  out  the  bams,  they  helped  put  in  the  tobacco  crop,  they  hoed  the  tobacco  and  they 
helped  top  the  tobacco.  After  a  long  days  work,  those  kids  ate  a  good  supper,  took  a  shower 
and  went  straight  to  bed.  There  was  no  energy  left  in  them  to  cause  trouble. 

My  own  children  and  our  foster  children  saved  money  from  tobacco  so  that  they 
could  go  to  movies  or  to  ball  games.  I  always  told  those  kids:  When  you  spend  that  money, 
tell  people  you  earned  it  from  tobacco. 

Tobacco  is  our  livelihood. 

I  am  here  today  because  our  livelihood  is  being  threatened.  I  cannot  express  enough 
how  deeply  concerned  I  am  about  the  President's  proposal  to  increase  tobacco  taxes  to  pay 
for  health  care  reform.  Farm  families  like  mine  stand  to  suffer  a  great  deal  if  this  proposal 
becomes  a  reality. 

I  want  to  tell  you  that  I  support  the  idea  of  health  care  reform.  When  I  was  young,  I 
studied  to  be  a  nurse  and  worked  for  a  while  in  the  Louisville  Children's  Hospital.  I  know 
first  hand  that  our  health  care  system  is  in  serious  need  of  reform  and  I  congratulate  the 
President  for  recognizing  this  fact. 

But  the  President  has  proposed  a  75  cent  per  pack  cigarette  tax  as  the  sole  tax  to  pay 
for  health  care  reform.  This  proposal  asks  farmers,  like  me,  to  foot  the  bill  for  a  system  that 
benefits  the  entire  nation.  That  is  unfair. 

It  is  unfair  to  tobacco  farmers  whose  hard  work  already  generates  $62,000  per  acre  in 
state  and  federal  taxes.  It  is  unfair  to  black  farmers,  many  of  whom  grow  tobacco,  and  who 
historically  have  lost  their  farms  at  a  faster  rate  than  white  farmers.  It  is  unfair  to  my  home 
state  of  Kentucky,  which  stands  to  lose  over  300  million  dollars,  and  it  is  unfair  to  the  South 
as  a  whole,  which  stands  to  lose  the  very  foundation  of  its  economy. 
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The  Bible  says  that  you  earn  your  living  by  the  sweat  of  your  brow  and  I  can  tell  you 
that  farming  tobacco  makes  you  sweat.  But  farmers  are  accustomed  to  hard  work.  We  are 
also  accustomed  to  dealing  with  the  hardships  of  nature  -  we  always  have  to  worry  about  too 
much  rain  on  our  crop,  or  not  enough.  But  no  amount  of  hard  work  or  resiliency  will 
prepare  us  for  dealing  with  the  man-made  hardships  that  come  from  Washington.  American 
tobacco  farmers  cannot  survive  this  threat  to  our  livelihoods. 

I  want  to  invite  President  and  Mrs.  Clinton  and  all  of  the  members  of  this  committee 
down  to  Kentucky  to  see  the  people  who  are  working  so  hard  to  make  ends  meet  —  they  are 
doing  it  with  tobacco.  I  want  them  to  meet  tobacco  farmers  and  their  families 
~  face  to  face  ~  and  to  learn  just  how  much  our  crop  means  to  us,  and  to  the  South.  If  they 
understood  that,  I  am  certain  they  would  not  insist  on  this  unfair  tobacco  tax. 

The  simple  fact  is  that  tobacco  farmers  cannot  afford  to  pay  for  health  care  reform 
and  we  should  not  have  to.  All  Americans  stand  to  benefit  from  changes  in  our  health  care 
system  and  all  Americans  should  pay  for  it.  This  is  the  American  way  and  it  is  the  fair  way. 

I  serve  on  the  credit  committee  of  the  Community  Farm  Alliance  which  issues  small 
loans  to  farmers  in  need.  I  can  tell  you  two  things  from  that  experience.  There  are  a  lot  of 
farmers  out  there  in  rural  America  who  are  already  fighting  day  after  day  to  hold  on  to  their 
land.  There  will  not  be  enough  money  in  the  coffers  of  the  Community  Farm  Alliance,  or  in 
the  coffers  of  any  other  farm  support  groups,  to  help  those  farmers  survive  if  this  unfair  tax 
becomes  a  reality. 

On  behalf  of  my  family  and  the  many  tobacco  farmers  who  will  never  get  the 
opportunity  to  come  here  and  talk  to  you,  I  ask  you  to  work  with  the  President  to  develop  a 
health  care  program  that  is  fair  to  all  Americans,  including  tobacco  farmers,  tobacco  plant 
workers  and  southern  communities.  A  tobacco  tax  increase  does  not  meet  this  test. 

Thank  you. 
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Mr.  Payne.  Thank  you  very  much,  Mattie.  We  appreciate  that 
fine  testimony.  And  our  next  witness  is  Fred  Bond,  who  is  the  vice 
president  of  the  Tobacco  Growers'  Information  Committee. 

Mr.  Bond. 

STATEMENT  OF  FRED  BOND,  VICE  PRESIDENT,  TOBACCO 
GROWERS'  INFORMATION  COMMITTEE,  INC. 

Mr.  Bond.  Thank  you,  Mr.  Chairman. 

I  am  Fred  Bond,  testifying  on  behalf  of  the  Tobacco  Growers'  In- 
formation Committee,  which  is  an  organization  representing  hun- 
dreds of  thousands  of  tobacco  farmers  and  farm  family  members  in 
22  States  across  the  country  where  tobacco  is  produced. 

First  let  me  say  that  tobacco  growers  believe  all  Americans 
should  have  equal  access  to  adequate  health  care.  However,  tobacco 
growers  feel  that  they  should  not  be  required  to  shoulder  a  far 
greater  tax  burden  or  to  sacrifice  their  livelihood  to  pay  for  a  gov- 
ernmental program  that  is  for  all  Americans.  They  expect  tax  fair- 
ness and  not  single  out  certain  Americans  to  pay  more  than  their 
fair  share. 

Tobacco  contributes  significantly  to  the  Nation's  economy.  I  am 
not  going  into  the  numbers.  You  nave  heard  them,  I  am  sure,  all 
morning.  They  are  in  my  testimony.  But  let  me  give  you  a  different 
perspective  on  tobacco's  contribution.  One  acre  of  tobacco  produces 
more  than  $30,000  in  excise  taxes  for  the  Federal  Government. 
When  you  add  State  and  local  taxes,  the  figure  reaches  almost 
$70,000  per  acre.  And  that  is  a  significant  tax  contribution  at  the 
moment.  What  will  be  the  impact  of  a  75  cents  per  pack  tax?  I  am 
talking  about  tobacco  production.  The  consequences  would  be  ex- 
tremely severe.  Many  jobs  would  be  lost.  But  let  me  not  talk  about 
the  jobs  lost,  and  let  me  tell  you  what  has  actually  happened  al- 
ready with  respect  to  the  threat  of  this  tax. 

Last  December,  I  am  talking  about  flue-cured  tobacco  now,  the 
expected  1993  market  demand  for  tobacco  was  about  815  million 
pounds.  The  uncertainty  created  by  the  tax  proposals  contributed 
to  our  market  demands  dropping  by  125  million  pounds,  or  14  per- 
cent. Our  market  average  is  down  $4  per  hundred  from  last  year. 

Overall,  this  year  compared  to  last  year,  our  gross  income  for  all 
growers  is  down  $56  million.  This  is  a  fact.  As  a  result,  growers 
next  year  will  be  faced  with  a  maximum  quota  cut  of  10  percent 
under  Federal  legislation  at  this  particular  time.  Now  let's  go  to 
1995.  The  quota  could  be  reduced  more  than  50  percent,  according 
to  some  unofficial  projections  from  the  USDA.  This  would  equate 
to  a  similar  reduction  in  grower  income,  a  50  percent  reduction  by 
1995,  year  end. 

Mr.  Chairman  and  members  of  the  committee,  this  would  be  a 
catastrophe.  Our  growers  would  be  forced  to  file  bankruptcy.  No 
tax,  no  tax  should  punish  any  group  of  Americans  to  this  extent. 

Just  a  few  weeks  ago,  your  distinguished  chairman  said  during 
an  interview  on  CNN,  that  he  didn't  think  the  purpose  of  the  legis- 
lation was  to,  "put  people  out  of  business  by  taxing  them  so  heav- 
ily." While  it  may  not  be  the  intent  of  the  legislation,  it  will  surely 
be  the  outcome. 

Thank  you,  sir. 

[The  prepared  statement  follows:] 
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Statement  of 
Fred  Bond,  Vice  President 
Tobacco  Growers'  Information  Committee,  Inc. 

Before  the  US  House  Ways  &  Means  Committee 
On  the  Administration's  Health  Security  Act 
November  18,  1993 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  appear  before  this  Committee  and 
discuss  "the  effect  of  the  tax  increase  proposed  by  the  Administration  on  the  production 
of  tobacco." 

My  name  is  Fred  Bond.  I  am  testifying  on  behalf  of  the  Tobacco  Growers'  Information 
Committee,  an  organization  representing  hundreds  of  thousands  of  tobacco  farmers  and 
family  members  in  22  states  across  the  country  where  tobacco  is  produced. 

President  Clinton  proposes  a  drastic  increase  in  tobacco  taxes  to  pay  for  U.S.  health  care 
reform.  The  majority  of  tobacco  growers  believe  that  all  Americans  should  have  equal 
access  to  adequate  health  care. 

Tobacco  growers  accept  that  as  wage-earners,  property  owners  and  consumers,  a  portion 
of  what  they  earn,  own  or  buy  will  be  taxed.  In  fact,  many  tobacco  growers  are  willing  to 
pay  their  fair  share  for  a  better  health  care  system. 

However,  tobacco  growers  are  not  willing  to  shoulder  a  far  greater  tax  burden  or  to 
sacrifice  their  livelihood  and  their  dignity  to  pay  for  a  government  program  intended  for 
all  Americans.  They  expect  taxes  to  be  fair  ~  and  not  to  single  out  certain  Americans  to 
contribute  more  than  their  share. 

Tobacco  is  one  of  the  Southeast's  leading  industries.  Various  facets  of  the  U.S.  tobacco 
sector,  which  includes  tobacco  growing,  manufacturing  and  sales,  employ  nearly  325,000 
people  from  this  region  of  the  country.  All  of  these  folks  have  something  in  common  -- 
they  all  stand  to  lose  significantly  from  tax-increase  proposals  being  debated  here  in 
Washington. 

Tobacco  contributes  significantly  to  the  nation's  economy  ~  in  both  jobs  and  revenues. 
In  1990,  approximately  2.2  million  workers  derived  income  from  the  tobacco  industry. 
These  workers  earned  over  $66  billion.  In  that  same  year,  the  tobacco  industry 
contributed  to  the  federal  government  over  $21.9  billion  in  non-sales-related  taxes:  $11.4 
billion  in  personal  income  taxes,  $2.6  billion  in  corporate  taxes,  and  $7.9  billion  in  FICA. 
The  industry  also  contributed  to  the  states  $2.8  billion  in  personal  income  taxes  and 
$855.5  million  in  corporate  taxes. 

Consider  the  tobacco  tax  contribution  from  a  different  perspective.  Tobacco  often  is 
referred  to  as  a  "cash  crop."  In  dollars  and  cents,  each  acre  of  tobacco  alone  yields  more 
than  $30,000  in  revenue  for  the  federal  government.  That  figure  climbs  to  around 
$70,000  per  acre  when  state  and  local  revenues  are  factored  in. 

How  dire  would  the  consequences  of  a  tobacco  excise  tax  increase  be?  It  is  estimated 
that  a  75-cent  increase  in  the  tobacco  tax  would  wipe  out  more  than  273,000  tobacco- 
related  jobs  across  the  country.  About  100,000  of  these  tobacco  sector  jobs  would  be 
from  Southern  states  alone. 

The  tobacco  tax  increase  also  would  eliminate  $8  billion  in  individuals'  salaries  upon 
which  the  economy  depends  for  strength  and  recovery.  State  governments  would  suffer 
revenue  shortfalls  as  tax  collections  fall  with  the  projected  decline  in  jobs  and  retail 
sales.  How  will  the  states  to  make  up  the  $1.55  billion  difference? 

This  is  unacceptable.  We  must  devise  a  method  to  fund  health  care  reform  without 
calling  on  specific  geographic  regions  to  make  unfair  sacrifices. 
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There  are  some  interests  who  suggest  implementing  crop  "diversification"  programs  to 
help  tobacco  farmers  make  the  shift  to  another  crop.  Some  specifically  suggest  that  a 
portion  of  the  federal  tobacco  tax  should  be  earmarked  to  underwrite  a  transition.  A 
check  from  the  government  to  the  farmer  is  not  going  to  salvage  the  local  car  dealership, 
local  churches  and  schools,  restaurants,  farm  equipment  stores  and  all  the  other  elements 
of  communities. 

Tobacco  farmers  are  already  well  diversified.  Most  tobacco  is  grown  on  farms  where  the 
bulk  of  the  acreage  is  devoted  to  other  crops  such  as  soybeans  and  corn,  or  to  other  uses 
such  as  raising  cattle  or  hogs.  Yet,  without  tobacco,  a  farm  family  cannot  pay  their  bills. 
Nearly  80  percent  of  all  flue-cured  tobacco  farms  derived  half  of  their  gross  farm  income 
from  tobacco.  And  about  65  percent  of  all  burley  tobacco  farms  obtained  more  than  50 
percent  of  their  gross  farm  income  from  tobacco. 

Tobacco  areas  have  achieved  maximum  diversification.  Further  diversification  to  crops 
considered  exotic  for  tobacco  producing  areas  would  not  support  existing  farm  families; 
growers  in  other  parts  of  the  United  States  would  not  appreciate  subsidies  to  help  former 
tobacco  farmers  compete  with  them. 

I  would  like  to  address  other  matters  pertaining  to  the  impact  of  tobacco  tax  increases 
on  tobacco  growers.  The  1993  flue-cured  tobacco  quota  was  set  at  891  million  pounds  in 
December  1992.  At  that  time,  there  was  a  strong  market  demand  for  approximately  815 
mil.  lbs.  of  flue-cured  tobacco.  Uncertainty  created  by  cigarette  excise  tax  increases  by 
as  much  as  $2.00  per  pack  caused  demand  for  flue-cured  tobacco  to  drop  by  as  much  as 
125  mil.  lbs.,  or  a  14  percent  drop  in  manufacturer  and  dealer  purchases. 

The  additional  125  mil.  lbs.  placed  under  loan  in  the  flue-cured  tobacco  grower  owner 
marketing  cooperative  resulted  in  depressed  returns  to  growers  and  a  guarantee  of  the 
future  increased  marketing  assessments.  Tobacco  grower  owned  marketing  cooperatives 
are  mandated  by  federal  law  at  no  net  cost  to  the  taxpayer.  Losses  in  the  sale  of  loan 
stocks  are  made  up  by  the  grower  and  purchaser  in  the  form  of  marketing  assessments. 
The  threat  of  a  cigarette  excise  tax  increase  has  cost  growers  millions  of  dollars  this  year 
in  personal  income  and,  because  of  large  inventories,  will  cost  the  growers  millions  of 
dollars  in  personal  income  in  the  future. 

U.S.  Department  of  Agriculture  analysts  have  recently  given  an  unofficial  projection  of 
the  1995  National  Flue-Cured  Marketing  Quota.  Official  projections  can  only  be  made 
using  existing  laws  that  might  impact  tobacco.  However,  these  projections  took  into 
account  a  75-cent-per-pack  cigarette  tax  increase.  These  projections,  with  the  75-cent 
increase,  decrease  the  flue-cured  quota  to  a  catastrophic  50  percent  from  current  levels 
by  1995  -  or  a  445  mil.  lb.  decline. 

In  conclusion,  Mr.  Chairman,  we  believe  that  a  solution  to  the  nation's  health  care 
challenge  should  be  constructed  on  a  solid  foundation.  All  members  of  society  who  can, 
should  pay  their  fair  share.    Financing  progressive  government  through  regressive  means 
forces  a  few  Americans  to  shoulder  the  tax  burden  of  the  entire  society.  Singling  out 
one  product,  in  this  case  tobacco,  to  pay  more  is  unfair  and  unwise  policy. 

The  tobacco  tax  punishes,  in  an  economic  sense,  the  very  people  the  Administration  and 
many  in  Congress  claim  they  want  most  desperately  to  help  -  working  Americans  and 
their  families  who  play  by  the  rules. 

Tobacco  tax  increases  are  bad  tax  policy.  Raising  tobacco  taxes  will  only  create  new 
fiscal  problems  for  hundreds  of  thousands  of  hard  working  Americans,  and  for  state  and 
local  governments  across  the  country. 

Tobacco  growers  from  across  the  United  States  do  support  health  care  reform.  But  we 
will  no!  stand  by  and  watch  our  livelihoods  be  destroyed  by  this  drastic  tax  increase. 
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Just  a  few  weeks  ago,  Mr.  Chairman,  you  said  during  an  interview  on  CNN  that  you 
didn't  think  the  purpose  of  the  legislation  was  to  "put  people  out  of  business  [by]  taxing 
them  so  heavily." 

While  it  may  not  be  the  intent  of  this  legislation,  it  surely  will  be  the  outcome.  Thank 
you. 
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Mr.  Payne.  Thank  you  very  much,  Mr.  Bond. 

And  our  last  witness  in  this  panel  is  the  president  of  the  Virginia 
Farm  Bureau,  one  of  my  constituents  from  Pittsylvania  County,  a 
tobacco  farmer  himself,  Wayne  Ash  worth. 

Wayne. 

STATEMENT  OF  WAYNE  ASHWORTH,  PRESIDENT,  VIRGINIA 
FARM  BUREAU  FEDERATION 

Mr.  ASHWORTH.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
the  opportunity  to  appear  before  your  committee  today. 

I  am  Wayne  Ash  worth  of  Pittsylvania  County,  Va.  I  am  a  tobacco 
farmer,  president  of  the  Virginia  Farm  Bureau  Federation  and  a 
member  of  the  board  of  directors  of  the  American  Farm  Bureau 
Federation. 

Before  I  proceed,  I  would  like  to  note  that  the  American  Farm 
Bureau  has  consistently  opposed  the  imposition  of  additional  taxes 
to  expand  Federal  programs.  American  Farm  Bureau  president 
Dean  Kleckner,  in  a  letter  to  President  Clinton  dated  October  22, 
stated,  "Indications  that  you  intend  to  propose  a  300  percent  in- 
crease in  the  Federal  tobacco  excise  tax  are  deeply  disturbing  to  me 
and  to  our  members.  Taxes  on  tobacco  to  the  magnitude  you  envi- 
sion will  be  devastating  to  the  members  who  produce  tobacco  as 
well  as  those  who  process,  distribute  and  sell  tobacco  products." 

I  am  here  today  to  represent  the  interests  of  tobacco-producing 
families  in  the  burley  tobacco  belt  of  southwest  Virginia,  the  flue- 
cured  belt  of  south  side  Virginia,  and  dark-fired  and  sun-cured  to- 
bacco areas  of  the  Central  Piedmont. 

Mr.  Chairman,  we  agree  that  health  care  is  an  important  issue. 
But  we  think  that  the  survival  of  thousands  of  family  farms  and 
the  economic  well-being  of  local  communities  are  serious  issues 
today,  as  has  been  said  earlier. 

I  would  emphasize  to  many  of  you  the  importance  of  tobacco  to 
the  general  economy  of  the  State,  and  especially  to  the  farm  econ- 
omy. Virginia  is  one  of  the  five  largest  tobacco  States  in  terms  of 
crop  value.  In  1992,  tobacco  was  the  largest  cash  crop  in  Virginia. 
Approximately  $200  million  in  total  cash  receipts  at  the  farm  were 
derived  from  tobacco,  representing  over  a  quarter  of  total  cash  crop 
sales  in  Virginia. 

Tobacco  farms  are  located  in  over  half  of  Virginia's  95  counties, 
with  almost  10,000  farm  families  producing  tobacco.  Millions  of 
pounds  of  leaf  tobacco  are  sold,  processed,  stored,  and  manufac- 
tured into  products  in  our  State. 

I  will  not  mince  words.  I  believe  that  the  proposed  tobacco  tax 
increase  threatens  the  very  existence  of  a  viable  tobacco  economy 
in  Virginia,  will  not  obtain  the  necessary  funds  to  finance  the  na- 
tional health  program,  and  it  is  punitive  in  nature.  Since  Webster 
defines  "punitive"  as  a  means  to  inflict  punishment,  I  would  con- 
clude that  the  motives  and  measures  of  the  tax  are  by  nature  de- 
signed to  punish  and  discriminate  against  a  certain  segment  of  the 
U.S.  population. 

Antismoking  advocates  are  using  the  power  to  tax,  to  punish  and 
destroy  the  tobacco  industry.  Middle-  and  lower-income  families 
who  already  pay  more  than  their  fair  share  in  excise  taxes  will  be 
punished  by  having  to  absorb  an  even  higher  share  of  these  taxes. 
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Tobacco  farmers  and  their  families  will  be  punished  by  decreasing 
or  destroying  the  source  of  their  economic  livelihood. 

Former  Supreme  Court  Justice  Oliver  Wendell  Holmes  once  said, 
"The  power  to  tax  does  not  include  the  power  to  destroy  while  this 
Court  sits."  Do  we  now  condone  this  type  of  power? 

I  note  that  smokers  are  already  paying  $11.3  billion  in  excise  tax 
and  over  four  times  what  the  farmer  receives  for  the  sale  of  to- 
bacco. This  would  indicate  that  any  time  government  permits  an 
excise  tax  to  escalate  far  beyond  that  of  the  income  the  farmer  re- 
ceives for  the  crop,  that  such  tax  is  not  only  excessive,  but  discrimi- 
natory. 

Whether  discussing  deficit  reduction  or  economic  reform,  it  is  the 
historical  common  consensus  in  our  society  that  taxes  should  be  eq- 
uitable. Americans  have  often  opted  for  ability  to  pay  in  judging 
the  fairness  of  the  overall  tax  structure.  However,  any  increased  re- 
liance on  excise  tax  counters  this  long-held  philosophy  of  fairness 
and  can  only  lead  to  diminishing  returns. 

While  it  may  be  politically  easy  for  the  administration  and  some 
Federal  lawmakers  to  advocate  increasing  excise  taxes  on  ciga- 
rettes, as  a  revenue  source,  the  results  are  often  quite  different.  In 
fact,  State  and  local  governments  have  learned  the  reality  of  dimin- 
ishing revenues  from  this  unpopular  punitive  tax.  A  1993  study  by 
the  Council  of  State  Governments  called  excise  taxes  on  tobacco  a 
worn-out  tax  source. 

The  council  urges  policymakers  to  look  elsewhere  for  revenues  to 
fund  new  programs.  Any  increase  in  the  excise  tax  will,  without 
question,  damage  our  rural  economy  with  the  loss  of  farm  income, 
sector  jobs,  and  tax  revenue  at  the  local  and  State  level. 

William  Jennings  Bryan  in  the  late  1800s  said  it  best:  "Burn 
down  your  cities,  out  leave  my  farms  alone.  And  your  cities  will 
spring  up  again  as  if  by  magic.  But  allow  the  farms  to  be  destroyed 
and  there  will  be  grass  growing  in  every  street  across  America." 

In  closing,  I  urge  that  you  not  turn  your  back  on  the  tobacco 
farmers  of  Virginia  and  this  Nation  by  enhancing  the  excise  tax  on 
cigarettes.  We  should  be  committed  to  maintaining  or  increasing 
our  economy,  not  forcing  a  large  number  of  productive  Virginia 
families  into  job  dislocation  or  welfare. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  WAYNE  ASHWORTH 
PRESIDENT 
VIRGINIA  FARM  BUREAU  FEDERATION 


BEFORE  THE  HOUSE  WAYS  &  MEANS  COMMITTEE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
ON  THE  ADMINISTRATION'S  HEALTH  SECURITY  ACT 
NOVEMBER  18,  1993 


Good  morning,  Mr.  Chairman.     Thank  you  for  the  opportunity 
to  appear  before  this  committee. 

I  am  Wayne  Ashworth  of  Pittsylvania  County,  Virginia.     I  am 
a  tobacco  farmer,  President  of  the  Virginia  Farm  Bureau 
Federation,  and  a  member  of  the  Board  of  Directors  of  the 
American  Farm  Bureau  Federation. 

I  am  here  today  to  represent  the  interests  of  our  tobacco 
producing  families  in  the  burley  tobacco  belt  of  Southwest 
Virginia,  the  flue-cured  belt  of  Southside  Virginia  and  the  Dark- 
Fired  and  Sun-Cured  tobacco  areas  of  the  Central  Piedmont. 

Mr.  Chairman,  we  agree  that  health  care  is  an  important 
issue.     But  we  think  that  the  survival  of  thousands  of  family 
farms  and  the  economic  well  being  of  local  communities  are 
serious  issues,  too. 

I  would  emphasize  to  many  of  you  the  importance  of  tobacco 
to  the  general  economy  of  the  state,  and  especially  to  the  farm 
economy.     Virginia  is  one  of  the  five  largest  tobacco  states  in 
terms  of  crop  value.     In  1992,  tobacco  was  the  largest  cash  crop 
in  Virginia.     Approximately  200  million  dollars  in  total  cash 
receipts  at  the  farm  were  derived  from  tobacco,   representing  over 
a  quarter  of  total  cash  crop  sales  in  Virginia.     Tobacco  farms 
are  located  in  over  half  of  Virginia's  95  counties  with  almost 
10,000  farm  families  producing  tobacco.     Millions  of  pounds  of 
leaf  tobacco  are  sold,  processed,   stored  and  manufactured  into 
product  in  our  state. 

I  will  not  mince  words:     I  believe  that  the  proposed  tobacco 
tax  increase  threatens  the  very  existence  of  a  viable  tobacco 
economy  in  Virginia;  will  not  obtain  the  necessary  funds  to 
finance  a  national  health  program;  and  is  punitive  in  nature. 

Since  Webster  defines  punitive  as  a  means  "to  inflict 
punishment,"  I  would  conclude  that  the  motives  and  measures  of 
the  tax  are  by  nature  designed  to  punish  and  discriminate  against 
a  certain  segment  of  the  U.S.  population. 

Anti-smoking  advocates  are  using  the  power  to  tax  to  punish 
and  destroy  the  tobacco  industry.     Middle  and  lower  income 
families  who  already  pay  more  than  their  fair  share  in  excise 
taxes  will  be  punished  by  having  to  absorb  an  even  higher  share 
of  these  taxes.     Tobacco  farmers  and  their  families  will  be 
punished  by  decreasing  and  or  destroying  the  source  of  their 
economic  livelihood. 

Former  Supreme  Court  Justice  Oliver  Wendell  Holmes  once  said 
"The  Power  to  Tax  Does  Not  Include  The  Power  to  Destroy  While 
This  Court  Sits." 

Do  we  now  condone  this  type  of  power? 

I  note  that  smokers  already  pay  $11.3  billion  dollars  in 
excise  taxes  or  over  four  times  what  the  farmer  receives  for  the 
sale  of  tobacco.     This  would  indicate  that  any  time  government 
permits  an  excise  tax  to  escalate  far  beyond  that  of  the  income 
the  farmer  receives  for  the  crop,  such  a  tax  is  not  only 
excessive  but  discriminatory. 

Whether  discussing  deficit  reduction  or  economic  reform  it 
is  the  historical  consensus  in  our  society  that  taxes  should  be 
equitable.     Americans  have  often  opted  for  ability  to  pay  in 
judging  the  fairness  of  the  overall  tax  structure.     However,  any 
increased  reliance  on  excise  taxes  counters  this  long  held 
philosophy  of  fairness  and  can  only  lead  to  diminishing  returns. 

While  it  may  be  politically  easy  for  the  administration  and 
some  federal  lawmakers  to  advocate  increasing  excise  taxes  on 
cigarettes  as  a  revenue  source,  the  results  are  often  quite 
different.     In  fact,  state  and  local  governments  have  learned  the 
reality  of  diminishing  revenues  from  this  "popular  punitive  tax." 
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A  1993  study  by  the  Council  of  State  Governments  calls  excise 
taxes  on  tobacco  a  "worn  out  tax  source."    The  Council  urges 
policy  makers  to  look  elsewhere  for  revenues  to  fund  new 
programs . 

Any  increase  in  the  excise  tax  will  without  question  damage 
our  rural  economy  with  the  loss  of  farm  income,  sector  jobs  and 
tax  revenue  at  the  local  and  state  level . 

William  Jennings  Bryant,   in  the  late  1800s,  said  it  best: 

"Bum  down  your  cities  but  leave  my  farms  alone,  and  your 
cities  will  spring  up  again  as  if  by  magic.     But  allow  the  farms 
to  be  destroyed  and  there  will  be  grass  growing  in  every  street 
across  America." 

In  closing,   I  urge  that  you  not  turn  your  back  on  the 
tobacco  farmers  of  Virginia  by  enhancing  the  excise  tax  on 
cigarettes.     We  should  be  committed  to  maintaining  or  increasing 
our  economy,  not  forcing  a  large  number  of  productive  Virginia 
families  into  job  dislocation  or  welfare. 

Thank  you. 
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Mr.  Payne.  Thank  you  very  much,  Mr.  Ashworth. 
Mr.  Andrews. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

Dr.  Lee,  let  me  be  sure  I  understand  exactly  why  you  are  here 
today.  You  are  a  professor  of  economics,  but  you  have  been  asked 
to  come  here  by  the  Tobacco  Institute;  is  that  correct? 

Mr.  Lee.  That  is  correct. 

Mr.  Andrews.  And  now  they  pay  you  a  retainer  to  come  here  or 
do  you  work  for  them  part-time?  What  is  your  relationship  with  the 
Tobacco  Institute? 

Mr.  Lee.  On  occasion  they  have  asked  me  to  testify  on  tobacco 
issues  based  on  work  that  I  have  done,  writing  in  economics,  actu- 
ally long  before  I  ever  even  heard  of  the  Tobacco  Institute. 

Mr.  Andrews.  How  long  have  you  worked  with  the  Tobacco  Insti- 
tute, Dr.  Lee? 

Mr.  Lee.  About  4  years,  off  and  on.  I  have  done  a  little  testimony 
here  and  there  for  them. 
Mr.  Andrews.  Do  you  believe  that  smoking  causes  cancer? 
Mr.  Lee.  You  know,  I  would — I  would  say  that  as  an  economist, 
I  am  simply  not  prepared  to  answer  that  question.  I  would  hope 


Mr.  Andrews.  Do  you  have  an  opinion,  Dr.  Lee?  Do  you  have  an 
opinion  about  it?  Do  you  have  an  opinion? 

Mr.  Lee.  Not  that  is  relevant.  I  would  hope  you  wouldn't  get  eco- 
nomic advice  from  doctors,  M.D.s,  and  you  would  probably  be  well 
advised  not  to  ask  an  economist  for  medical  advice  

Mr.  Andrews.  Well,  you  are  here  to  testify  about  the  costs  of 
smoking,  and  the  costs  of  health  care.  That  is  what  the  purpose  of 
this  forum  is,  is  to  discuss  

Mr.  Lee.  Right,  the  purpose,  as  I  understand  

Mr.  Andrews.  Just  a  moment,  Dr.  Lee,  let  me  ask  you  a  ques- 
tion, then  you  please  feel  free  to  take  your  time  to  answer  it. 

The  whole  purpose  of  your  testimony,  as  I  understand  it,  was  to 
talk  about  what  raising  tobacco  taxes  could  do  to  the  economy  and 
what  the  real  health  impact  would  be  or  how  de  minimis  it  would 
be.  Amazingly  from  your  testimony,  from  raising  tobacco  costs,  did 
you  know  that  one  out  of  three  long-term  cigarette  users  die?  Did 
you  know  that,  Dr.  Lee?  Do  you  believe  that  is  an  accurate  statis- 
tic? 

Mr.  Lee.  I  am  sorry,  I  am  having  a  difficult  time  hearing.  I  am 
losing  my  hearing  a  little  bit.  That  is  my  fault,  I  apologize. 

Mr.  Andrews.  Well,  let  me  try  a  different  one,  maybe  you  can 
hear  this  one  easier. 

The  American  Cancer  Society  estimates  that  1,000  people  die 
every  day  from  using  tobacco  products.  Does  that  sound  accurate 
to  you,  Dr.  Lee? 

Mr.  Lee.  I  have  no  idea.  My  testimony  is  based  on  economics. 
And  the  economics  of  this  is  as  follows.  If  people  believe,  and  cer- 
tainly people  argue  this,  that  non smokers  or  those  who  quit  are 
going  to  live  longer,  OK.  I  have  heard  that.  That  is  a  widely  accept- 
ed belief. 

Mr.  Andrews.  Well,  do  you  believe  that,  Dr.  Lee? 
Mr.  Lee.  I  don't  have  any  reason  to  believe  it  or  not  to  believe 
it.  I  am  not — you  know,  there  are  statistics  that  indicate  there  is 
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an  association  there,  but  the  cause,  I  have  no  idea.  But  if  it  follows 
that  these  people  are  going  to  use  more  health  care,  they  are  going 
to  use  it  after  65— they  are  going  to  live  longer,  they  are  going  to 
use  more  health  care  after  65,  that  is  when  the  big  subsidies  kick 
in.  So  all  I  am  arguing  is,  you  know,  everybody  

Mr.  Andrews.  In  other  words,  people  will  be  healthier  if  the  tax 
goes  up,  they'll  live  longer  so  they  have  Social  Security  benefits, 
and  we  won't  lose  1,000  Americans  every  day  that  die  from  using 
tobacco  products? 

Mr.  Lee.  I  am  simply  arguing  that  you  can't  have  it  both  ways. 
You  can't  argue  that  smoking  shortens  your  life,  and  at  the  same 
time  argue  that  smokers  are  subsidized  by  nonsmokers.  If  you 
want  to  argue  that  smoking  shortens  your  life,  then  you  have  to 
also  accept  the  logical  implications  of  that. 

The  logical  implication  is  that  smokers  will  be  less  likely  to  live 
and  take  the  dominant  share  of  their  health  care  using  the  last 
year  of  their  life  after  the  age  of  65,  when  the  big  subsidies  kick 
in  with  Medicare.  I  am  simply  arguing  

Mr.  Andrews.  Let  me  ask  you  about  the  other  end  for  a  second, 
Dr.  Lee.  Let  me  ask  you  about  the  other  end.  You  are  familiar  with 
demographic  studies  and  economic  studies  of  who  uses  tobacco 
products,  are  you  not? 

Mr.  Lee.  I  am  not  an  expert  on  that,  but  I  know  that  smoking 
is  primarily — is  concentrated  in  lower-income  groups. 

Mr.  Andrews.  Well,  you  know  who  smokes  in  the  country.  I  as- 
sume you  do  read  studies,  economic  studies  to  formulate  your  opin- 
ions. You  understand  where  they  are  out  there.  Like  you  suggest, 
they  tend  to  be  the  poorer  people,  I  think  is  what  your  testimony 
was  earlier,  and  therefore  the  tax  is  regressive. 

Did  you  know  that  about  90  percent  of  all  the  new  smokers  every 
day  are  under  19  and  half  of  them  are  under  13  years  of  age? 

Mr.  Lee.  No,  I  am  not  familiar  with  that. 

Mr.  Andrews.  You  don't  have  any  idea.  With  all  the  studies  you 
have  done  and  the  4  years  that  you  have  worked  with  the  Tobacco 
Institute,  you  do  not  have  any  conceivable  idea  of  who  the  new  cus- 
tomers are  that  take  up  smoking? 

Mr.  Lee.  I  am  quite  willing  to  accept  your  information  on  that. 
I  as  an  economist  

Mr.  Andrews.  You  don't  have  an  independent  view  yourself,  Dr. 
Lee? 

Mr.  Lee.  I  am  interested  in  the  economic  implications  of  excise 
taxes. 

Mr.  Andrews.  Well,  in  terms  of  the  economic  implications  of 
smoking,  are  you  aware  that  all  of  the  new  customers  that  take  up 
using  tobacco  products,  that  pay  for  the  products,  that  use  the 
products,  all  of  the  new  smokers,  90  percent  of  them  are  under  19 
and  half  of  them  are  under  13  years  of  age?  Do  you  have  an  opin- 
ion? Does  that  sound  right  based  on  the  studies  and  the  work  that 
you  have  done  with  the  Tobacco  Institute? 

Mr.  Lee.  If  you  are  informing  me  that  is  the  case,  I  am  certainly 
quite  willing  to  believe  you. 

Mr.  Andrews.  Is  today  the  first  day  you  have  heard  that  statis- 
tic? 
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Mr.  Lee.  I  have  heard  a  lots  of  statistics  from  both  people  de- 
fending and  attacking  the  tobacco  industry,  and  not  always  consist- 
ent with  each  other.  This  is  not  

Mr.  Andrews.  You  don't  have — you  don't  have  an  opinion  about 
what  the  age  group  of  new  smokers  are?  You  just  don't  have  any 
independent  knowledge  of  what  the  age  category  of  new  smokers 
are? 

Mr.  Lee.  I  rely  on  your  information  on  this.  I  am  quite  willing 
to  do  that.  I  am  assuming  you  have  looked  it  up. 

Mr.  Andrews.  Do  you  have  any  opinion  based  on  the  studies  and 
your  4-year  relationship  with  the  Tobacco  Institute  about  the 
health  consequences  of  tobacco  use? 

Mr.  Lee.  Well,  let  me  say  that  I  certainly  am  not  as  an  individ- 
ual advocating  young  people  smoking.  We  have  laws  against  

Mr.  Andrews.  No,  that  is  not  my  question.  My  question  is,  do 
you  have  any  independent  knowledge,  formed  any  opinion  after  4 
years  of  working  for  the  Tobacco  Institute,  as  to  the  health  con- 
sequences of  using  tobacco  products? 

Mr.  Lee.  No,  absolutely  not. 

Mr.  Andrews.  You  just  have  no  idea? 

Mr.  Lee.  No. 

Mr.  Andrews.  You  don't  know  whether  it  kills  1,000  people 
today  or  whether  tobacco  use  is  the  number  one  

Mr.  Lee.  My  concern  is  whether  or  not  smokers  over  their  life- 
time consume  more  health  care  than  nonsmokers.  If  they  do,  then 
maybe  there  is  a  subsidy,  maybe  they  are  not  paying  their  own 
way.  But  the  evidence  on  that  simply  does  not  exist.  There  is  no 
evidence  that  smokers — I  don't  care  when  they  start  smoking.  We 
are  here  talking  about — at  least  I  was  told,  we  were  here  talking 
about  fairly  funding  and  financing  health  care  reform. 

My  question,  the  question  I  wanted  to  ask,  was  whether  or  not 
smokers  should  pay  more  to  finance  health  care  reform  than  non- 
smokers,  with  the  idea  being  that  if  they  consume  more  health 
care,  there  is  a  case  to  be  made  for  that.  My  understanding  is  there 
is  no  case  to  be  made  for  that  based  on  available  data. 

Mr.  Andrews.  Just  a  moment.  I  guess  then,  I  guess  if  I  under- 
stand what  you  are  saying,  if  we  raise  the  taxes  on  tobacco  prod- 
ucts, people  are  going  to  smoke  less,  teenage  kids  are  not  going  to 
smoke  as  much,  people  are  going  to  be  healthier  and  they  are  going 
to  live  longer  and  therefore  the  overall  taxes  are  going  to  go  up. 
In  other  words,  you  are  saying  maybe  1,000  people  wont  die  every 
day  if  we  raise  tnose  taxes  so  they  will  live  a  little  bit  longer? 

Mr.  Lee.  If  your  data  is  correct,  then  that  is  certainly  true. 

Mr.  Andrews.  You  don't  have  any  opinion  about  that? 

Mr.  Lee.  Oh,  I  am  in  favor  of  long  life,  I  am  definitely  in  favor 
of  long  life.  I  am  also  in  favor  of  charging  people  for  what  they 
consume  and  not  discriminating  against  one  group  on  the  basis 
that  they  consume  more  health  care  than  another  group  when  in 
fact  they  don't. 

And  if  you  want  to  go  with  what  you  just  said,  I  will  be  glad  to 
go  along  with  it,  but  let's  follow  out  the  logical  implications  of  that. 
And  that  is  that  health  care  is  not  something  that  smokers 
consume  more  of  than  nonsmokers. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 
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Mr.  Payne.  Thank  you,  Mr.  Andrews. 

I  would  like  to  go  back  to  something,  Mr.  Bond,  you  said,  which 
has  not  been  brought  up  in  this  hearing  before.  It  has  to  do  with 
the  quota  of  tobacco,  1994,  1995.  There  have  been  some  estimates 
about  how  areas  might  be  affected.  From  what  you  are  saying,  as 
I  understand  it,  is  that  the  1994  quota  might  be  reduced  by  10  per- 
cent. And  given  your  discussions  with  the  Department  of  Agri- 
culture, the  1995  quota  could  be  reduced  by  as  much  as  50  percent? 

Mr.  Bond.  Yes. 

Mr.  Payne.  Could  you  explain  why  that  would  happen  with  this 
particular  tax  increase? 

Mr.  Bond.  I  think  most  of  the  reduction  in  quota  has  come  from 
the  uncertainty  of  the  tax.  That  uncertainty  has  created  a  weak 
market  demand  by  at  least  125  million  pounds  of  tobacco,  which 
the  cooperatives  are  having  to  take  under  loan,  which  the  growers 
will  have  to  underwrite  along  with  the  buyers.  So  I  am  simply  say- 
ing the  implications  of  the  75  cents  per  pack  tax  is  the  major  cause 
of  the  quota  reductions  in  1994,  and  hopefully  we  don't  reach  50 
percent  in  1995.  That  would  be  a  disaster.  But  these  are  some  pro- 
jections. And  the  contributing  factor  to  these  projections  has  been 
the  tax  increase. 

Mr.  Payne.  Are  these  projections  ones  that  are  available  from 
the  Department  of  Agriculture  at  this  time? 

Mr.  Bond.  I  am  sure  that  the  department  would  make  those  fig- 
ures available.  As  a  matter  of  fact,  those  figures  were  not  released 
but  commented  on  at  a  meeting  in  Raleigh,  N.C.,  about  1  week  ago, 
at  a  tobacco  meeting  in  Raleigh. 

Mr.  Payne.  Is  it  possible  that  you  could  make  those  available  to 
me  so  I  could  insert  those  in  the  record? 

Mr.  Bond.  Yes,  sir. 

Mr.  Payne.  And  I  would  unanimous  consent  to  insert  those  in 
this  record.  Without  objection,  we  will  do  that. 
[The  following  was  subsequently  received:] 
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CHANGES  IMPACTING  FLUE-CURED  AND  BTJRLEY  TOBACCO 
MARKETING  QUOTAS  AND  ALTERNATIVE  SCENARIOS,  1994-98 

by  Verner  N.  Grise  1 
and 

Robert  H.  Miller2 

This  paper  identifies  a  number  of  forces  of  change  with  the 
potential  to  impact  the  tobacco  industry  and  their  potential 
sector  impacts  upon  the  players  (government,  producers, 
processors,  manufacturers,  and  consumers) .     At  the  sector  level, 
a  force  of  change  impacts  one  or  more  ol  the  determinants  of 
income;  that  is,  price,  average  cost  of  production  or  quantity 
produced  and  sold.     These  impacts  generate  structural  change  as 
measured  by  numbers  of  players,  average  size  of  player (s)  and 
locales  of  activity. 


Forces  of  Change  Affecting  the  Tobacco  Industry 

Each  force  of  change  will  exert  unique  impacts  upon  the  structure 
of  the  industry.     In  some  cases,  the  influence  upon  an  income 
determinant  is  predictable,  while  with  others,  the  effect 
(incidence,  direction  and  magnitude)   is  not  readily  discernible. 
Two  major  items  are  (1)  the  minimum  domestic  tobacco  content  law 
(cigarettes),  and  (2)  Federal  excise  tax  changes. 

Other  forces  are:    (1)  Rising  budget  deficit;    (2)  Adoption  of 
"no-smoking"  areas,  and  declining  social  acceptance  of  cigarette 
smoking;  and  (3)  continued  erosion  of  U.S.  market  shares  to  low- 
cost  foreign  producers. 

Minimum  Domestic  Content  -  The  1993  Budget  Reconciliation  law 
requires  that  US-grown  tobacco  make  up  at  least  75  percent  of  the 
tobacco  used  in  all  cigarettes  produced  in  this  country.  The 
leaf  import  provision  restricts  the  percentage  of  imported 
tobacco  used,  including  Oriental  leaf,  to  no  more  than  25  percent 
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1993.     This  paper  contains  the  views  of  the  authors  and  does  not 
represent  an  official  position  of  the  Economic  Research  Service, 
Agricultural  Stabilization  and  Conservation  Service,  or  the  U.S. 
Department  of  Agriculture. 
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of  the  total  quantity  of  all  tobacco  used  during  a  calendar  year. 
Currently,  about  40  percent  of  cigarette  tobacco  represents 
imports.     Thus,  to  comply  with  the  new  law,  manufacturers  will 
have  to  sharply  reduce  the  import  share  in  their  blends,  or  shift 
major  portions  of  their  output  to  overseas  factories. 

Completion  of  the  international  trade  negotiations  (GATT)  could 
result  in  the  loss  of  this  provision.     Last  month  a  GATT 
consultation  group  considered  this  new  provision  as  a  result  of 
complaints  from  some  15  countries.     It  is  unknown  how  long  this 
issue  will  be  under  negotiation. 

Excise  Tax  Increase  -  Since  January  1,  the  Federal  Government  has 
levied  an  excise  tax  of  24  cents  per  pack  of  20.     Increases  in 
excise  taxes  on  tobacco  products  to  help  finance  the 
Administration's  health  care  have  been  cited  by  virtually  all 
proponents  of  health  program  changes.     Earlier  this  year,  an 
increase  in  the  Federal  tax  of  $2.00  per  pack  was  proposed; 
recently  an  increase  of  75  cents  has  been  mentioned.  (Washington 
Post.  9/16/93). 

Cigarette  Smoking,  and  Excise  Taxes,  and  EPA 

Even  if  the  Administration's  health  care  reform  package  stalls, 
it  is  highly  likely  that  the  Federal  cigarette  excise  tax  will 
increase  during  the  next  year  or  so,  perhaps  a  doubling  of  the 
current  24  cents  per  pack  rate.     Although  opposed  by  a  still 
relatively  powerful  tobacco-state  congressional  contingent, 
increases  in  tobacco  taxes  are  supported  by  a  large  segment  of 
the  U.S.  population. 

With  the  reduced  quality  of  this  year's  flue-cured  crop,  buyers 
are  purchasing  less  at  lower  prices  and  allowing  more  to  go  to 
Stabilization.     We  believe  these  shifts  have  occurred  because 
cigarette  manufacturers  anticipate  some  tax  increases.  With 
ample  supplies  and  uncertain  demand,  the  1993  burley  crop  could 
face  a  continution  of  the  weak  market. 

The  proportion  of  Americans  who  smoke  is  declining,  social 
acceptance  of  cigarette  smoking  is  waning,  and  publicity  about 
relationships  between  smoking  and  health  are  increasing. 
Publicity  about  the  alleged  adverse  effects  of  smoking  on 
nonsmokers  are  especially  detrimental  to  the  image  of  cigarette 
smoking. 

The  January  1993  risk  assessment  report  of  the  Evironmental 
Protection  Agency  (EPA) ,   "Respiratory  Health  Effects  of  Passive 
Smoking:  Lung  Cancer  and  Other  Disorders"  has  received  much 
publicity.     According  to  the  report,  "smoking  is  not  just  a 
health  hazard  for  smokers  but  a  significant  risk  for  nonsmokers, 
particularly  children."    The  report  has  spawned  an  increasing 
number  of  restrictions  on  smoking  in  public  places  and  has 
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reduced  public  opposition  to  higher  cigarette  taxes. 

In  June,  organizations  and  companies  representing  several 
segments  of  the  tobacco  industry  sued  the  EPA,  challenging  the 
scientific  evidence  that  EPA  used  in  concluding  that  secondhand 
smoke  puts  nonsmokers  at  high  risk  of  cancer.     EPA  proclaims 
faith  in  their  scientific  process.     (Flue-Cured  Tobacco 
Stabilization  Co-operative  Corp.  etal  v.  U.S.  Environmental 
Protection  Agency,  U.S.  District  Court,  Middle  Dist.  /  NC,  June 
22,  1993). 

Marketing  Quotas  and  Production,  1994-98 

In  evaluating  tobacco  production  and  quota  levels  for  flue-cured 
and  bur ley  tobacco  over  the  next  5  years,  baseline  estimates  for 
1994-98  assume  the  following: 

•  The  25  percent  maximum  foreign-content  requirement  is 
implemented  and  remains  in  place, 

•  Federal  cigarette  excise  taxes  rise  from  24  to  48  cents 
per  pack, 

•  Domestic  cigarette  consumption  will  fall  5  percent 
after  a  24  cent  cigarette  tax  increase  and  about  2 
percent  annually  after  that  because  of  state  tax 
increases  and  other  factors,  and 

•  Cigarette  exports  will  decline  as  production  of 
cigarettes  for  export  moves  off-shore. 

•  Leaf  exports  will  weaken  as  foreign  producers  expand 
output  and  manufacturers  in  export  markets  counteract 
the  U.S.  domestic  content  law. 

Flue-cured — Even  if  the  Federal  cigarette  excise  tax  only 
doubles,   its  effect  combined  with  several  factors  already  noted 
will  cause  domestic  cigarette  consumption  to  fall  and  also  will 
result  in  a  decline  in  cigarette  exports.     The  result  will  likely 
mean  a  30-percent  drop  in  marketing  quotas  by  1998.  Total 
U.S. -grown  leaf  use  is  expected  to  fall  from  950  million  pounds 
in  1994/95  to  around  700  million  pounds  in  1998/99.  Domestic 
leaf  use  could  fall  from  575  million  pounds  to  375  million  pounds 
and  leaf  exports  are  expected  to  fall  to  325  million  pounds. 

A  tax  increase  of  51  cents  to  reach  75  cents  per  pack  would  cause 
cigarette  consumption  to  fall  an  additional  6  percent  (assuming  a 
price  elasticity  of  -.4). 

A  bigger  tax  increase  of  76  cents  to  total  $1.00  per  pack  would 
likely  cause  consumption  to  fall  12  percent  from  the  baseline 
estimate.     Consequently,  the  flue-cured  quota  could  decline  to 
about  560  million  pounds  by  1998 — 37  percent  below  1993 's  quota. 

Burley — The  marketing  quota  will  likely  fall  30  percent  from  1993 
to  1998  to  about  420  million  pounds,  about  45  million  below 
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1987 's  record  low.     Total  domestic  leaf  use  would  likely  decline 
by  about  one-fourth.     Most  of  the  decline  would  occur  in  domestic 
use  but  leaf  exports  would  also  decline.     A  tax  increase  to  $1.00 
per  pack  would  result  in  a  quota  reduction  to  about  3  55  million 
pounds  by  1998,  about  41  percent  below  1993 's  quota. 

Excise  Tax  Revenue — Raising  the  Federal  excise  tax  to  $1.00  per 
pack  of  20  would  increase  Federal  tax  revenues  about  $14  billion 
annually.     Consumption  would  decline  about  18  percent  (from  492 
billion  cigarettes  in  1992  to  about  400  billion  cigarettes  after 
the  tax  is  implemented) .     A  Federal  tax  increase  of  50  cents  per 
pack  would  boost  Federal  tax  revenues  about  $10  billion  annually. 
Consumption  would  decline  about  12  percent  but  revenues  would 
grow  to  $16  billion  from  the  current  $6  billion. 

Tobacco  Quota  Buyout — To  soften  the  impact  of  the  decline  in  U.S. 
production  resulting  from  increased  Federal  cigarette  excise 
taxes,  proposals  have  been  made  to  pay  quota  owners  to  retire 
unneeded  quotas.     Few  specifics  are  available  about  how  and  what 
amounts  of  quota  would  be  purchased  and  retired.     Part  of  the  tax 
revenues  would  be  earmarked  for  the  buyout.     A  bill  (H.R.  1246) 
that  would  increase  excise  taxes  on  cigarettes  and  other  tobacco 
products  authorizes  3  percent  of  the  increase  taxes  to  assist 
tobacco  producers  experiencing  financial  hardship  caused  by 
increased  tobacco  excise  taxes. 

One  approach  would  be  to  pay  quota  owners  the  capitalized  value 
of  the  decline  in  quotas  directly  attributable  to  any  increase  in 
cigarette  taxes.     Since  quotas  cannot  be  sold  between  counties, 
the  capitalized  value  of  quota  varies  widely  from  as  little  as 
25  cents  per  pound  in  marginal  producing  counties  to  as  much  as 
$3.50  per  pound  in  the  most  intensive  producing  counties.  A 
wider  variation  probably  exists  for  burley  quota  values  than  for 
flue-cured  but  both  vary  considerably. 

The  average  capitalized  value  of  flue-cured  and  burley  quotas 
probably  averages  $2.00  to  $2.50  per  pound.     For  illustrative 
purposes,  we  will  use  $2.25  per  pound.     In  1993,  the  flue-cured 
effective  quota  totals  890  million  pounds  and  the  burley  quota 
totals  720  million  pounds.     If  an  additional  76  cents  per  pack 
excise  tax  was  imposed,  the  flue-cured  and  burley  quotas  would 
fall  about  135  million  pounds.     The  flue-cured  quota  would  fall 
about  75  million  pounds  and  the  burley  quota  about  60  million 
pounds  because  of  the  decline  in  cigarette  consumption  directly 
attributable  to  the  cigarette  tax  increase.     At  an  average  rate 
of  $2.25  per  pound,  quota  owners  would  receive  around  $300 
million  for  quota  losses  directly  attributable  to  the  decline  in 
Federal  cigarette  taxes — about  \\  cents  per  pack  of  cigarettes 
sold  in  a  year. 
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Economic  Impacts 

Excise  Collections — An  increase  in  the  Federal  cigarette  excise 
tax  would  clearly  increase  Federal  revenues  above  the  present  $6 
billion  annual  collection  rate.     A  76-cent  increase  in  the  excise 
tax  could  increase  Federal  revenues  about  $14  billion.  However, 
consumption  could  well  decline  more  than  could  be  attributed  to 
the  Federal  tax  increase.     To  recover  revenue  losses  from  lower 
cigarette  consumption  States  would  likely  increase  their  excise 
taxes  and  manufacturers  might  increase  prices  more  than  the 
amount  of  the  tax  increase.  The  additional  decline  in  consumption 
attributable  to  factors  other  than  the  Federal  tax  increase  would 
represent  a  reduction  in  potential  tax  receipts.  Consequently, 
Federal  excise  tax  collections  after  a  76-cent  increase  would 
probably  fall  short  of  $20  billion. 

Local  Impacts — Gains  from  the  increase  in  Federal  tax  revenues 
with  a  higher  cigarette  tax  would  be  offset  by  several  losses. 
State  taxes  would  decline  (unless  rates  were  raised) ,  and  both 
agricultural  and  nonagricultural  jobs  would  be  lost.  Some 
community  infrastructures  would  be  decimated  by  reductions  in 
tobacco  production.     Tenants,  farmworkers,  tobacco  warehouse 
operators,   chemical,   fuel  and  fertilizer  dealers,  equipment 
dealers  and  others  together  with  former  tobacco  growers  might 
well  leave  some  tobacco  growing  areas. 

Although  a  buyout  of  quotas  would  soften  the  impact  of  reduced 
tobacco  production  in  local  economies,  there  is  a  concern  that 
much  of  the  money  would  not  be  reinvested  locally.  Consequently, 
other  economic  assistance  in  addition  to  a  quota  buyout  might  be 
needed.     Clearly,  tenants  who  own  little  or  no  quota  would  be 
hurt  by  a  fall  in  tobacco  production  and  farmworker  employment 
opportunities  would  be  reduced. 

Because  tobacco  farms  are  relatively  small,  traditional  crops 
such  as  corn  and  soybeans  do  not  come  close  to  replacing  tobacco 
as  a  source  of  revenue.     Other  high  value  crops  such  as 
vegetables  offer  only  limited  opportunities  because  these  crops 
can  be  produced  more  economically  in  other  areas.  Consequently, 
other  economic  assistance  in  addition  to  a  quota  buyout  might  be 
needed  to  retrain  tenants  and  farm  operators  for  off-farm  jobs, 
explore  alternative  agricultural  enterprises  and  provide  training 
for  a  limited  number  of  people,  provide  investment  capital  for 
new  farm  and  nonfarm  business  ventures  to  generate  economic 
activity  and  help  replace  the  tax  base  lost  because  of  reduced 
tobacco  production.     Although  tobacco  farming  areas  would 
experience  the  greatest  loss  from  a  Federal  cigarette  tax 
increase,  reduced  cigarette  consumption  would  cause  unemployment 
of  cigarette  manufacturing  plant  workers,  wholesalers, 
distributors,   and  retailers. 
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Summary 

The  flue-cured  and  burley  marketing  quotas  are  both  likely  to 
decline  10  percent  in  1994.     By  1998,  burley  and  flue-cured 
quotas  could  fall  about  40  percent  from  1993.     The  large 
projected  fall  in  U.S.  tobacco  production  by  1998  results  from 
anticipated  big  jumps  in  the  Federal  cigarette  tax  and 
considerable  movement  of  cigarette  production  offshore  with  small 
proportions  of  U.S.  grown  leaf  used.     In  addition,  the  U.S. 
industry  faces  stiff  competition  from  foreign  tobacco  growers  in 
supplying  world  leaf  requirements.     Too,  restrictions  on  where 
people  can  smoke  and  declining  social  acceptability  of  smoking  in 
the  United  States  and  other  countries  is  reducing  consumption. 
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Mr.  Payne.  I  think  this  is  really  very  important  information,  be- 
cause we  have  really  talked  about  how  areas  might  be  affected. 
This  is  a  much  more  substantial  impact  than  anything  that  has 
been  discussed  here  before  today. 

One  of  the  purposes  of  this  hearing,  of  course,  is  to  try  to  under- 
stand, as  well  as  possible,  exactly  what  the  impact  would  be,  the 
economic  impact  would  be,  of  any  proposals  that  have  been  made 
by  the  President,  and  that  is  a  75-cents  cigarette  tax  increase.  So 
I  think  that  information  is  relevant  and  something  that  should  be 
in  the  record,  because  that  would  suggest  that  there  would  be  a 
devastating  consequence  of  this  as  it  relates  to  those  areas  like  my 
own  district  and  all  southside  Virginia  that  grows  tobacco,  as  well 
as  many  other  districts  in  the  country.  And,  in  fact,  I  think  that 
is  a  greater  impact  than  anybody  has  been  led  to  believe,  that  we 
might  have  by  a  factor  of  two  or  so.  So  I  would  appreciate  that  very 
much. 

Mr.  Bond.  Mr.  Chairman,  may  I  just  comment,  I  mentioned  in 
my  testimony  that  the  1994  quota  is  limited  to  a  maximum  cut  of 
10  percent  under  law.  If  that  provision  were  not  there,  the  1994 
quota  flue-cure  tobacco  would  probably  be  reduced  in  excess  of  20 
percent.  But  what  is  happening,  we  are  going  to  take  the  mini- 
mum— or  the  maximum  cut  under  law,  and  then  comes  1995,  it  is 
going  to  be  sort  of  a  catch-up  in  reductions.  But  we  will  get  those 
numbers  to  you. 

Mr.  Payne.  Thank  you  very  much.  I  think  that  would  be  very 
helpful  to  us  here. 

Mr.  Ashworth,  we  had  talked  earlier  here  today  about  the  notion 
that  some  amount  of  money  would  be  set  aside  and  there  would  be 
some  program  that  would  be  made  available  to  growers  such  that 
the  impact  could  be  minimized  on  the  grower.  Since  you  are  a  to- 
bacco grower,  could  you  comment  on  any  kind  of  program  like  that 
that  the  Federal  Government  might  come  up  with  and  how  it 
might  impact  the  tobacco  growers  in  Virginia  and  other  parts  of  the 
country? 

Mr.  Ashworth.  First,  Mr.  Chairman,  I  would  like  to  say  that  we 
in  the  farm  organization  representing  farmers  have  already  been 
taxed  to  the  hilt,  as  has  been  mentioned  here  today,  billions  and 
billions  of  dollars  of  State,  local,  and  Federal  taxes. 

If  there  was  a  tax  imposed,  we  would  surely  be  interested  in 
some  of  this  portion  of  this  tax  being  sent  back  to  the  tobacco  grow- 
ers. But  let  me  make  it  clear  that  we  oppose  any  additional  dis- 
criminatory excise  tax  on  any,  any  commodity.  And  that  includes 
tobacco. 

Mr.  Payne.  It  was  said  earlier  that  in  order  to  really  have  an  im- 
pact in  terms  of  overcoming  the  amount  of  damage  that  it  would 
do  to  a  rural  economy,  that  it  would  not  simply  be  a  matter  of  buy- 
ing out  an  individual's  allotment,  but  rather,  there  would  have  to 
be  some  fairly  substantial  amounts  of  money  that  would  have  to  be 
spent  throughout  the  rural  economy  in  order  to  leave  the  economy 
basically  in  the  same  place.  Is  that  something  you  would  concur 
with? 

Mr.  Ashworth.  Well,  I  would  refer  to  this  type  of  refund  as  a 
type  of  welfare.  I  am  not  sure  it  would  benefit  the  communities,  the 
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towns,  the  communities  as  the,  you  know,  what  is  received  now 
from  the  crop  of  tobacco. 

As  it  was  mentioned,  the  decrease  in  the  allotments  next  year, 
coming  year,  is  going  to  be  hard  felt  in  all  the  tobacco-growing  com- 
munities. And  with  this  75-cent  proposed  cigarette  tax,  if  this 
comes  about,  this  unfair  tax,  23  percent  of  the  people  smoking, 
with  the  growers,  people  that  work  in  tobacco  factories,  bear  the 
brunt  of  funding  the  health  care  reform.  This  is  not  fair.  This  is 
not  fair. 

Mr.  Payne.  I  want  to  thank  this  panel  very  much  for  the  testi- 
mony. It  has  been  very  helpful  to  the  deliberations  of  this  commit- 
tee. 

I  would  just  like  to  say  before  I  turn  the  Chair  over  to  my  col- 
league Mr.  Hoagland,  as  I  said  in  my  statement  this  morning,  I  am 
opposed  to  this  method  of  financing  health  care  reform  because  it 
does  not  meet  the  test  of  equity  and  fairness,  and  I  intend  to  work 
on  this  committee  to  find  a  way  that  we  can  finance  health  care 
reform  that  will  meet  those  tests  as  it  relates  to  our  farmers  and 
all  others  in  rural  America. 

Thank  you  very  much  for  being  here. 

Mr.  Hoagland  [presiding].  I  would  like  to  invite  our  final  panel 
to  the  witness  table. 

We  have  representing  the  American  Society  for  Payroll  Manage- 
ment, Robert  Williamson;  from  the  American  Payroll  Association, 
Carolyn  Kelley,  accompanied  by  Mary  Hevener,  tax  counsel;  and 
representing  the  Gap,  Inc.,  of  San  Francisco,  we  have  Laurie 
Shanahan,  the  associate  general  counsel. 

I  would  ask  unanimous  consent  at  this  time  to  put  in  the  record 
a  letter  from  Price  Waterhouse,  signed  by  Paul  Lawrence  of  May 
18,  1993. 

Is  there  any  objection? 

Hearing  none,  it  is  so  ordered. 

[The  letter  follows:] 
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Office  o<  Government  Se/vicea 
'  801  K  Street.  N.W. 
Wasnmgton.  DC  20006 


rewpnont  202  296  080Q 


/Vm»  Waterhouse 


May  18,  1993 

Dr.  William  Orzechowski 
Chief  Economist 
The  Tobacco  Institute 
1875  I  Street,  N.W. 
Washington,  D.C.  20006 

Dear  Dr.  Orzechowski: 

Thank  you  for  sharing  with  me  the  May  14,  1993  article  from  the  Winston- 
Salem  Journal.  It  is  difficult  for  me  to  understand  how  The  Tobacco  Institute 
could  be  accused  of  misrepresentation  in  this  situation. 

Price  Waterhouse  has  always  understood  that  the  potential  job  losses  were 
estimated  using  our  study  but  were  not  developed  within  our  study.  From  our 
review  of  The  Tobacco  Institute  material  that  you  provided  me,  we  believe  that 
The  Tobacco  Institute  conscientiously  has  worked  to  draw  that  distinction.  We 
appreciate  the  additional  steps  that  you  are  taking  to  ensure  that  there  will  be  no 
misunderstanding  by  any  party  as  to  how  these  estimates  were  derived. 

I  have  reviewed  the  technique  that  was  used  to  estimate  job  losses  from  our 
employment  estimates.  This  technique  depends  on  the  elasticity  of  demand  for 
cigarettes.  As  I  understand,  an  elasticity  of  -0.4  was  used  to  estimate  the  drop 
In  sales.  This  elasticity  is  conservative  and  widely  used  in  academic  literature 
and  industry  projections.  Therefore,  the  method  used  to  estimate  job  losses  is 
certainly  reasonable  and  comparable  in  procedure  to  job  loss  estimates  from 
other  studies. 

If  anyone  has  any  further  questions  about  our  study,  we  would  be  happy  to 
provide  further  explanation.  Please  do  not  hesitate  to  call  if  I  can  be  of  further 
assistance. 


Sincerely, 
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Mr.  Hoagland.  Good  afternoon.  Welcome  to  the  committee.  It  is 
certainly  a  delight  to  have  all  of  you  here.  And  I  would  suggest 
that  we  proceed  in  the  order  listed  on  the  schedule. 

Mr.  Williamson,  would  you  like  to  proceed  on  behalf  of  the  Amer- 
ican Society  for  Payroll  Management? 

STATEMENT  OF  ROBERT  D.  WILLIAMSON,  PRESIDENT, 
AMERICAN  SOCIETY  FOR  PAYROLL  MANAGEMENT 

Mr.  Williamson.  Yes,  thank  you,  Mr.  Chairman. 

On  behalf  of  our  members,  the  managers  of  payroll  administra- 
tion at  large  multiState,  multinational  firms,  I  would  like  to  thank 
the  committee  for  this  opportunity  to  present  our  members'  con- 
cerns about  the  payroll-related  provisions  of  the  Health  Security 
Act. 

I  would  like  to  remind  you  that  no  area  of  large  multiState  em- 
ployers operations  is  as  bound  by  government  regulations  as  is  pay- 
roll. Besides  understanding  and  complying  with  Internal  Revenue 
Service  and  Social  Security  Administration  withholding  and  report- 
ing requirements,  employers  must  deal  with  State  and  local  taxes 
on  income,  which  are  up  to  2,700  jurisdictions,  plus  their  State  em- 
ployment security  agencies.  The  cost  is  high.  MITRE  Corp.  has  es- 
timated it  to  be  between  $6  and  $9  billion  per  year. 

Besides  these  activities,  employers  have  had  to  take  on  a  new 
category  of  administrative  burdens  and  expenses  not  included  in 
this  cost  estimate,  and  that  is  child  support.  It  is  now  usual  for  em- 
ployers to  make  payroll  deductions  for  support  and  also  in  many 
States  to  report  their  new  hires  to  the  child  support  authorities. 
When  payroll  managers  reflect  on  their  department's  responsibil- 
ities these  days,  they  may  wonder  who  they  are  working  for,  their 
company  or  the  government. 

However,  the  administration  deserves  praise  for  recognizing  the 
seriousness  of  the  burden  and  by  their  support  of  the  wage  report- 
ing simplification  program  which  began  last  year. 

I  would  like  you  to  know  that  our  group  anticipated  this  effort 
in  1989  when  we  began  our  own  program  for  standardizing  State 
unemployment  reporting  using  electronic  data  interchange  forms. 
The  pilot  project  of  this  effort  will  begin  in  1994  when  the  Texas 
Employment  Commission  accepts  live  data  for  the  first  quarter 
from  five  large  employers. 

So  now,  just  as  these  partnerships  among  employers  and  govern- 
ments are  beginning  to  reduce  employer  burden,  we  find  it  unfortu- 
nate that  the  Health  Security  Act  would  offset  the  expected  savings 
by  making  employers  responsible  not  only  for  funding  health  re- 
form but  also  for  handling  the  employee-related  administrative 
tasks. 

Now,  on  page  2  of  my  testimony,  I  have  run  through  the  act  and 
I  have  listed  basic  functions  that  would  be  required  of  employers 
under  this  act.  This  is  like  the  tip  of  the  iceberg.  There  are  many, 
many  more  details  that  are  left  out  of  the  summary,  but  I  would 
like  you  to  know  about  them. 

These  are  our  observations  on  the  employer's  responsibilities. 
The  act  would  impose  heavy  financial  and  administrative  burden 
on  employers.  Although  the  computer  payroll  systems  used  by  large 
employers  can  be  made  to  do  almost  anything,  required  modifica- 
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tions  would  be  expensive.  Hidden  in  there  is  a  repeal  of  Internal 
Revenue  Code  Section  530,  which  would  cause  confusion  among 
many  work  forces. 

Many  larger  employers  will  elect  to  retain  control  over  their  em- 
ployees' health  coverage  through  corporate  alliances.  The  tax  on  ad- 
ditional coverage  from  generous  corporate  alliances  punishes  em- 
ployers who  are  willing  to  go  the  extra  mile  for  their  employees. 

Even  though  corporate  alliances  would  relieve  regional  alliances 
of  the  work  of  providing  enrollment  information  and  forms  to  their 
employees,  employers  are  penalized  with  a  1  percent  assessment  on 
payroll.  Seems  inequitable.  Paying  over  premiums. 

Fayroll  taxes  ana  health  coverage  premiums  should  be  deposited 
on  the  same  mechanism  to  IRS  rather  than  into  a  new  parallel  sys- 
tem to  be  established  by  the  Secretary  of  Labor.  We  think  that  ex- 
isting forms  should  be  used  whenever  possible  and  this  would  be 
the  941  and  the  W-2.  This  provision  for  a  health  information  sys- 
tem, this  nationwide  system  is  programmed  to  be  in  place  2  years 
after  enactment,  yet  experience  shows  that  such  systems  take 
many  years. 

And  lastly,  this  provision  for  unique  identifier,  we  would  think 
that  the  Social  Security  numbers  and  the  employer  identification 
numbers  that  are  already  in  place  would  be  suitable  for  the  pro- 
gram. 

We  might  conclude  by  saying  that  the  complexity  and  the  indi- 
vidual provisions  of  the  act  make  it  arcane.  Viewed  from  the  stand- 
point of  payroll  professionals  adjusting  their  computer  systems, 
learning  new  procedures,  and  administering  the  program  for  their 
employees  would  be  a  colossal  administrative  undertaking. 

The  act  would  double  the  present  number  of  basic  payroll  deduc- 
tion transactions,  causing  employer  administrative  costs  to  soar. 
Tying  back  to  the  MITRE  estimate  that  I  mentioned  before,  this 
could  be  an  additional  $1  to  $3  billion  a  year. 

We  urge  the  committee  to  take  into  account  all  the  factors  we 
have  raised  and  give  them  the  weight  they  merit,  while  the  delib- 
erations on  health  care  reform  continue. 

That  ends  my  remarks. 

[The  prepared  statement  and  attachment  follow:] 
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Testimony  of  Robert  D.  Williamson 
President 

American  Society  for  Payroll  Management 
before  the 
Committee  on  Ways  and  Means 
November  18,  1993 


Mr.  Chairman: 

On  behalf  of  our  members,  managers  of  payroll  administration 
at  large,  multi-state,  multi-national  firms,   I  should  like  to 
thank  the  Committee  for  this  opportunity  to  present  their 
concerns  about  the  payroll -related  provisions  of  the  Health 
Security  Act . 

As  ASPM  has  brought  to  the  Committee's  attention  at  previous 
hearings,  we  remind  you  that  no  area  of  the  large,  multi-state 
employer's  operations  is  as  bound  by  government  regulations  as  is 
payroll.     Besides  understanding  and  complying  with  Internal 
Revenue  Service  and  Social  Security  Administration  withholding 
and  reporting  requirements,   employers  must  deal  with  state  and 
local  taxes  on  income   (up  to  2,700  jurisdictions)   plus  their 
state  employment  security  agencies.     The  cost  is  high.  MITRE 
Corporation  has  estimated  it  to  be  between  $6  and  $9  billion  per 
year.     Besides  these  activities,   employers  have  had  to  take  on  a 
new  category  of  administrative  burdens  and  expenses  not  included 
in  the  cost  estimate,   child  support.     Now  is  it  is  usual  for 
employers  to  make  payroll  deductions  for  child  support  and  also, 
in  many  states,   to  report  their  new  hires  to  the  state  child 
support  authorities.     When  payroll  managers  reflect  on  their 
department's  responsibilities,   they  may  wonder  who  they  are 
working  for,   their  company  or  the  government. 

The  Administration  deserves  praise  for  recognizing  the 
seriousness  of  the  burden  caused  by  federal  and  state  reporting 
requirements  and  supporting  the  Wage  Reporting  Simplification 
Program,   which  began  last  year.     I'd  like  you  to  know  that  our 
group  anticipated  this  effort  in  1989  when  we  began  our  own 
program  for  standardizing  state  unemployment  reporting  using 
electronic  data  interchange  formats.     The  pilot  project  of  this 
effort  will  begin  in  1994  when  the  Texas  Employment  Commission 
accepts  live  data  for  the  first  quarter  from  five  large 
employers . 

So  now,   just  as  these  partnerships  among  employers  and 
governments  are  beginning  to  reduce  employer  burden,  we  find  it 
unfortunate  that  the  Health  Security  Act  would  offset  the 
expected  savings  by  making  employers  responsible  not  only  for 
funding  health  reform  but  also  for  handling  the  employee-related 
administrative  tasks.     The  major  tasks  are  outlined  in  the  next 
section . 

Employer's  Payroll  Responsibilities 

Employee  Contributions.      (Title  VI  Subtitle  B)     The  regional 
alliance  computes  a  family  obligation  amount  by  class  of  family 
but  may  adjust  individual  family  premiums  for: 

Alliance  credit 
Income-related  discount 
Excess  premium  discount 

Adjustment  to  account  for  use  of  estimates 
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The  employer  deducts  the  amount  of  the  family  share  of  the  plan 
in  which  the  employee  is  enrolled  as  announced  by  the  regional 
alliance  unless  notified  by  the  regional  alliance  that  a 
reduction  has  been  made  to  an  employee's  premium.     After  year 
end,   each  family  is  notified  by  the  alliance  of  its  yearly 
account:     whether  it  has  paid  its  required  share  or  that  an 
amount  is  owed  by  the  family.      (Section  1344) 

Employers  establish  the  number  of  their  "full-time 
equivalent  employees"  each  month  to  arrive  at  their  contributions 
to  each  alliance.     A  qualifying  employee  is  employed  at  least  40 
hours  in  the  month.     An  employee  who  is  employed  for  at  least  12  0 
hours  in  the  month  is  counted  as  1  full-time  employee;  one  who  is 
employed  at  least  4  0  hours  but  less  than  12  0  hours  in  the  month 
is  counted  as  a  fraction  of  a  full-time  employee  equal  to  the 
full-time  employment  ratio  defined  as  the  lesser  of  1  or  the 
number  of  hours  worked  divided  by  120.      (Section  1901)     The  safe 
harbors  available  to  employer's  classification  of  an  individual 
as  not  being  an  employee  are  eliminated  with  the  repeal  Internal 
Revenue  Code  Section  530(b)    effective  January  1,   1995.  (Section 
7303) 

Subject  to  the  approval  of  the  Secretary  of  Labor,  corporate 
alliances  are  allowed.     These  are  sponsored  by  large  employers 
(more  than  5,000  full-time  employees)   and  by  mult i -employer 
groups    (active  under  ERISA  on  September  1,    1993  with  more  than 
5,000  participants).      (Section  3111)     Corporate  alliances  are 
assessed  1  percent  of  the  payro_l .      (Section  3461) 

Paying  Over.     The  employer  remits  to  the  regional  alliance 
the  base  employment  monthly  premium  for  each  class  of  family 
enrollment,   equal  to  1/12  of  8  0  percent  of  the  weighted  average 
premium  for  the  alliance  adjusted  for  couples  classes.  (Section 
6122)     Employers  pay  over  not  less  frequently  than  monthly,  the 
self-employed  pay  over  quarterly.      (Section  1345,   Section  6126) 
Employers  that  pay  weekly  or  biweekly  may  be  allowed  to  make 
payments  on  weekly  or  biweekly  bases.      (Section  1345)  Regional 
alliances  may  require  electronic  transfer  of  funds.  The 
Secretary  of  Labor  will  provide  assistance  to  regional  alliances 
to  promote  the  efficient  collection  of  all  amounts  owed  by 
employers.      (Section  1344)     The  regional  alliance  computes  its 
own  administrative  allowance  of  up  to  2.5  percent  of  total 
amounts  payable  to  it  each  year.      (Section  1352) 

At  the  federal  level,   the  National  Health  Board  would 
establish  a  health  information  system  that,   two  years  after 
enactment,   would  collect  data  on  enrollment  and  disenrollment  in 
plans,   clinical  encounters,   and  administrative  and  financial 
transactions  of  participating  States,   regional  alliances, 
cori^,'ate  alliances,  health  plans,   employers  and  individuals. 
(Section  5101)     The  Board  will  oversee  the  establishment  of  an 
electronic  data  networks  of  regional  centers  that  would  collect, 
compile,   and  transmit  information.      (Section  5102)     The  Board 
will  provide  a  unique  identifier  number  for  each  eligible 
individual,   employer,   health  plan  and  health  care  provider  for 
the  health  security  card  but  not  for  other  purposes.  (Section 
5104) 
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Observations 

1.  Employer  Burden.     The  Act  would  impose  heavy  financial 
and  administrative  burden  on  employers. 

2.  Systems  Requirements.     Although  the  computer  payroll 
systems  used  by  large  employers  can  be  made  to  do  almost 
anything,   required  modifications  would  be  expensive. 

3.  Repeal  of  IRC  Section  530  will  cause  confusion  among 
many  workforces . 

4.  Many  larger  employers  will  elect  to  retain  control  over 
their  employees'   health  coverage  through  corporate  alliances. 

5.  A  tax  on  additional  coverage  from  generous  corporate 
alliances  punishes  employers  who  are  willing  to  go  the  extra  mile 
for  their  employees,   and  their  employees. 

6.  Even  though  corporate  alliances  would  relieve  regional 
alliances  of  the  work  of  providing  enrollment  information  and 
forms  to  their  employees,   employers  are  penalized  with  a  1 
percent  assessment  on  their  total  payroll.     This  seem 
inequitable . 

7.  Paying  Premiums.     Payroll  taxes  and  health  coverage 
premiums  should  be  deposited  on  the  same  mechanism  to  IRS  rather 
than  into  a  parallel  system  to  be  established  by  the  Secretary  of 
Labor.     Existing  forms  should  be  used  whenever  posTible(941  and 
W-2)  . 

8.  Regional  Alliance  Administrative  Allowance.     Charging  up 
to  2 . 5  percent  of  total  payments  is  a  high  price  that  reflects 
the  size  of  the  new  bureaucracies  that  will  be  interposed  between 
employees  and  their  coverage  providers. 

9.  Health  Information  System.     This  nationwide  system  is 
programmed  to  be  in  place  two  years  after  enactment,  yet 
experience  shows  that  such  systems  take  many  years . 

10.  Unique  Identifiers.     Social  security  numbers  and 
employer  identification  numbers-  are  already  in  place  and  would  be 
suitable  the  health  program. 

Conclusions 

The  complexity  of  the  individual  provisions  of  the  Act, 
which  make  it  arcane  except  to  specialists,  may  bring  it  down. 
Viewed  from  the  standpoint  of  payroll  professionals,  adjusting 
computer  systems,   learning  new  procedures,   and  administering  the 
program  for  their  employees  would  be  a  colossal  administrative 
undertaking.     The  Act  would  double  the  present  number  of  t-isic 
payroll  deduction  transactions,   causing  employer  administrative 
costs  to  soar.     We  urge  Congress  to  take  into  account  all  the 
factors  we  have  raised  and  give  them  the  weight  they  merit  while 
the  deliberations  of  health  care  reform  continue. 
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American  Society  for  Payroll  Management 
P.O.  Box  1221,  New  York,  NY  10025 
(212)  662-6010 


Supplementary  Statement 

by 

Robert  D.  Williamson 
for 

Committee  on  Ways  and  Means  Hearing 
November  18,  1993 

ASPM  administered  a  confidential  survey  to  its  members  by  which  they  could 
answer  the  1 1  employer  payroll-related  questions  that  had  been  asked  by  the 
Committee  on  Ways  and  Means  in  its  press  release  that  announced  the  full 
committee's  November  1 8  hearing  on  the  administration's  proposal  for  health  care 
reform.  The  Society  added  three  questions  of  its  own.  "Open-ended"  questions 
were  asked  to  capture  respondents'  unaided  awareness  of  the  Act  as  it  would  affect 
their  operations  in  payroll.  The  respondents,  who  numbered  28,  represented  a 
wide  range  of  work  force  sizes,  from  Fortune  50  employers  with  multi-state 
payrolls  of  100,000+  employees  to  a  one-state  employer  with  1,700  employees. 
Remarkably,  respondents  agreed  among  themselves  on  almost  every  point.  Thus 
the  commentary  constructed  of  individual  verbatim  replies  that  follows  represents 
the  sense  of  all  the  respondents  and,  by  extension,  the  entire  ASPM  membership 
of  large  employers. 

Questions  &  Answers 

1 .  What  kind  of  mechanism  for  collecting  premiums  from  employers  and 
employees  would  be  most  efficient?  (The  Act  has  payments  going  to  the  Secretary 
of  Labor) 

Let's  call  premiums  taxes  because  that's  what  they  are  under  the  Act  and  let's  use 
the  tax  collection  system  that's  already  in  place  through  the  Internal  Revenue 
Service.  It  makes  no  sense  to  create  an  additional  system  and  bureaucracy  to 
duplicate  this  function.  Deductions  for  health  insurance  premiums  are  not  much 
different  from  deductions  for  social  security  and  Medicare:  premiums  could  be 
withheld  from  employee  paychecks  and  matched  by  employers  based  on 
percentages  up  to  the  amount  of  the  annual  premiums.  They  should  be  collected 
and  accounted  for  on  the  same  schedules  and  through  the  same  process.  A  section 
could  be  added  to  Form  941  and  to  the  deposit  coupon  to  reconcile  the 
remittances.  This  would  make  the  most  cost  effective  use  of  both  employer  and 
federal  government  resources. 

2.  How  would  the  discounts  to  low-income  individuals  be  most  effectively 
administered?  (When  employers  withhold  less  than  20%  of  the  premium) 

Most  employers  have  no  way  of  knowing  what  an  employee's  total  family  income 
is  going  to  be  and  have  no  legal  means  of  discovering  this  information,  unless  the 
employee  voluntarily  submits  it.  Employees  should  have  the  20%  premium  share 
deducted  during  the  year  and  claim  credits  against  their  income  taxes  at  the  end  of 
the  year  if  their  final  income  qualifies.  Expecting  the  employer  to  police  this  is 
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unreasonable  because  the  employee  may  work  full  time  and  part  time  for  multiple 
employers  and  may  have  wide  swings  in  year-to-year  income. 

3.  How  would  the  requirement  of  employer  premiums  effect  job  creation  in 
the  short  and  long  terms? 

We  are  not  qualified  to  speculate  about  the  effects  on  other  employers,  but  the 
effect  upon  us  would  to  be  to  encourage  us  to  reduce  part-time/temporary 
employment  and  to  increase  the  use  of  overtime  from  existing  employees.  The 
loss  of  jobs  would  be  hard  to  estimate  at  the  present  time,  but  would  be 
substantial. 

4.  How  could  a  percent-of-payroll  cap  on  employer  premiums  affect  the 
way  a  business  sets  up  its  operations? 

It  would  depend  upon  whether  the  cap  is  more  or  less  than  the  employer  paid  as  a 
percentage  of  payroll  prior  to  implementation.  If  it  is  a  cost  increase,  an  employer 
will  generally  try  to  reduce  its  employment  cost  by  laying  off  workers  or  limiting 
part-time  employment  to  levels  below  the  qualifying  cutoff.  The  employer  might 
also  try  to  move  more  of  its  employment  base  offshore.  The  employer  might  also 
reduce  wages  or  limit  pay  increases  until  the  cost  increase  is  offset.  If  it  is  a  cost 
decrease  from  prior  experience,  the  employer  will  probably  not  change  its 
methods  of  operation  significantly.  But  most  employers  would  not  rely  on  any 
stated  percentage  cap  for  any  length  of  time,  knowing  that  the  cap  will  be 
increased  as  soon  as  health  care  funding  becomes  inadequate.  Employers  might 
hedge  their  future  budgets  to  allow  for  increases  in  the  cap. 

5.  Why  would  a  corporation  want  to  remain  outside  the  system  proposed  by 
the  administration? 

Many  employers  have  established  captive  HMOs  that  service  most  of  their 
employees,  especially  if  they  are  single  location  employers.  These  HMOs  may 
have  a  track  record  of  significantly  reducing  the  employer's  cost  as  a  percentage  of 
payroll  or  may  allow  the  employer  to  provide  a  much  richer  benefit  for  the  same 
or  similar  cost  as  the  administrations'  plan.  Many  employers  have  been  able  to 
quantify  the  costs  of  employee  wellness  and  preventive  health  care  and  already 
realize  sizeable  cost  savings  in  the  form  of  greater  productivity,  reduced 
absenteeism  and  lower  long-term  medial  costs.  As  many  of  the  savings  options 
available  to  employers  are  in  addition  to  controlling  medical  costs  (such  as  sick 
leave  and  overtime)  but  are  not  classified  as  medical  expenses  under  the  Act,  self- 
insuring  health  care  may  be  cheaper  on  a  total  cost  basis  for  large  employers.  This 
is  most  important  in  managing  workers'  compensation  medical  and  disability 
claims  where  selection  of  the  doctor  is  one  of  the  most  important  factors  in 
obtaining  an  early  return  to  work  and  lower  costs.  Most  of  the  ability  to  control 
the  costs  and  the  benefits  provided  is  essential  to  maintaining  profitability.  Most 
corporate  managers  are  not  comfortable  with  turning  over  the  decision  making 
that  affects  their  economic  survival  to  the  federal  government,  or  to  anyone  else. 

6.  Why  would  a  corporation  want  to  have  its  own  corporate  alliance? 

For  all  the  same  reasons  as  in  question  5.  Also,  the  main  economic  benefit  to  the 
corporation  in  providing  health  care  is  the  increased  productivity  and  health  of  its 
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employees.  If  the  employer  has  its  own  alliance,  it  can  target  its  wellness  and 
health  care  efforts  toward  the  problems  of  its  own  particular  work  force  and  thus 
be  much  more  effective  in  reducing  the  corporation's  own  costs.  This  is  especially 
true  in  managing  workers'  compensation. 

Another  reply:  We  offer  our  1,700  employees  a  choice  among  three  health  plans: 
one  basic  and  two  major  medical  plans.  Coverage  for  single  employees  is  free. 
Non-exempt  employees  with  families  contribute  according  to  the  plan  they 
choose.  The  family  plan  similar  to  the  Clinton  plan  costs  the  employee  $12  ever}' 
2  weeks.  We  became  self-insured  in  1992  and  self-administered  in  1993. 
Through  contracting  with  providers  and  controlling  our  plan,  our  total  health  care 
costs  have  dropped  18%  while  we  covered  an  additional  100  families.  We  have 
not  increased  employee  contributions  during  these  3  years  and  expect  no  increase 
in  1994.  I  think  this  speaks  well  of  our  approach  to  our  employees'  health  care 
and  we  want  to  continue  to  control  our  own  health  care  plan.  But,  with  our 
number  of  employees,  we  would  be  forced  into  an  alliance. 

Another:  At  the  same  time  the  Act  offers  employers  additional  control  through 
corporate  alliances,  it  creates  serious  disincentives  for  maintaining  a  separate 
corporate  alliance,  including  extra  taxes  and  assessments.  Forcing  large 
employers  into  government  plans  would  be  a  tragedy  because  the  system  would 
lose  the  innovative  health  care  ideas  which  large  companies  have  developed  on 
their  own  in  the  past,  such  as  health  and  wellness  programs,  certification  prior  to 
surgery,  employee  safety  programs,  and  the  development  of  managed  care 
networks. 

7.  Since  premiums  will  vary  regionally,  should  the  value  of  the  cap  on  the 
employee  exclusion  vary?  Should  employer  exclusions  vary? 

The  more  variation  allowed  in  employee  and  employer  exclusions  by  location,  the 
more  sophisticated  and  expensive  the  computer  systems  and  administrative  efforts 
will  be  required  of  the  employer.  This  is  would  be  most  pronounced  for  multi- 
state,  multinational,  or  nationwide  employers.  The  simpler  the  structure,  the  less  it 
will  cost  both  the  employers  and  the  federal  government  to  police  and  administer 
the  system.  Variation  within  regions  also  opens  the  possibility  of  politicizing  of 
the  process  of  determining  who  will  bear  the  costs.  Remember  KISS:  Keep  It 
Simple  Simon. 

8.  The  Administration  testified  that  the  proposal  will  have  salutaiy  effects 
on  the  job  market,  including  job  increases,  significant  reductions  of  "job  lock", 
low  er  administrative  costs,  and  improved  efficiency. 

Jobs  would  be  created  by  the  regional  alliances  but  there  are  more  effective  ways 
to  remove  the  administrative  waste  in  the  health  care  system  than  by  creating 
complex,  unresponsive  bureaucracies  that  would  be  interposed  between  insured 
and  insurer.  Would  health  care  reform  under  the  Act  create  private  sector  jobs? 
No,  except  some  administrative  positions  at  companies  which  don't  provide  health 
care  at  present. 

Much  has  been  said  about  job  lock,  but  it  may  occur  for  more  than  just  the  reason 
of  health  care.  Many  employers,  ourselves  included,  offer  health  care  upon 
employment  without  preexisting  condition  clauses.  Job  lock  is  at  least  as  much  a 
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result  of  age  discrimination  as  it  is  a  health  care  problem.  Some  reduction  in  job 
lock  would  occur  although  the  present  COBRA  protection  somewhat  mitigates  the 
exposure  to  coverage  loss  from  changing  jobs.  Market  forces  are  generally  more 
efficient,  but  measured  malpractice  and  small  business  health  insurance  reform 
and  mandated  standards  (such  as  eliminating  preexisting  condition  clauses  and 
individual  experience  rating,  or  mandated  availability  of  community  rated 
coverage  or  minimum  coverage  requirements)  are  needed. 

9.  Which  industries  would  experience  significant  changes  in  costs?  What 
effect  would  the  Act  have  on  the  competitive  position  of  American  companies  in 
world  markets? 

Companies  with  nationwide  operations  will  have  significant  increases  in  their 
costs  when  they  process  and  administer  health  care  under  the  proposed  system. 
Large  companies  with  older  work  forces  or  with  generous  union-mandated 
benefits  could  profit  from  the  proposed  system  (such  as  steel  or  auto  companies). 
Smaller  companies  with  multi-state/multi-national  operations  and  younger  work 
forces  will  lose  under  the  proposed  system.  The  effect  may  be  to  reduce 
competitiveness  in  our  industries  of  the  future  where  the  U.S.  already  leads  (such 
as  computer  components,  software,  and  biotechnology)  and  to  increase  our 
competitiveness  in  the  markets  for  older  technology,  heavy  industrial  products  and 
manufacturing. 

1 0.  What  would  the  Act  do  for  the  demand  for  minimum-  and  low-wage 
workers  and  for  part-time  workers?  Would  the  Act  introduce  different  incentives 
to  work,  retire,  and  change  jobs,  including  those  for  secondary  and  part-time 
workers? 

Companies  would  have  significant  incentives  to  use  overtime  from  full-time 
workers  and  to  use  fewer  part-time  workers.  Companies  would  have  greater 
incentives  to  automate  out  of  existence  lower  wage  jobs  or  to  simply  discontinue 
those  functions  or  take  the  operations  overseas.  The  Act  would  greatly  encourage 
workers  to  retire  at  earlier  ages  because  many  workers  who  are  only  marginally 
satisfied  with  their  jobs  are  staying  on  the  job  until  age  65  when  they  get 
Medicare.  If  low-cost  health  care  were  guaranteed,  the  economics  of  early 
retirement  would  be  changed  greatly.  This  would  increase  the  cost  burden  on  the 
Social  Security  system  when  age  60  and  62  retirements  become  more  common. 

1 1 .  Would  the  Act  create  incentives  for  existing  businesses  to  reorganize? 
What  would  be  the  implications  for  workers  of  reorganized  companies? 

Reorganized  companies  are  almost  always  companies  with  fewer  employees.  The 
obvious  implications  is  job  loss,  especially  from  larger  companies  that  have 
historically  had  higher  pay  and  benefits.  The  incentives  for  reorganization  are  to 
obviate  prior  collective  bargaining  agreements,  reduce  benefits  costs,  and  to  shift 
workers  to  lower  cost  locations  either  regionally  or  overseas.  The  benefits  cost 
issue  provides  management  with  sound,  legal  justifications  for  actions  that  may 
otherwise  be  violations  of  at  least  the  spirit  of  public  policy. 

12.  (ASP M  question)  Would  the  proposal  save  your  company  money  by 
reducing  the  cost  of  health  care  coverage  to  7.9%  of payroll?  Would  the  capped 
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amount  plus  employee  shares  be  enough  to  pay  for  current  premiums?  What 
percent  would  be  needed  at  present? 

The  proposal  would  cost  us  money  by  requiring  us  to  cover  part-time/temporary 
workers  we  do  not  presently  cover  and  by  raising  our  subsidy  of  health  care  from 
70%  of  plan  costs  to  80%  of  plan  costs.  This  does  not  count  workers' 
compensation  health  care  costs.  Workers'  compensation  would  probably  go  down 
under  the  proposal  but  we  anticipate  that  disability  payments  would  soar.  The  cap 
is  "smoke"  that  would  never  stabilize.  Let's  remember  that  Social  Security  started 
out  as  a  very  minor  portion  of  payroll.  We  are  concerned  that  imposing  limits  on 
annual  premium  increases  for  health  care  will  not  work.  We  think  this  would  have 
the  same  effect  as  price  controls  that  would  decrease  competition,  not  increase  it. 

1 3 .  (ASPM  question)  Is  the  Act  administratively  possible  or  would  it  be 
another  Section  89? 

Our  particular  entity  would  have  no  difficulty  complying  because  we  are  located 
in  only  one  state  and  in  one  local  area.  I  think  it  would  be  hopelessly  complicated 
for  big  companies,  especially  for  ones  with  thousands  of  locations,  such  as  fast 
food  operations.  Clearly,  whoever  designed  the  proposal  either  has  no  concept  of 
how  payroll  systems,  payroll  taxes  and  benefits  provider  payments  are  processed 
by  industry  or  has  a  low  level  of  concern  about  the  cost  borne  by  employers  to 
voluntarily  comply  with  the  law. 

It  would  be  an  administrative  nightmare  for  companies  like  ours  that  have 
employees  in  all  50  states.  This  is  because  individual  states  are  given  wide 
latitude  to  organize  health  alliances  as  they  wish,  set  up  single  payer  systems,  or 
increase  the  value  of  the  standard  benefits  package  while  funding  increases  with 
new  taxes.  This  flies  in  the  face  of  a  standard  national  benefits  package  and 
creates  the  negative  potential  for  multi-state  employers  to  deal  with  different  sets 
of  benefits  and  taxes  in  each  state. 

14.  (ASPM  question)  From  your  experience,  would  the  employees  at  your 
company  be  willing  to  pay  more  for  their  coverage  so  that  the  uninsured  may  be 
brought  into  the  system? 

Most  employees  feel  that  their  insurance  premiums  are  about  as  high  as  they  can 
afford,  but  would  still  be  willing  to  pay  somewhat  more  if  an  equitable  solution 
could  be  found.  Many  employees  don't  fully  buy  the  concept  that  the  uninsured 
aren't  covered,  because  they  know  that  they  pay  for  the  coverage  the  uninsured 
receive  in  the  form  of  higher  premiums  as  the  result  of  cost  shifting.  It  seem  to 
many  of  our  employees  that  the  people  with  limited  means  are  subjected  to 
financial  ruin  by  the  current  system  while  people  with  no  means  at  all  are 
completely  protected.  Employees  who  work  at  relatively  low  pay  contribute  a 
large  percentage  of  their  income  if  they  have  to  carry  family  coverage.  The 
impact  of  cost  shifting  hurts  this  group  of  people  harder  than  any  other.  Every 
time  the  federal  government  decides  to  price  fix  Medicare  or  Medicaid,  these 
people  pay  the  rest  of  the  tab.  The  employees  at  our  company  already  complain 
about  the  amounts  they  must  contribute  for  their  health  care  and  would  not  accept 
additional  cost  for  the  uninsured. 
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Mr.  Hoagland.  Thank  you,  Mr.  Williamson.  I  appreciate  your 
testimony. 

I  think  what  we  better  do  now  is  stand  in  recess  for  a  few  mo- 
ments while  I  go  over  and  vote.  And  I  will  be  back  just  as  soon  as 
I  can.  It  will  be  followed  by  two  more  votes,  two  more  15  minute 
votes  I  think,  so  there  may  be  a  bit  more  shuttling,  but  let  me  go 
vote  on  this  vote  and  then  come  back  and  then  we  will  resume  the 
testimony.  So  the  committee  will  stand  in  recess  until  my  return. 

[Recess.] 

Mr.  Hoagland  [presiding].  Let  us  resume  the  hearing  at  this 
time. 

And,  let  me  see,  Carolyn  Kelley,  representing  the  American  Pay- 
roll Association,  accompanied  by  her  tax  counsel,  Mary  Hevener. 

STATEMENT  OF  CAROLYN  KELLEY,  DIRECTOR,  GOVERNMENT 
AFFAIRS,  AMERICAN  PAYROLL  ASSOCIATION,  ACCOM- 
PANIED BY  MARY  B.  HEVENER,  TAX  COUNSEL 

Ms.  Kelley.  Thank  you,  Mr.  Chairman. 

The  American  Payroll  Association  is  pleased  to  provide  comments 
as  Congress  considers  the  funding  of  a  new  health  care  system. 

The  APA  represents  over  10,000  executives  engaged  in  payroll 
management,  and  that  is  the  withholding,  reporting  and  depositing 
of  taxes  on  wages.  As  such,  we  represent  the  professionals  who  will 
be  charged  with  calculating  and  deducting  the  employee  health 
care  premium  from  employees'  paychecks. 

We  will  also  be  calculating  the  employer's  contribution,  remitting 
the  moneys,  and  reporting  information  for  compliance  programs  to 
the  proper  parties.  To  accomplish  this,  we  will  have  to  build  new 
data  banks  of  information  about  our  employees  and  our  health 
plans.  This  is  an  extremely  costly  endeavor  for  employers,  and  we 
urge  Congress  to  carefully  consider  this  as  part  of  the  cost  of  any 
new  system. 

Of  paramount  concern  to  us  is  that  government  work  with  pro- 
fessionals from  the  private  sector  during  the  design  of  any  future 
system.  We  really  must  work  together,  government  and  private  in- 
dustry, to  avoid  the  chaos  and  runaway  costs  which  will  otherwise 
surely  result  if  50  States  and  new  health  care  alliances  are  given 
the  authority  to  create  separately,  systems  and  procedures  for  han- 
dling the  vast  number  of  information  elements,  deposits,  records, 
and  other  information  that  any  new  system  of  this  magnitude  will 
require.  No  matter  how  the  public  sector  has  worked  in  the  past, 
this  endeavor  demands  that  we  work  together,  take  advantage  of 
all  the  expertise  that  is  available,  and  establish  standards  for  the 
system  which  will  be  followed  by  the  50  States  and  any  new  health 
care  alliances. 

We  emphasize  that  the  success  of  health  care  reform  in  the  Unit- 
ed States  will  depend  upon  the  creation  of  an  efficient,  nonbureau- 
cratic,  accurate,  customer-service  driven,  low-cost  data  processing 
system  which  takes  advantage  of  all  new  technologies.  As  every 
U.S.  employer  will  be  a  customer  of  this  system,  again,  it  is  imper- 
ative that  we  work  together  and  that  employer  representatives  be 
included  in  the  creation  of  such  a  system.  There  exists  great  exper- 
tise in  the  private  sector  that  can  be  tapped  for  the  benefit  of  the 
country. 
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Additionally,  we  urge  Congress  to  ensure  that  the  legislative  lan- 
guage creating  the  new  health  care  alliances  specifically  provide  for 
the  standardization  of  the  following:  Information  reporting  formats 
for  employers;  employee  master  file  and  other  data  elements  re- 
quired to  be  kept  by  employers;  methods  of  transmitting,  accepting 
and  reconciling  data  among  the  various  users  of  the  system,  includ- 
ing employers;  methods  of  depositing,  accepting,  and  reconciling 
funds  among  the  various  users;  recordkeeping  requirements — those 
are  the  requirements  charged  to  employers — including  formats  and 
data  elements;  audit  methods  and  penalty  authority;  and  finally 
and  most  importantly,  a  simple  standard  definition  of  what  con- 
stitutes the  percent  of  payroll"  from  which  employee  health  care 
premiums  and  the  1  percent  payroll  tax  on  large  employers  in  cor- 
porate health  alliances  will  be  calculated. 

In  way  of  illustration,  "payroll"  is  currently  comprised  of  dif- 
ferent components  of  wages  that  are  taxable  under  nonstandard 
definitions  which  vary  from  State  to  State  and  from  Federal  to 
State  to  local  taxing  authorities.  This  complexity  constitutes  up  to 
50  percent  of  the  cost  of  voluntary  tax  compliance  for  business. 

The  National  Performance  Review  has  in  fact  recently  rec- 
ommended simplification  of  this  system  in  order  to  reduce  this  un- 
necessary burden  on  employers.  Thus,  we  urge  Congress  to  work 
with  employers  to  be  precise  in  legislation  and  create  language 
which  will  prevent  these  kind  of  complexities  which  cause  busi- 


goods  and  services  to  complying  with  overly  complex  regulations. 

In  addition,  during  implementation,  it  is  also  critical  that  ade- 
quate time  be  allowed  for  the  creation  of  guidance  for  employers  on 
new  processes,  educating  employers  about  their  obligations,  cre- 
ation by  businesses  of  the  new  databases  needed,  testing  these  sys- 
tems for  accuracy,  software  design  and  testing,  and  then  design  of 
pilot  programs  to  test  transmissions  among  the  various  customers 
of  this  system  before  employers  become  liable  for  penalties. 

It  is  important  to  note  that  these  processes  must  be  accomplished 
in  a  linear  fashion.  They  cannot  be  accomplished  at  the  same  time. 
Congress  must  allow  for  realistic  effective  dates,  recognizing  that 
it  tales  a  finite  amount  of  time  for  agencies  to  produce  guidance. 
Then,  it  takes  another  amount  of  time  to  educate  employers  and 
State  authorities  who  may  have  to  make  changes  to  their  systems. 
After  that,  it  takes  another  amount  of  time  for  employers  to  create 
the  databases,  design  and  test  new  software  and  train  employees. 
So  again,  we  really  must  work  together  to  design  realistic  imple- 
mentation schedules. 

Further,  we  urge  Congress  to  be  specific  in  its  legislative  lan- 
guage about  what  constitutes  realistic  effective  dates.  I  emphasize 
that  failure  do  this  will  be  extremely  costly  to  business.  Please 
don't  leave  this  up  to  separate  jurisdictions. 

In  closing,  the  American  Payroll  Association  is  willing  to  help  in 
any  way  that  we  can  during  the  creation  of  this  system,  and  we 
thank  you  for  this  opportunity  to  provide  our  comments. 
[The  prepared  statement  follows:] 
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American  Payroll  Association 

New  York  Education  Division 


Testimony  of  the  American  Payroll  Association 
Before  the  House  Ways  and  Means  Committee 

November  18,  1993 


The  American  Payroll  Association  is  pleased  to  provide  comments  as 
Congress  considers  a  system  to  provide  health  care  to  every 
American.  We  understand  the  goals  of  health  care  reform  to  be  the 
construction  of  a  system  which  will  provide  secure,  quality  health 
care,  preserve  choice,  and  offer  ease  and  simplicity  in 
administration  at  a  reasonable  price. 

The  American  Payroll  Association  is  a  non-profit  professional 
association  representing  10,000  executives  engaged  in  payroll 
management,  i.e.,  wage  and  employment  tax  withholding,  reporting 
and  depositing  and  all  other  automated  and  manual  processes 
involved  in  paying  employees.  As  such,  we  represent  the  operations 
professionals  who  will  be  charged  with  calculating  and  deducting 
the  Employee  Health  Care  Premium  from  employees'  paychecks, 
calculating  the  employer's  contribution,  remitting  the  monies  and 
reporting  information  for  compliance  programs  to  the  proper 
parties.  To  accomplish  this,  we  will  have  to  build  new  data  banks 
of  information  on  employees  and  benefit  plans.  This  is  an 
extremely  costly  endeavor,  and  we  urge  Congress  to  carefully 
consider  this  as  part  of  the  cost  of  any  new  system. 

Of  paramount  concern  to  us  is  that  government  work  with  operations 
professionals  from  the  private  sector  during  the  design  of  any 
future  system.  We  must  work  together,  government  and  private 
industry,  to  avoid  the  chaos  and  runaway  costs  which  will  otherwise 
surely  result  if  50  states  and  new  health  care  alliances  are  given 
the  authority  to  create,  separately,  systems  and  procedures  for 
handling  the  vast  number  of  information  elements,  deposits  and 
records  any  new  system  of  this  magnitude  will  require.  No  matter 
how  the  public  sector  has  worked  in  the  past,  this  endeavor  demands 
that  we  work  together,  take  advantage  of  all  expertise  available, 
and  establish  standards  for  the  system  which  will  be  followed  by 
the  50  states  and  all  health  care  alliances. 

We  emphasize  that  the  success  of  any  new  system  will  depend  on  the 
creation  of  an  efficient,  non-bureaucratic,  accurate,  customer- 
service  driven,  low  cost  data  processing  system  which  takes 
advantage  of  new  technology.  Government  entities  have  not 
traditionally  demonstrated  that  they  are  able  to  develop  and 
maintain  such  systems  on  the  scales  being  contemplated  for  health 
care  reform. 
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Given  Chat  the  customers  of  any  new  health  care  system  will  include 
every  U.S.  employer,  it  is  imperative  that  employer  representatives 
be  included  in  the  creation  of  such  a  system.  There  exists  great 
expertise  in  the  private  sector  that  can  be  tapped  for  the  benefit 
of  the  country. 

Additionally,  we  urge  Congress  to  ensure  that  the  legislative 
language  creating  the  new  health  care  alliances  specifically 
provide  for  the  standardization  of  the  following: 


Information  reporting  formats. 

Employee  master  file  and  other  data  elements. 

Methods  of  transmitting,  accepting  and  reconciling  data, 
including  enrollment  forms  and  reconciling  reports. 

Methods  of  depositing,  accepting  and  reconciling  funds 
transmissions. 

-  Recordkeeping  requirements,  including  formats,  required  data  and 
length  of  maintenance. 

Audit  methods  and  penalty  authority,   amounts  and  methods. 

A  simple,  standard  definition  of  what  constitutes  the  "percent 
of  payroll"  from  which  the  Employee  Health  Care  Premium  and  the  1% 
payroll  tax  on  large  employers  in  corporate  health  alliances  will 
be  calculated. 


In  way  of  illustration,  "payroll"  is  currently  comprised  of 
different  components  of  wages  that  are  taxable  under  non-standard 
definitions  which  vary  from  state  to  state,  and  from  federal  to 
state  to  local  taxing  authorities.  It  is  conceivable  for  an 
employer  to  have  to  constantly  monitor  definitions  of  taxable  wages 
in  all  50  states  and  more  than  4,000  local  taxing  authorities.  It 
has  been  determined  that  this  complexity  constitutes  50%  of  Che 
cost  of  voluntary  tax  compliance  for  business.  The  National 
Performance  Review  has  recently  recommended  simplification  in  order 
to  reduce  this  unnecessary  burden  on  employers . 

Thus,  we  urge  Congress  to  be  more  precise  in  its  legislation  than 
the  term  "percent  of  payroll"  and  create  language  which  will 
prevent  these  kinds  of  complexities  which  cause  businesses  to 
divert  monies  from  employing  workers  and  producing  goods  and 
services  to  complying  with  confusing  regulations. 
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In  addition,  during  implementation,  adequate  time  must  be  allowed 
for: 

Creation  of  guidance  for  employers  on  how  to  accomplish  each 
process  required  of  them. 

Educating  employers  about  their  obligations,  especially  small 
employers  who  traditionally  do  not  have  access  to  information 
available  to  larger  businesses  about  what  is  required  of  them. 

Creation  of  new  data  bases  needed  for  compliance. 

Testing  these  new  systems  for  accuracy. 

Software  design  and  testing. 

-  Design  of  pilot  programs  to  test  transmissions  among  the  various 
"customers"  of  the  system  before  employers  become  liable  for 
penalties . 

It  is  important  to  note  that  these  processes  must  be  accomplished 
in  a  linear  fashion,  and  cannot  be  accomplished  at  the  same  time. 
Congress  must  allow  for  realistic  effective  dates,  recognizing  that 
it  takes  a  finite  amount  of  time  for  agencies  to  produce  guidance. 
Then,  it  takes  another  amount  of  time  to  educate  employers  and 
state  and  local  authorities,  who  may  or  may  not  have  to  make  system 
changes.  It  then  takes  another  amount  of  time  for  employers  to 
create  data  bases,  design  and  test  new  software  and  train  employees 
in  new  methods  of  compliance.  Therefore,  government  must  work 
with  the  private  sector  to  design  realistic  implementation 
schedules.  Again,  at  least  in  tax  matters,  the  public  sector  does 
not  have  such  a  good  track  record  in  this  regard  in  recent  years. 
Thus  we  urge  Congress  to  be  specific  in  its  legislative  language 
about  what  constitutes  realistic  effective  dates. 

The  American  Payroll  Association  is  willing  to  help  in  any  way  we 
can,  and  we  thank  you  for  this  opportunity  to  provide  our  comments. 
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Mr.  Hoagland.  Well,  thank  you,  Ms.  Kelley,  for  your  thoughtful 
testimony. 
Ms.  Shanahan. 

STATEMENT  OF  LAURI  M.  SHANAHAN,  ASSOCIATE  GENERAL 
COUNSEL,  THE  GAP,  INC.,  SAN  FRANCISCO,  CALIF. 

Ms.  Shanahan.  Thank  you,  Mr.  Chairman.  Good  afternoon.  My 
name  is  Lauri  Shanahan  and  I  am  here  on  behalf  of  the  Gap,  Inc., 
a  specialty  retailer  which  operates  over  1,300  stores  under  brand 
names  including  Gap,  GapKids,  babyGap  and  Banana  Republic. 

At  the  outset,  I  want  to  make  clear  that  we  are  not  here  to  dis- 
courage or  stand  in  the  way  of  health  care  reform.  We  strongly  sup- 
port your  efforts  to  restore  efficiency  and  integrity  to  our  current 
system.  Corporate  social  responsibility  is,  and  has  always  been,  a 
guiding  principle  of  this  company,  since  it  was  founded  over  24 
years  ago  in  1969  by  Don  Fisher,  our  current  chairman  and  CEO, 
and  his  wife,  Doris  Fisher. 

The  Gap  now  employs  on  average  40,000  individuals,  30,000  of 
which  are  part-time  and  seasonal  employees.  However,  the  total 
number  of  individuals  can  vary  greatly  over  the  course  of  a  year, 
given  the  seasonal  nature  of  the  retail  industry.  In  fact,  over 
100,000  individuals  are  employed  by  and  necessarily  receive  W-2 
forms  from  The  Gap  each  and  every  year.  Of  the  individuals  who 
were  hired  by  Gap  within  the  last  90  days,  27,900  have  already 
voluntarily  terminated  their  employment  and  moved  on. 

We  are  extremely  proud  of  the  progress  our  company  has  made 
to  ensure  the  efficient  delivery  of  quality  health  care  and  service 
to  our  employees.  While  we  have  long  provided  first-day  coverage 
to  our  full-time  employees,  we  have  not  been  able  to  provide  insur- 
ance through  our  own  plans  to  part-time  and  seasonal  workers 
given  the  unique  nature  of  this  work  force.  These  individuals  often 
change  jobs  frequently,  flow  in  and  out  of  the  work  force,  and  work 
hours  which  vary  considerably  from  pay  period  to  pay  period.  Un- 
like our  own  plan,  the  regional  alliances  as  proposed  in  the  act 
could  provide  for  the  first  time  continuity  of  service  to  these  indi- 
viduals regardless  of  their  job  status  at  any  given  time. 

While  we  are  encouraged  by  many  components  in  the  administra- 
tion's Health  Security  Act,  we  have  become  increasingly  concerned 
with  three  major  impacts  which  would  occur. 

First,  the  act  would  impose  extreme  financial  burdens  on  low- 
wage,  labor-intensive  companies. 

Second,  the  act  would  force  multiState  employers  to  incur  sub- 
stantial and  unnecessary  administrative  burdens. 

Third,  the  act  would  make  it  virtually  impossible  for  multiState 
companies  to  maintain  their  own  corporate  alliances. 

Before  I  go  into  a  little  more  detail  on  each  of  these  three  issues, 
it  is  important  to  note  that  Gap's  concerns  over  the  administra- 
tion's act  do  not  arise  solely  from  the  existence  of  an  employer 
mandate.  Aside  from  the  obvious  financial  impacts  of  any  require- 
ment on  employers  to  contribute,  we  do  have  serious  concerns  over 
the  extent  and  the  type  of  mandate  chosen  by  this  administration. 
We  also  have  serious  concerns  over  several  other  key  components 
which  do  not  directly  relate  to  the  employer  mandate  issue  at  all. 
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First,  the  excessive  financial  burdens.  Under  the  act,  employers 
would  be  required  to  make  a  premium-based  contribution  for  all  of 
their  employees,  including  the  part-time  and  seasonal  employees 
who  obtain  their  coverage  through  the  regional  alliances.  Such  a 
mandate  alone  would  have  increased  Gap's  total  health  care  costs 
for  1992  from  14.2  million  to  a  very  conservative  34  million.  That 
is  an  increase  of  139  percent.  This  does  not  take  into  account  all 
the  administrative  burdens  that  these  other  witnesses  have  testi- 
fied to  today.  That  translates — actually,  for  a  large  part  of  our 
part-time  work  force,  we  would  contribute  as  much  as  35  percent 
of  a  part-time  employee's  wages,  for  his  or  her  coverage  under  this 
act.  That  is  the  same  as  a  35  percent  payroll  tax. 

Second,  the  act  would  impose  tremendous  administrative  bur- 
dens on  multiState  employers,  regardless  of  whether  thev  operated 
as  a  corporate  alliance  or  opted  entirely  into  the  regional  alliances. 
Two  comments  with  respect  to  this  point. 

Under  a  premium-based  mandate  for  part-time  as  well  as  full- 
time  workers,  employers  would  be  required  to  collect  and  maintain 
a  myriad  of  new  information,  perform  countless  and  burdensome 
calculations  on  a  region-by-region  basis,  and  apportion  and  rec- 
oncile contributions  amongst  the  regional  and  other  corporate  alli- 
ances each  and  every  pay  period.  If  there  is  an  employer  mandate 
on  part-time  and  seasonal  workers,  much  of  this  could  be  avoided 
if  employers  had  the  option  to  simply  pay  a  percentage  of  payroll 
based  on  each  individual's  wages,  not  total  payroll. 

Next,  the  piecemeal  disintegration  of  ERISA  as  provided  in  the 
act  cannot  be  overlooked.  We  believe  that  implementation  of  any 
plan  which  would  allow  individual  States  and  regions  to  impose 
their  own  single-payer  systems  on  multiState  employers  would  be 
an  enormous  mistake.  Our  experience  with  Hawaii  and  with  Can- 
ada's system,  in  which  the  financing  mechanisms  and  administra- 
tive requirements  vary  from  province  to  province,  indicates  to  us 
the  likelihood  of  disaster  if  every  State  were  given  the  flexibility  in 
the  U.S.  to  implement  their  own  systems. 

Finally,  our  third  concern.  MultiState  employers  would  never 
have  a  realistic  chance  to  operate  as  a  corporate  alliance  given, 
among  other  things,  the  corporate  assessment  of  1  percent  of  total 
uncapped  payroll,  which  even  includes  the  payroll  of  those  covered 
through  the  regional  alliances;  complex  rules  for  computing,  paying 
and  collecting  contributions  for  all  employees,  unlimited  risk  due  to 
the  inapplicability  of  any  cap  on  our  contributions,  and  decreased 
competition  and  bargaining  power  given  the  anticipated  size  and 
power  of  the  regional  alliances. 

Collectively,  these  provisions  inappropriately  penalize  large  com- 
panies basecf  on  their  size  and  numbers  alone,  thereby  failing  to  ac- 
count for  the  fact  that  just  like  many  small  businesses,  retailers 
and  other  employers  in  the  service  industries,  whether  large  or 
small,  tend  to  be  labor  intensive  and  operate  on  very  low  profit 
margins.  Whatever  its  form,  the  final  plan  must  in  the  end  be  fi- 
nancially and  administratively  feasible  for  everyone,  including  em- 
ployers, so  that  any  associated  negative  impacts  such  as  job  loss 
can  be  minimized  to  the  greatest  extent  possible. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  ON  HEALTH  CARE  REFORM 

by  Lauri  M.  Shanahan 
Associate  General  Counsel 

THE  GAP,  INC 
San  Francisco,  California 

November  18,  1993 


I.  BACKGROUND  OF  COMPANY 


The  Gap,  Inc.  ("Gap")  is  a  specialty  retailer  which  operates  stores  selling  casual  and 
activewear  under  several  brand  names  including  Gap,  GapKids,  babyGap  and  Banana 
Republic.  The  company  was  founded  in  1969  by  Donald  G.  Fisher,  presently  Chairman  and 
CEO  of  the  company,  and  his  wife,  Doris  Fisher.  Corporate  social  responsibility  is  and  has 
always  been  a  guiding  principle  of  Gap  since  its  first  store  opened  in  San  Francisco  over  24 
years  ago. 

At  the  end  of  fiscal  1992,  Gap  operated  a  total  of  1,221  stores  in  the  U.S.  which  are 
located  in  45  states  and  Puerto  Rico.  No  stores  are  franchised  or  owned  by  others.  Net 
sales  of  Gap  for  1992  were  almost  $3  billion. 

Given  the  seasonal  nature  of  the  retail  industry,  the  total  number  of  individuals 
employed  by  Gap  can  vary  greatly  over  the  course  of  a  year.  On  average,  Gap  employs 
around  40,000  employees:  10,000  full-time  individuals  (those  working  30  or  more  hours  per 
week)  and  30,000  part-time  and  seasonal  employees.  However,  almost  100,000  individuals 
are  employed  by  and  necessarily  receive  W-2  forms  from  Gap  each  year. 

At  least  70%  of  Gap's  total  workforce  at  any  given  time  are  part-time  and  seasonal 
workers.  Gap's  large  part-time  and  seasonal  workforce  is  comprised  of  individuals  who  need 
and  desire  flexible  employment  opportunities.  Many  cannot  commit  to  full-time 
employment  or  to  inflexible,  "normal"  hours  due  to  other  commitments  (e.g.  school, 
children).  Others  are  simply  between  jobs  and  desire  only  temporary  employment.  Many 
are  already  employed  in  a  "primary"  profession  but  find  themselves  in  need  of  extra  funds 
to  cope  with  income  fluctuations  or  unanticipated  expenses.  All  of  these  individuals  rely 
and  depend  on  our  company  to  provide  them  with  alternative  working  arrangements  and 
flexible  hours.  Until  now,  Gap  has  been  able  to  accommodate  this  workforce  to  the  benefit 
of  everyone  involved. 

Gap  currently  offers  health  insurance  to  all  of  its  full-time  employees  and  their 
dependents  and  contributes  approximately  81%  of  the  cost  for  each  who  elects  coverage 
through  the  plans  we  offer.  Of  those  who  elect  coverage,  over  85%  choose  Gap's  self- 
insured  plan,  which  includes  a  fee-for-service  and  preferred  provider  option.  We  are  also 
able  to  offer  HMOs  in  a  few  areas  (e.g.  corporate  headquarters  and  distribution  centers) 
where  Gap  has  sufficient  leverage  to  negotiate  competitive  rates  and  ensure  quality  care  and 
service. 

Due  to  unstable  employment  patterns  common  in  the  retail  industry  (and  other 
service-related  businesses)  it  has  not  been  administratively  or  financially  feasible  in  the  past 
for  Gap  to  offer  and/or  to  voluntarily  contribute  to  health  insurance  for  part-time  and 
seasonal  workers  through  our  own  plan. 
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II.  SUMMARY  OF  GAP'S  TESTIMONY 

Gap  strongly  supports  the  Administration's  and  Congress'  efforts  to  restore  efficiency 
and  integrity  to  our  current  health  care  system.  We  wholeheartedly  agree  that  substantial 
reforms  must  be  undertaken  to  ensure  that  all  Americans  have  access  to  affordable  health 
care.  Gap  is  willing  to  contribute  additional  resources  if  necessary  to  achieve  these 
important  goals. 

We  are  encouraged  by  many  of  the  elements  contained  in  the  Administration's 
Health  Security  Act  (the  "Act").  However,  we  have  become  increasingly  concerned  that  the 
Act  would  impose  excessive  and  unbearable  financial  burdens  on  labor-intensive  employers 
such  as  Gap.  Gap  is  also  very  concerned  over  whether  large,  multi-state  employers  could 
realistically  continue  to  administer  their  own  plans  and  function  as  corporate  alliances  under 
the  Act.  Given  the  significant  financial  and  administrative  burdens  associated  with  increased 
"state  flexibility,"  corporate  assessments,  complex  rules  for  computing,  paying  and  collecting 
contributions,  and  numerous  other  "penalties"  and  requirements  imposed  on  corporate 
alliances,  the  Act  effectively  ensures  that  Gap  (and  we  believe  most  other  similarly  situated 
employers)  will  never  have  the  option  to  remain  outside  of  the  regional  alliances. 

Gap  is  also  extremely  concerned  because  the  Act  imposes  tremendous  new 
administrative  burdens  on  employers  which  would  apply  regardless  of  whether  a  company 
opts  entirely  into  the  regional  alliances  or  chooses  to  operate  under  a  corporate  alliance. 
This  issue  is  particularly  critical  for  labor-intensive  companies. 


In  this  statement,  Gap  will  address  several  of  its  concerns  regarding  the  additional 
financial  burdens  and  administrative  complexities  contained  the  Act: 


(1)  The  Act  would  impose  severe  financial  burdens  on  labor-intensive  employers 
like  Gap.  Under  the  Act,  employers  would  be  required  to  make  a 
proportional,  premium-based  contribution  for  the  coverage  of  their  part-time 
and  seasonal  employees  in  the  regional  alliances.  The  imposition  of  such  a 
mandate  on  employers  for  their  part-time  and  seasonal  workers'  health 
insurance  would  be  financially  unfeasible  for  labor-intensive  companies.  Such 
a  mandate  would  have  increased  Gap's  total  health  care  costs  for  1992  from 
$142  million  to  at  least  $34  million,  an  increase  of  139%.  In  addition,  Gap 
would  have  been  required  to  contribute  as  much  as  35%  of  a  part-time 
employee's  payroll  for  his/her  coverage  under  the  Act.  These  payments  would 
not  be  limited  by  any  caps  on  payroll  if  Gap  were  to  operate  under  the 
umbrella  of  a  corporate  alliance. 

(2)  The  premium-based  mandate  approach  would  impose  undue  administrative 
burdens  on  labor-intensive  companies  such  as  Gap.  Given  that  the  hours  of 
part-time  and  seasonal  workers  fluctuate  from  pay  period  to  pay  period,  the 
proportional  premium  amounts  due  from  the  employer  and  employee  will 
change  constantly.  The  number  of  variables  increases  exponentially  under  the 
Act  given  the  total  number  of  regional  alliances,  the  multitude  of  health  plans 
offered  in  each  of  regional  alliances,  and  the  fact  that  the  weighted-average 
premium  will  vary  from  alliance  to  alliance.  In  the  end,  employers  would  be 
required  to  collect  and  maintain  a  myriad  of  new  information,  perform 
countless  and  burdensome  calculations  on  a  region-by-region  basis,  and 
apportion  and  reconcile  contributions  amongst  the  alliances  (regional  as  well 
as  other  corporate  alliances)  each  and  every  pay  period. 


388 


(3)  The  Act  would  significantly  erode  the  protections  currently  afforded  to  multi- 
state  companies  under  ERISA.  Among  other  things,  the  Act  would  allow 
states  to  opt  out  of  the  federal  system  for  a  single-payer  system  and  to  also 
impose  new  and  potentially  unlimited  taxes  on  employers.  ERISA  pre- 
emption currently  makes  it  possible  for  large  companies  like  Gap  to  operate 
nationally  without  being  subjected  to  a  myriad  of  inconsistent  state  mandates. 
The  Act's  piecemeal  disintegration  of  ERISA  would  not  only  force  large 
companies  to  abandon  their  own  plans  but  would  potentially  require  them  to 
comply  with  fifty  or  more  different  state  and  regional  systems. 


(4)     The  Act  would  impose  a  number  of  additional  penalties,  requirements  and 
burdens  on  corporate  alliances: 


a.  Hie  corporate  alliance  assessment  of  1%  would  be  excessive  if  applied 
to  a  company's  total,  uncapped  payroll,  including  the  payroll  of  those 
employees  already  covered  through  the  regional  alliances. 


b.  The  overall  cap  on  employer  contributions  of  7.9%  of  payroll  would 
not  apply  to  contributions  made  by  corporate  alliances  at  any  time, 
and  further,  it  would  not  apply  to  large  companies  who  opted  entirely 
into  the  regional  alliances  for  a  period  of  eight  years. 

c.  The  Act  would  allow  a  regional  alliance  to  impose  unlimited 
assessments  on  corporate  alliance  employers  to  compensate  the 
regional  alliance  for  the  uncollectible  debts  of  its  members. 


d.  States  and  regions  could  opt  out  of  the  federal  system  and  require 
corporate  alliance  employers  to  operate  under  and  comply  with  their 
individual  single-payor  systems. 


e.  The  Act  would  also  impose  new  financial  and  administrative  burdens 
on  corporate  alliance  employers  with  respect  to  their  full-time 
workforces.  Gap  would  be  required  to  collect  information  regarding 
the  employment  status  and  employer  of  every  spouse.  For  every 
married  employee  whose  spouse  was  also  employed,  Gap  would  be 
forced  to  either  collect  premium  contributions  from  other  corporate 
alliances  or  regional  alliances  or  to  reimburse  other  alliances  one  by 
one  each  pay  period 


f.  The  Act  would  require  corporate  alliance  employers  to  offer  at  least 
three  plans  in  every  region  where  they  operate,  which  would  be 
extremely  difficult  given  the  anticipated  inability  of  these  employers  to 
compete  with  the  powerful  regional  alliances. 


(5)  The  Act  would  create  numerous  levels  of  bureaucracy  instead  of  encouraging 
market-based  reform.  This  would  ultimately  mean  reduced  employer  control 
over  quality,  service  and  cost,  reduced  incentives  and  innovation,  less 
responsiveness  to  consumers  and  less  competition  and  choice. 

Due  to  these  serious  problems,  Gap  has  concluded  that  implementation  of  the  Act 
in  its  current  form  would  prove  to  be  administratively  and  financially  unbearable  for  labor- 
intensive  employers  and  particularly  for  those  which  employ  large  numbers  of  part-time  and 
seasonal  workers. 
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III.  ANALYSIS  OF  GAP'S  PRIMARY  CONCERNS 


A.  A  PREMIUM-BASED  APPROACH  MUST  NOT  BE  APPLIED  TO  CALCULATE 
EMPLOYER  CONTRIBUTIONS  FOR  PART-TIME  AND  SEASONAL  EMPLOYEES 
IN  THE  REGIONAL  ALLIANCE  


While  the  Administration  appropriately  determined  that  part-time  workers  should 
obtain  coverage  through  the  regional  alliances,  the  Act  does  not  relieve  -  but  substantially 
increases  -  employers'  responsibilities  for  adniinistering  and  financing  their  plans.  While 
we  do  not  disagree  that  a  premium-based  approach  may  be  administratively  workable  for 
full-time  employees  in  the  corporate  alliances  (if  an  employer  mandate  is  deemed 
necessary),  it  is  simply  not  a  feasible  solution  for  part-time  and  seasonal  workers.  If  a 
premium-based  mandate  were  applied  to  individuals  in  the  regional  alliances,  Gap  would 
be  forced  to  provide  substantial  administrative  support  necessary  to  (1)  implement  extensive 
and  costly  systems  changes,  (2)  obtain,  track  and  report  employee,  spousal  and  dependent 
information,  (3)  calculate,  collect  and  disburse  employee  and  employer  contributions,  and 
(4)  perform  constant  and  complicated  reconciliations. 


1.  A  Pro-rata  Premium  Approach  Would  Not  Be  Financially  Feasible  for 
Employers  of  Part-time  Employees  Who  Obtain  Coverage  Through  the 
Regional  Alliances. 

Aside  from  the  exorbitant  administrative  costs  which  employers  would  be  forced  to 
incur  with  a  premium-based  mandate  on  part-time  and  seasonal  workers,  the  imposition  of 
such  a  mandate  would  have  a  tremendous  financial  impact  as  well.  Gap  believes  that  it 
would  be  extremely  difficult  for  even  the  healthiest  of  labor-intensive  companies  to  survive 
a  mandate  which  requires  them  to  pay  a  percentage  of  each  individual's  premium. 

During  fiscal  1992,  Gap  spent  $142  million  on  health  care  costs.  Based  upon  the 
conservative  premium  estimates  given  to  us  by  the  Administration  for  the  regional  alliances 
(which  Gap  believes  are  underestimated  considerably),  Gap  estimates  it  would  have  spent 
the  following  in  1992  under  the  Act: 

a.  $34  million,*  if  Gap  had  maintained  a  corporate  alliance  for  its  full- 
time  workers  and  made  contributions  for  its  part-time  and  seasonal 
workers  in  the  regional  alliances  through  a  proportional  weighted- 
average  premium  approach.  This  option  alone  would  have  increased 
Gap's  health  care  costs  by  139%  and  would  have  accounted  for  16% 
of  Gap's  total  net  earnings  for  1992,  as  opposed  to  an  actual  6.7% 
incurred  in  1992. 


b.  $30  million,*  if  Gap  had  opted  entirely  into  the  regional  alliances. 
This  option  would  have  over  doubled  Gap's  health  care  expenditures 
and  would  have  accounted  for  14%  of  Gap's  total  net  earnings  for 
1992. 


While  these  amounts  are  necessarily  estimates  given  the  complexity  of  the 
calculations  involved,  we  believe  our  figures  are  extremely  conservative.  Gap  is  convinced 
that  the  actual  amounts  which  would  be  expended  if  the  Act  were  implemented  would  be 
much  greater.  In  addition,  it  is  important  to  note  that  the  above  figures  do  nol  account  for 
any  of  the  additional  administrative  costs  which  Gap  would  necessarily  incur  under  the  Act 
as  described  in  subsection  2  below. 
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Moreover,  the  financial  impact  of  a  premium-based  mandate  would  be  exacerbated 
under  the  Act  given  that  the  "proportional"  contribution  required  of  employers  is  based  on 
a  full-time  work  week  of  only  thirty  hours  instead  of  the  standard  forty  hours.  Thus,  for 
an  employee  who  works  an  average  of  15  hours  per  week,  Gap  would  be  responsible  for 
80%  of  half  of  the  weighted-average  premium.  This  component  clearly  discourages  pan- 
time  employment  by  making  it  disproportionately  expensive  to  employ  these  workers.  In 
fact,  for  many  part-time  employees,  Gap  would  end  up  paying  as  much  as  35%  of  their 
payroll  to  comply  with  its  contribution  requirements  under  a  proportional  premium  model 
which  uses  30  hours  as  its  baseline. 

These  figures  readily  demonstrate  that  the  proportional  premium  approach  would 
have  an  extreme,  severe  impact  on  Gap  as  well  as  other  retailers  and  employers  in  the 
service-related  industries.  Just  like  many  small  businesses,  retailers  (whether  large  or  small) 
are  generally  labor-intensive  employers  which  operate  on  very  low  profit  margins.  As  such, 
we  simply  cannot  afford  the  imposition  of  a  proportional  premium  mandate  applicable  to 
the  total  number  of  part-time  and  seasonal  workers  employed,  particularly  during  these 
difficult  economic  times.  To  the  extent  possible,  Congress  must  ensure  that  "Health  Care 
Reform"  does  not  translate  into  unemployment  for  many  of  these  individuals  and  their 
families. 


2.  A  Pro-rated  Premium  Mandate  Would  Not  Be  Administratively  Feasible  for 
Employers  of  Part-time  Employees  Who  Obtain  Coverage  Through  the 
Regional  Alliances. 

Gap  has  long  provided  coverage  to  its  full-time  workers  and  their  dependents,  and 
wishes  to  continue  to  provide  this  coverage,  through  our  self-insured  plan.  On  the  other 
hand,  we  have  not  been  able  to  provide  insurance  through  our  own  plan  to  part-time  and 
seasonal  workers,  who  often  change  jobs  frequently,  flow  in  and  out  of  the  workforce,  and 
work  hours  which  vary  considerably  from  pay  period  to  pay  period. 

The  regional  alliances  could  provide,  for  the  first  time,  a  practical  mechanism  for  the 
administration  and  delivery  of  health  care  coverage  to  part-time  and  seasonal  workers. 
Unlike  our  own  plan,  the  regional  alliances  could  provide  consistency  and  continuity  of 
service  to  these  individuals  and  others  regardless  of  their  job  status  at  any  given  time. 
Moreover,  the  regional  alliances  would  make  it  feasible  for  employers  to  voluntarily 
contribute  to  this  coverage  for  the  first  time  as  well. 

Gap  does  not  intend  to  enter  the  debate  over  whether  the  Government  should  force 
employers  to  contribute  toward  all  of  their  employees'  health  care  coverage.  Clearly,  any 
such  mandate  would  directly  impact  the  number  of  jobs  employers  could  offer  in  the  future, 
the  wages  of  their  employees,  and  the  extent  to  which  companies  like  Gap  could  continue 
to  offer  flexible  employment  opportunities.  Our  overwhelming  concern  here  is  that  the  final 
plan  must  be  administratively  workable  and  feasible  for  everyone,  including  employers,  so 
that  the  job-loss  impact  can  be  minimized  as  much  as  possible.  If  employers  are  to  incur 
substantial  additional  costs  to  achieve  the  goals  of  any  health  care  reform  plan,  it  is 
imperative  that  the  funds  raised  are  utilized  appropriately  and  efficiently. 

With  these  considerations  in  mind,  Gap  has  concluded  that  a  proportional,  premium- 
based  mandate  would  be  an  unworkable  and  inappropriate  financing  mechanism  for  part- 
time  and  seasonal  workers  who  obtain  coverage  through  the  regional  alliances.  Given  the 
unique  nature  of  the  part-time  and  seasonal  workforces,  their  employers  would  be  required 
to  track  a  virtually  limitless  number  of  variables,  perform  countless  and  burdensome 
calculations,  and  apportion  contributions  amongst  numerous  alliances  each  and  every  pay 
period. 


391 


Gap's  current  payroll  system  is  able  to  take  deductions  from  employees  either  in  the 
form  of  a  payroll  tax  (a  percentage  of  payroll,  e.g.  FICA)  or  in  the  form  of  a  set  amount, 
such  as  the  current  deduction  for  medical  coverage  for  our  full-time  employees.  This  system 
would  have  to  be  completely  abandoned  if  a  proportional  premium  method  was 
implemented  to  calculate  and  distribute  contributions  for  part-time  and  seasonal  workers: 

a.  Gap  would  need  to  collect  substantial  new  information  from  each  part- 
time  and  seasonal  employee,  including  choice  of  plan,  place  of 
residence,  family  status,  and  names  and  social  security  numbers  of 
spouses  and  dependents.  Gap  would  also  need  to  maintain  and 
constantly  update  all  of  this  information,  since  each  piece  of  data 
would  directly  impact  the  employer's  calculations  each  pay  period  and 
the  appropriate  allocation  of  the  contributions.  Gap  currently  must 
maintain  only  the  name  of  the  employee  and  the  store  location  where 
he/she  works. 

b.  Because  part-time  and  seasonal  workers'  hours  vary  considerably  from 
pay  period  to  pay  period  (which  is  every  two  weeks  at  Gap),  the 
proportional  amount  of  both  the  employer's  and  employee's  premium 
contribution  would  also  change  each  pay  period. 

c.  The  weighted-average  premium  baseline  would  be  different  in  every 
regional  alliance,  further  complicating  the  bi-weekly  calculations  of  the 
employer's  and  employee's  contributions. 

d.  Separate  and  independent  calculations  would  need  to  be  performed  for 

the  employer  portion  of  the  premium  (which  is  based  on  an  average 
premium  that  differs  by  regional  alliance)  and  for  the  employee's 
portion  (which  is  based  on  the  plan  chosen  from  the  specific  menu 
offered  in  the  regional  alliance  where  the  employee  resides). 

e.  A  premium-based  mandate  would  require  employers  to  obtain  a 
positive  election  form  from  each  employee  as  to  the  plan  chosen. 

Often,  the  employee  would  have  left  the  company  before  an  election 
was  made.  Since  many  of  our  employees  are  entering  the  workforce 
for  the  first  time,  it  would  be  unreasonable  to  make  them  elect  a  plan 
on  their  first  day  of  employment.  In  any  case,  the  employer  would 
have  to  reconcile  and  collect  the  amount  owed  from  previous  pay 
periods  once  a  plan  was  finally  chosen  by  the  employee. 

f.  A  premium-based  mandate  and  a  menu  of  health  care  plans  which 
would  each  vary  by  region  would  make  it  extremely  difficult  for  an 
employee  to  change  job  locations  within  a  company.  Over  2,000  Gap 
employees  transferred  from  one  state  to  another  in  1992.  Under  the 
Act,  it  would  be  extremely  difficult  for  us  to  effect  these  types  of 
employee  transfers. 

These  are  just  a  few  examples  of  the  problems  associated  with  a  premium-based 
approach  as  applied  to  part-time  and  seasonal  workers.  The  variables  increase  dramatically 
when  one  considers  the  potential  number  of  regional  alliances,  the  total  number  of  plans 
available  through  the  different  regional  alliances,  employees'  changes  to  plan  elections,  rate 
changes  and  changes  to  family  structure.  Most  changes  would  be  communicated  to  Gap 
after  they  have  occurred,  which  would  require  Gap  to  perform  frequent  adjustments  and 
reconciliations.  Most  calculations  would  have  to  be  made  manually.  AD  payments  would 
then  have  to  be  apportioned  amongst  the  regional  alliances.  Each  regional  alliance  would 
have  its  own  set  of  reporting  requirements.  Clearly,  the  constant  maintenance  and 
manipulation  of  information  required  to  correctly  pay  premiums  each  pay  period  and  to 
apportion  them  between  the  numerous  alliances  would  be  cost  prohibitive  and  involve  huge 
additions  to  staff. 
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Regardless  of  the  determinations  made  over  how  to  finance  coverage,  Congress  must 
ensure  that  the  final  plan  is  carefully  structured  and  does  not  force  labor  intensive 
employers  to  incur  unnecessary  and  wasteful  administrative  costs  which  could  be  better 
spent  on  health  care. 

B.  ANY  HEALTH  CARE  REFORM  PLAN  MUST  ENSURE  THAT  MULTI-STATE 
EMPLOYERS  ARE  AFFORDED  PROTECTION  UNDER  ERISA  SO  THAT  THEY 
CAN  CONTINUE  TO  PROVIDE  QUALITY  AND  COST-EFFECTIVE  HEALTH 
COVERAGE  TO  THEIR  REGIONALLY  DIVERSE  EMPLOYEE  POPULATION 

Gap  is  strongly  opposed  to  any  plan  or  provision  in  the  Act  which  would  effectively 
limit  or  eliminate  the  protections  currently  afforded  to  multi-state  employers  under  ERISA. 
We  are  strongly  opposed  to  the  Act's  provisions  which  allow  states  and  regions  to  readily 
opt  out  of  the  federal  system  to  create  their  own,  single-payor  systems.  We  are  also 
opposed  to  the  provisions  which  would  enable  states  to  impose  assessments  and  surcharges 
on  multi-state  employers. 

These  provisions  would  not  only  substantially  increase  employers'  costs  but  would 
severely  jeopardize  and  disrupt  our  ability  to  continue  to  deliver  our  current  plans  to  our 
diverse  employee  base.  Multi-state  companies  such  as  Gap  rely  almost  entirely  upon  the 
protections  afforded  under  ERISA  to  efficiently  deliver  uniform  and  affordable  health  care 
coverage  to  their  employees. 

Unlike  the  consistency  and  continuity  of  coverage  which  has  been  achieved  by 
employers  through  ERISA,  requirements  to  adhere  to  the  laws  of  multiple  jurisdictions 
would  be  an  unwarranted  and  unbearable  waste  of  resources  for  multi-state  companies. 
Unlike  the  federal  government,  individual  states  have  no  real  incentive  to  ensure  that  their 
own  plans,  taxes  or  requirements  fit  into  a  coordinated  federal  scheme. 

For  example,  our  experience  with  Hawaii's  system  (which  is  currently  exempted  from 
ERISA)  has  not  been  positive  in  terms  of  the  additional  administrative  burdens  we  have 
been  forced  to  assume  just  to  comply  with  its  requirements.  While  Hawaii's  system  is  often 
touted  as  a  success,  the  figures  do  not  reveal  the  administrative  and  financial  expenses 
incurred  by  employers  which  operate  in  that  state.  In  fact,  it  takes  this  company  almost 
three  times  as  long  to  administer  our  plan  for  one  employee  in  the  State  of  Hawaii  than  it 
does  for  any  other  employee  located  in  the  continental  U.S. 

Canada  also  presents  a  difficult  situation  where  employers  must  operate  under 
separate,  independent  provincial  plans.  Even  though  the  country  is  based  entirely  on  a 
"single-payor"  system,  each  province  has  been  given  "flexibility"  to  set  up  its  own  financing 
mechanisms  and  administrative  requirements  which  every  employer  must  follow.  Gap 
employs  over  1,400  individuals  in  Canada  and  has  57  stores  in  six  provinces.  The  constantly 
changing  requirements  of  each  province  are  not  coordinated  in  any  way,  which  makes 
administration  for  multi-province  employers  extremely  difficult  and  time-consuming. 

Based  upon  our  experiences  with  Canada  and  Hawaii,  we  would  anticipate  that  any 
state  pre-emption  from  the  federal  system  would  eventually  make  it  impossible  for  Gap  to 
offer  its  own  plan. 

Yet  Gap's  self-insured  program  currently  provides  quality  and  cost-effective  coverage 
to  most  of  its  full-time  employees  and  their  dependents.  Through  innovative  health 
education,  prevention  programs  and  economies  of  scale,  Gap  and  its  employees  have  worked 
together  to  control  health  care  expenditures  while  promoting  quality  of  care  and  good 
health.  Gap  has  been  able  to  tailor  its  plan  and  offer  a  variety  of  special  benefits  based 
upon  the  particular  demographics  of  our  workforce. 

Gap  believes  that  large  employers  which  can  efficiently  provide  this  kind  of  coverage 
to  their  full-time  employees  and  dependents  should  not  only  be  permitted  to  do  so  under 
any  reform  initiative  but  should  be  encouraged  to  do  so.  ERISA  pre-emption  allows  large, 
national  companies  to  achieve  valuable  economies  of  scale  and  to  operate  efficiently  by 
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avoiding  fragmentation  of  administration  on  a  region-by-region  basis.  For  most  companies 
like  Gap,  the  astronomical  administrative  costs  necessitated  by  regional  decentralization 
would  far  exceed  any  anticipated  or  realized  benefits.  The  eventual  elimination  of  self- 
insurance  which  would  occur  under  the  Act  would  defeat  current  incentives  for  employers 
and  employees  to  directly  impact  their  own  health  care  costs  through  proactive  cost- 
containment  measures.  Moreover,  employers  would  still  be  subjected  to  the  potentially 
limitless  number  of  state  and  regional  mandates  even  after  they  were  forced  into  the 
regional  alliances. 

This  Government  can  no  longer  afford  to  impose  unnecessary  and  undue  burdens  on 
employers  which  would  no  doubt  divert  much-needed  funds  from  real  health  care  to 
needless  administration  and  paperwork.  The  piecemeal  disintegration  of  ERISA  would  have 
a  devastating  and  irreversible  impact  on  the  ability  of  multi-state  employers  to  function 
without  facing  a  myriad  of  inconsistent  and  conflicting  state  regulations  which  pay  little  or 
no  regard  to  any  overall,  federal  design. 

C.  THE  ACT  WOULD  IMPOSE  NUMEROUS  OTHER  PENALTIES, 
REQUIREMENTS  AND  BURDENS  ON  CORPORATE  ALLIANCES  WHICH 
WOULD  ULTIMATELY  FORCE  ALL  EMPLOYERS  INTO  THE  REGIONAL 
ALLIANCES  

In  the  end,  the  Act  would  effectively  deny  most  companies  the  option  to  create  their 
own  corporate  alliances.  Not  only  would  the  Act  impose  a  1%  surcharge  on  a  large 
company's  total  payroll,  it  would  subject  corporate  alliance  employers  to  a  host  of  other 
burdensome  requirements  and  expenses.  Under  the  Act,  the  7.9%  cap  on  employer 
contributions  does  not  apply  to  corporate  alliance  employers.  Even  with  respect  to  a 
company's  full-time  workforce,  the  plan  would  impose  new,  substantial  administrative  and 
financial  burdens  involving  the  calculations  and  apportionment  of  premium  contributions 
which  would  differ  depending  on  the  employment  status  of  an  employee's  spouse.  A 
corporate  alliance  would  also  be  required  to  offer  at  least  three  plans  in  each  region. 
Finally,  regional  alliances  would  have  the  freedom  to  impose  additional,  uncapped  taxes  on 
all  employers  to  reimburse  the  regional  alliances  for  the  uncollectible,  bad  debts  of  the 
regional  alliance  members. 

1.  The  Proposed  Corporate  Assessment  of  1%  on  a  Company's  Total,  Uncapped 
Payroll  Would  Force  Gap  (and  Other  Labor-intensive  Employers)  to  Opt 
Entirely  Into  the  Regional  Alliances. 

Under  the  Act,  a  1%  surcharge  would  be  imposed  on  a  company's  total,  uncapped 
payroll.  Gap  believes  that  an  assessment  of  1%  would  be  far  too  excessive  if  applied  to  a 
company's  total  payroll,  which  is  defined  to  include  all  fringe  benefits  and  non-cash 
compensation  (e.g.  group-term  life  insurance,  relocation  expenses,  stock  options,  car 
allowances  and  taxable  stock  transactions).  Assuming  the  Administration's  figures  are 
correct  and  a  1%  surcharge  were  applied  to  Gap's  total  uncapped  payroll,  we  would  spend 
millions  of  dollars  more  each  year  if  we  functioned  under  a  corporate  alliance  as  opposed 
to  opting  entirely  into  the  regional  alliances. 

While  we  understand  the  need  to  assess  a  surcharge  on  companies  with  self-insured 
plans  to  obtain  necessary  financing  for  the  regional  alliances  and/or  for  medical  research 
and  education,  we  believe  that  a  reasonable  cap  on  income  must  be  applied  in  defining 
total  "payroll"  subject  to  the  tax.  Moreover,  the  one-percent  tax  should  apply  only  to  the 
payroll  of  the  employees  which  are  covered  under  the  corporate  alliance  and  should  exclude 
the  income  of  employees  which  are  already  covered  through  the  regional  alliances. 

If  the  assessment  applied  is  too  onerous  on  large  employers,  the  obvious  effect  would 
be  to  eliminate  any  realistic  employer  choice  and  to  effectively  force  employers  to  opt 
entirely  into  the  regional  alliances.  Of  course,  this  move  would  directly  impact  the 
Administration's  ability  to  collect  a  large  portion  of  the  assessments  it  is  counting  on  to 
fund  the  system. 
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Thus,  in  order  to  ensure  that  the  Government  is  able  to  collect  sufficient  revenues 
while  at  the  same  time  allowing  large  companies  to  remain  self-insured  under  a  corporate 
alliance,  Gap  proposes  that  any  assessment  be  based  on  a  capped  percentage  of  payroll 
applicable  only  to  the  employees  which  are  insured  through  the  corporate  alliance.  The  cap 

could  be  the  same  as  the  current  Social  Security  wage  base  cap  of  $57,600. 


2.       The  overall  cap  on  employer  contributions  of  7.9%  of  payroll  would  not  apply 
to  contributions  made  by  corporate  alliances. 

Under  the  Act,  a  corporate  alliance  employer's  risks  are  virtually  unlimited.  While 
the  Act  generally  provides  for  a  cap  on  employer  contributions  of  7.9%  of  payroll,  corporate 
alliance  employers  are  clearly  excluded  from  any  savings  this  cap  could  provide.  Not  only 
would  large  employers  be  denied  the  benefits  of  this  cap  with  respect  to  their  full-time 
workforce  covered  through  the  corporate  alliance,  the  cap  does  not  even  apply  to 
contributions  for  their  part-time  and  seasonal  employees  covered  through  the  regional 
alliances.  In  fact,  even  if  a  large  corporation  opts  entirely  into  the  regional  alliance,  it 
would  not  fully  benefit  from  this  cap  for  eight  years.  Collectively,  these  provisions 
inappropriately  penalize  large  companies  based  on  their  size  alone,  thereby  failing  to 
account  for  the  fact  that,  just  like  small  employers,  many  large  companies  operate  on  very 
low  profit  margins  and  simply  would  not  be  able  to  afford  these  severe  and  unfair  penalties. 


3.       The  Act  Would  Allow  the  Regional  Alliances  and  States  to  Impose  Additional 
Burdens  on  Corporate  Alliance  Employers. 

First  of  all,  regional  alliances  would  have  the  ability  to  impose  unlimited  payroll  taxes 
on  all  employers  to  compensate  the  regional  alliances  for  the  uncollectible  debts  of  its 
members.  In  addition,  states  and  regions  could  opt  out  of  the  federal  system  and  thereafter 
require  corporate  alliance  employers  to  operate  under  their  own  individual  state  or  regional 
single-payor  systems.  Obviously,  this  would  make  it  impossible  for  multi-state  employers  to 
operate  efficiently  on  a  national  level  and  offer  a  uniform  and  affordable  health  plan  to  all 
of  its  employees. 


4.  The  Act  Would  Impose  New  Financial  and  Administrative  Burdens  on 
Corporate  Alliance  Employers  With  Respect  to  Their  Full-Tune  Workforces. 

Gap  would  need  to  collect  and  maintain  a  substantial  amount  of  new  information 
with  respect  to  its  full-time  workforce  even  though  these  employees  would  be  covered 
through  our  own  plans.  For  example,  Gap  would  need  to  collect  information  regarding  the 
employment  status  of  every  employee's  spouse,  and  if  employed,  whether  the  spouses  worked 
for  corporate  alliance  employers.  For  every  married  couple  employed  by  two  different 
corporate  alliance  employers,  Gap  would  be  forced  to  either  collect  premium  contributions 
from  all  of  the  other  corporate  alliances  or  to  reimburse  the  other  alliances  one  by  one  each 
pay  period.  Payments  would  also  have  to  be  made  to  and  collected  from  the  regional 
alliances  for  other  employees. 

5.  The  Act  Would  Require  a  Corporate  Alliance  Employer  to  Offer  at  Least 
Three  Plans  in  Every  Region  Where  it  Operates. 

Even  in  regions  where  Gap  employs  a  large  number  of  workers,  its  bargaining  power 
and  ability  to  compete  would  be  seriously  undermined  given  the  anticipated  size  and  power 
of  the  regional  alliances.  Consequently,  it  would  be  highly  unlikely  that  Gap  could  offer 
three  affordable  and  quality  health  plans  even  in  its  most  populated  areas.  While  the  Act 
would  allow  Gap  to  opt  into  the  regional  alliances  on  a  case-by-case  basis  in  areas  where 
our  employee  population  is  small,  there  is  no  flexibility  to  self-insure  at  a  later  date  if  our 
employee  base  grows  in  that  region.  Under  the  Act,  Gap  would  simply  not  be  able  to 
compete  with  the  regional  alliances  given  their  control  over  the  market  and  the 
requirements  imposed  on  corporate  alliances. 
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D.  TAX  CAPS  ON  EMPLOYER  AND  EMPLOYEE  DEDUCTIONS  ARE  A 
NECESSARY  COMPONENT  TO  ACHIEVE  MARKET-BASED  COST 
CONTAINMENT  AND  TO  DISCOURAGE  EXCESS  SPENDING  AND 
UTILIZATION  OF  HEALTH  CARE  

Given  the  urgent  state  of  our  health  care  crisis,  our  Government  can  no  longer  afford 
to  retain  components  of  a  system  which  effectively  encourage  the  excess  expenditure  of 
limited  funds  on  nonessential  health  care.  Any  plan  which  permits  tax  deductibility  beyond 
a  standardized  level  of  benefits  would  be  an  inherent  contradiction  to  any  market-based 
approach  to  reform. 

Gap  agrees  that  the  "tax  cap"  should  be  imposed  on  both  employers  and  employees. 
Such  a  cap  would  directly  distribute  the  costs  of  excess  benefits  to  those  who  specifically 
choose  to  use  excess  benefits.  Without  this  tax  cap,  employers  which  insist  on  offering 
richer  plans  will  defeat  the  reform  measures  implemented  while  shifting  their  excess  costs 
of  health  care  to  others.  Likewise,  employees  who  elect  and  receive  richer  benefits  should 
pay  for  the  excess  costs  with  after-tax  dollars,  just  as  they  currently  do  for  other  benefits 
such  as  life  insurance. 

Thus,  Gap  strongly  supports  the  immediate  elimination  of  favorable  tax  treatment 
for  those  who  spend  excessive  amounts  on  health  care.  Even  though  this  would  mean 
substantial  additional  costs  to  Gap,  we  understand  that  removal  of  this  inappropriate 
incentive  is  imperative  to  achieving  market-based  cost  containment  and  efficiency. 

IV.  CONCLUSION 

Regardless  of  which  plan  is  ultimately  passed  by  this  Congress,  Gap  believes  that  the 
following  considerations  must  be  fully  analyzed  and  taken  into  account  in  the  development 
of  a  comprehensive  reform  plan: 

A.  The  plan  must  be  administratively  feasible  for  all  employers,  including  multi- 
state,  labor-intensive  companies  which  employ  large  numbers  of  part-time  and 
seasonal  workers.  Any  proposal  which  imposes  needless  and  excessive 
administrative  burdens  on  employers  should  be  rejected  or  revised. 


B.  The  plan  must  be  financially  feasible  for  employers  so  that  job  loss  can  be 
kept  to  a  minimum.  Clearly,  employer-based  health  coverage  means  little  to 
those  who  lose  their  jobs  as  a  result  of  "reform."  We  must  acknowledge  that 
employer  mandates,  if  related  to  the  number  of  workers  employed,  will  fall 
disproportionately  on  labor-intensive  employers  and  impact  the  availability  of 
jobs.  The  plan  must  mimmize  the  unfair  burden  placed  on  these  employers 
and  employees.  Extreme  caution  must  be  exercised  to  ensure  that  the  path 
for  reform  will  be  manageable  for  both  large  and  small  employers.  If  the 
magnitude  of  change  unexpectedly  produces  too  severe  an  impact  on  business, 
all  efforts  to  improve  the  system  may  be  thwarted. 


C.  The  plan  must,  in  every  respect,  preserve  the  protections  currently  provided 
to  multi-state  companies  under  ERISA.  Individual  states  and  regions  should 
not  be  allowed  to  create  their  own  single-payor  systems.  Provisions  which 
allow  states  or  regional  alliances  to  impose  taxes  or  other  requirements  on 
multi-state  employers  should  be  rejected.  Multi-state  companies  must  be 
afforded  continued  protection  under  ERISA  in  every  state  so  as  not  to  be 
subjected  to  a  myriad  of  inconsistent  and  uncoordinated  state  mandates  and 
regulations  throughout  the  country. 
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D.  The  plan  must  allow  larger  companies  to  function  effectively  outside  of  the 
regional  alliances.  Employers  should  be  encouraged  to  continue  providing 
coverage  through  their  own  innovative  and  successful  programs,  which  have 
been  successfully  designed  to  increase  quality  of  care  while  effectively 
containing  costs.  For  self-insurance  to  remain  a  viable  option  for  employers, 
providers  of  this  type  of  coverage  must  not  be  effectively  forced  out  of  the 
market. 


E.      The  plan  must  not  create  additional,  unwanted  levels  of  bureaucracy,  but 

must  encourage  the  market  to  perform  efficiently  and  fairly  within  specified 
parameters.  Any  plan  based  on  regulatory,  as  opposed  to  competitive,  forces 
would  likely  mean  less  innovation,  less  responsiveness  to  consumers,  less 
efficient  resource  allocation,  higher  taxes  and  a  rigid  externally  imposed  cost 
structure  that  could  threaten  a  company's  ability  to  adjust  to  business 
conditions. 


F.  The  plan  should  ensure  access  to  continuous  health  care  coverage  to  all 
Americans.  We  agree  that  individual  and  small  group  insurance  reforms  are 
badly  needed  and  that  pre-existing  conditions  should  not  prevent  anyone  from 
obtaining  coverage. 

G.  The  plan  should  effectively  eliminate  cost  shifting  from  government-provided 
programs  such  as  Medicare  and  Medicaid  to  the  private  sector. 

The  Gap,  Inc.  looks  forward  to  participating  in  the  development  of  national  health 
care  reform  plan  which  is  not  simply  palatable  to  the  many  different  interest  groups  but 
which  is  feasible  and  equitable  for  all  employers  and  individuals.  We  welcome  the 
opportunity  to  discuss  our  concerns  and  ideas  with  you  and  your  staffs  as  the  debate 
continues. 
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Mr.  Hoagland.  Well,  thank  you  very  much,  Ms.  Shanahan. 

We  have  about  4  or  5  minutes  left  before  I  need  to  go  over  to  vote 
on  the  current  issue.  And  I  do  have  some  questions  I  would  like 
to  ask  you.  I  will  try  and  keep  the  questions  short.  If  you  keep  your 
answers  short,  maybe  we  can  get  through  all  of  them  in  the  few 
remaining  minutes  we  have. 

First,  Mr.  Williamson,  you  suggested  that  health  premiums 
should  be  deposited  using  the  same  mechanism  as  payroll  taxes  de- 
posited with  IRS.  Could  you  elaborate  briefly  on  the  reasons  for 
your  suggestion? 

Mr.  Williamson.  Yes,  the  act  specifically  says  that  the  Secretary 
of  Labor  will  establish  a  new  system,  and  I  think  the  employer 
would  rather  run  as  much  of  any  new  program  through  existing 
systems  as  possible  rather  than  design  a  new  one.  So  we  have  just 
learned  how  to  deposit  the  taxes  under  the  new  deposit  rules  a  cou- 
ple of  years  ago. 

So  it  seems  much  more  sensible  just  to  add  it  to  what  is  going 
on  rather  than  to  build  an  independent  system. 

Mr.  Hoagland.  And  that  basically  is  Chairman  Stark's  position, 
too,  isn't  it,  Mr.  Williamson? 

Mr.  Williamson.  I  couldn't  speak  for  him.  This  is  one  we 
thought  up  ourselves. 

Mr.  Hoagland.  He  testified  this  morning  about  the  remarkable 
efficiencies  we  could  realize  by  using  IRS  and  I  think  you  concur 
with  that. 

Now,  Ms.  Kelley,  do  you  agree  with  Mr.  Williamson  that  it  would 
be  more  efficient  to  use  the  IRS  tax  collection  teams  to  collect  the 
employer  and  employee  premiums? 
Ms.  Kelley.  I  am  going  to  refer  that  to  Ms.  Hevener. 
Ms.  Hevener.  The  American  Payroll  Association  certainly  under- 
stood that  payroll  personnel  are  crucial  to  the  implementation  of 
health  reform.  That  is  why  I  think  we,  I  am  confident,  that  we  re- 
quested to  testify  at  this  hearing  today.  We  expected  that  the  pay- 
roll personnel  would  be  asked  to  do  more  than  they  currently  do, 
probably  along  the  lines  of  Mr.  Stark's  proposal  this  morning. 

We  have  not  yet  had  the  opportunity  to  analyze  it  in  much  detail 
because  we  just  did  receive  the  joint  committee's  report  late  this 
afternoon.  Several  points,  though,  even  with  respect  to  that  report. 

The  report  notes  that  information  is  currently  or  will  be  provided 
next  year  under  a  reporting  system  whereby  perhaps  the  payroll 
administrators  and  certainly  employers  give  detailed  information 
about  health  plan  and  health  plan  participants  to  an  unspecified 
agency,  probably  HCFA.  The  American  Payroll  Association  has  al- 
ready been  presenting  press  releases  and  commentary  on  that  pro- 


The  GAO  has  just  done  a  study  that  says  it  is  not  administrable. 
HCFA  doesn't  have  the  budget  to  collect  the  data.  Employers 
weren't  told  with  enough  lead  time  to  be  able  to  provide  it  in  any 
kind  of  timely  fashion. 

The  reason  we  are  testifying  today  is  to  make  sure  that  Congress 
understands  that  all  of  these  proposals  must  be  adopted  with 
enough  lead  time  that  employers  are  able  to  implement  them. 

There  are  many  aspects  of  Mr.  Stark's  proposal  that  are  fun- 
damentally different  from  the  current  payroll  system,  because  it  is 
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not  even  collecting  a  percent  of  payroll,  it  is  collecting  a  premium 
based  on  myriad  health  plan  values.  And  that  is  going  to  take  a 
lot  of  lead  time  before  payroll  personnel  are  going  to  be  able  to  im- 
plement that  system. 

We  certainly  are  eager  to  work  with  you.  We  would  like  to  re- 
serve the  right  to  submit  testimony  later  with  respect  to  Mr. 
Stark's  proposal.  It  is  very  complicated  and  we  know  we  are  crucial 
to  the  system.  We  just  want  to  be  able  to  work  with  the  implemen- 
ters. 

Mr.  Hoagland.  Well,  good.  And  maybe  you  could  let  us  know 
your  thoughts  when  you  submit  that  testimony,  about  using  IRS 
resources  to  process  information  and  revenues. 

My  understanding  is  that  earlier,  in  the  context  of  the  reconcili- 
ation package,  the  payroll  association  argued  that  it  was  inappro- 
priate to  use  the  W-2  form  to  report  nontax  information.  Do  you 
still  maintain  that  position,  or  would  you  rather  address  that  in 
your  letter? 

Ms.  Hevener.  Absolutely.  One  of  the  problems  with  using  the 
W-2  form  is  simply  that  currently  the  payroll  system  and  in  many 
companies  the  human  resources  department  are  completely  sepa- 
rated. They  don't  talk  to  each  other.  And  that  is  one  reason  we 
need  a  lot  of  lead  time,  to  be  able  to  get  the  health  plan  data  nec- 
essary to  implement  this  system. 

There  certainly  was  not  enough  lead  time  with  respect  to  the 
OBRA  1993  proposal  for  reporting  in  1994.  And  we  have  submitted 
repeated  testimony.  We  would  be  interested  in  getting  a  deferral  of 
the  data  of  the  provision  in  OBRA  1994  because  it  is  not  currently 
administrable. 

Mr.  Hoagland.  Let  me  ask  you  very  quickly,  because  there  are 
only  a  few  minutes  on  the  vote.  We  are  going  to  be  using  electronic 
transfers  for  the  deposit  of  payroll  taxes.  Would  you  favor  using 
that  mechanism  for  premium  payment? 

Ms.  Hevener.  Carolyn,  you  want  to  answer  that  question? 

Ms.  Kelley.  Would  you  repeat  the  question  for  me,  please,  Mr. 
Hoagland?  Would  you  repeat  the  question  for  me?  I  am  having 
trouble  hearing  you. 

Mr.  Hoagland.  Sure,  the  acoustics  in  this  room. 

Since  we  are  moving  towards  using  electronic  funds  transfers  for 
the  deposit  of  payroll  taxes,  would  you  favor  using  the  same  mech- 
anism for  premium  payments? 

Ms.  Kelley.  I  think  employers,  especially  large  employers,  again 
are  supportive  of  employing  new  technologies  to  increase  business 
efficiencies.  That  being  said,  we  are  doing  a  great  deal  of  work 
right  now  with  the  U.S.  Department  of  Treasury  and  the  Internal 
Revenue  Service  because  the  way  the  current  pilot  programs  are 
set  up  for  Tax  Link,  the  name  of  that  pilot  program,  they  are  re- 
quiring employers  to  initiate  their  funds  deposit  on  check  date, 
which  is  a  day  before  we  currently  initiate  them.  And  there  are  a 
great  many  problems  in  administration  that  that  entails. 

And  so  again,  the  substance  of  our  comments  today  and  my  an- 
swer to  your  current  question  is  we  need  to  work  together  to  ex- 
plore ways  that  that  can  be  done. 

Mr.  Hoagland.  Well,  let  me  thank  you  all  for  your  testimony. 
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Ms.  Shanahan,  I  am  afraid  I  don't  have  time  for  the  questions 
we  had  prepared  for  vou.  But  your  testimony  has  been  most  helpful 
to  the  committee  and  staff,  and  we  appreciate  very  much  your  com- 
ing. Thank  you. 

And  with  that,  the  committee  is  adjourned  for  the  day. 

[Whereupon,  at  4:41  p.m.,  the  hearing  was  adjourned  to  recon- 
vene at  10  a.m.  on  Friday,  November  19,  1993.] 

[The  following  was  subsequently  received:] 
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American  Payroll  Association 

New  York  Education  Division 


December  6,  1993 


Hand-Delivered 


The  Honorable  Dan  Rostenkowski 
Chairman 

Committee  on  Ways  and  Means 

1101  Longworth  House  Office  Bldg. 

Washington,  D.C.  20515-6348 

Re:     APA  Comments  on  "Stark  Alternative"  For  Using  the 

Payroll  Tax  System  and  the  IRS  to  Collect  Health  Care 
Premiums  under  Health  Care  Reform  Proposals 


Dear  Mr.  Chairman: 

During  the  hearings  on  the  financing  provisions  of  the 
Administration's  Health  Security  Act  and  other  health  reform 
proposals  that  were  held  November  16,   18,   and  19,   1993,  the 
American  Payroll  Association  ("APA")  presented  testimony  on  the 
potential  impact  of  health  care  reform  on  employers,  focussing 
on  the  necessity  of  creating  workable  standards  for  data  and 
funds  transmission.     At  the  conclusion  of  the  panel 
presentation  on  November  18,  Mr.  Hoagland  asked  several 
questions  of  the  undersigned  as  APA's  representative, 
concerning  the  APA's  reaction  to  Mr.  Stark's  proposal 
(presented  earlier  during  the  hearing  on  November  18)  for  using 
payroll  systems  and  the  IRS  to  collect  health  care  premiums,  as 
an  alternative  to  the  premium  collection  mechanisms  in 
President  Clinton's  Health  Security  Act.     In  response,  we 
requested  permission  to  submit  follow-up  comments,   after  we  had 
had  an  opportunity  to  examine  Mr.  Stark's  proposal  (referred  to 
below  as  the  "Stark  Alternative")  in  more  detail. 

This  letter  outlines  our  general  support  for,   and  concerns 
about,  Mr.  Stark's  proposal.     We  ask  that  this  letter  and 
attachments  be  included  as  part  of  the  hearing  record  for  the 
November  18,   1993  hearing. 


401 


i,  Benefits  of  the  "Star*  Alterative" ; 

A.  No  New  Bureaucracy.    Mr.  Stark's  proposal  to  use  the 
existing  payroll  tax  system  and  the  IRS  to  collect  the  premiums 
that  will  be  associated  with  any  health  care  reform  proposal  is 
designed  to  avoid  the  expense  and  confusion  of  constructing  a 
whole  new  bureaucracy  to  collect  and  disburse  health  premiums. 
In  general,  the  APA  strongly  supports  this  goal.     As  stated  in 
our  November  18,   1993  testimony  before  the  Committee  on  Ways 
and  Means,  the  APA  is  extremely  concerned  about  the 
inefficiencies  and  runaway  employer  costs  that  will  be 
generated  if  Congress  does  not  work  directly  with  the  private 
sector  during  the  entire  process  of  health  care  reform,  to 
create  workable  standards  for  data  and  funds  transmission  and 
simple,  standard  definitions  for  what  constitutes  "taxable- 
wages  for  employee  health  care  deductions. 

B.  Potential  Paperwork  Reduction.     By  cutting  the  number 
and  complexity  of  health-care-related  payments,  Mr.  Stark's 
alternative  should  also  reduce  the  amount  of  paperwork 
associated  with  health  care  reform.     This  is  a  noble  goal, 
especially  since  excessive  paperwork  is  extremely  costly  to 
employers  and  is  recognized  as  one  of  the  current  major  causes 
of  escalating  medical  costs  in  America. 

C.  Potential  Saving?  in  Not  Requiring  Employers  tQ  Make 
Maior  Processing  Changes  in  the  Future.     Under  the  Clinton 
Health  Security  Act,  payroll  personnel  will  be  responsible, 
starting  in  the  year  2003,  for  calculating  the  amount  of  income 
attributable  to  employees  in  "excess  health  plans,"  and 
collecting  payroll  taxes  on  that  income.    The  "Stark 
Alternative"  simply  accelerates  by  six  years  all  payroll 
departments'  day-to-day  involvement  with  health  plans 
administration,  by  making  payroll  departments  directly 
responsible  for  collecting  both  the  employer  and  employee 
shares  of  health  premiums. 


XL — Technical  Emblems  That  Must  Be  Resolved. 

A.    Much  More  Work  Than  "A  New  Line  On  A  Form".     During  his 
testimony  on  November  18,  Mr.  Stark  said  that  his  idea  for 
using  the  payroll  system  to  collect  health  care  premiums 
"doesn't  require  much  more  than  an  additional  line  on  an 
existing  form."    Although,  as  noted  above,  APA  does  not  oppose 
the  "Stark  Alternative,"  that  summary  statement  vastly 
understates  the  huge  increase  in  data-collection 
responsibilities  for  U.S.  businesses  that  are  created  by  this 
proposal.    By  assigning  to  payroll  personnel  the 
responsibilities  for  calculating  and  collecting  both  employer 
and  employee  health  care  premiums,  the  "Stark  Alternative" 
makes  all  payroll  personnel  an  even  more  integral  part  of 
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health  care  reform  than  they  appear  to  be  under  the  Clinton 
Health  Security  Act  proposal.     Mr.  Stark's  proposal  shifts  this 
responsibility  to  payroll  personnel  and  to  the  IRS,  because  the 
payroll  system  works  efficiently  in  comparison  to  any  new 
bureaucracy  that  might  be  created.     Thus,  it  may  seem  natural 
to  ask  payroll  personnel  and  the  IRS  to  do  more.     However,  APA 
warns  Congress  that  in  doing  so,  the  Stark  proposal  creates 
very  costly  new  withholding,  reporting  and  depositing 
responsibilities  for  every  U.S.  business. 

We  thus  ask  that  in  analysing  the  "Stark  Alternative,"  and 
in  establishing  a  system  for  health  reform  in  general,  Congress 
must  understand  what  data  employers  can  and  cannot  collect 
through  the  payroll  tax  system  under  current  systems  and 
technologies  and  what  constitutes  reasonable  effective  dates 
for  making  these  kinds  of  broad  changes  to  these  systems. 

B.     Frequent  Incompatabi lity  of  Health  Plan  and  Payroll 
Data .     Under  any  health  premium  collection  proposal  associated 
with  any  of  the  various  health  reform  plans  currently  pending 
before  Congress,  the  amount  to  be  collected  varies  with  the 
health  plan  selected,  and  whether  the  worker  is  full-time  or 
part-time.     In  examining  the  "Stark  Alternative,"  it  is 
important  to  realize  that  most  employers  do  not  currently 
collect  data  about  employees*  contemporaneous  health  plan 
coverage  in  a  system  compatible  with  health  plan  premium 
collection  and  Form  W-2  reporting.     Some  of  the  burdens  that 
health  plan  premium  collection  would  impose  on  most  businesses 
are  outlined  below. 

(1)  Normally,  an  employer's  payroll  system  used  to  produce 
Forms  W-2  contains  information  relating  only  to  any 
health  insurance  deduction  from  the  employee's  pay. 
This  deduction  information  and  other  payroll  records 
usually  do  not  include  information  about  the  specific 
health  plan  coverage  that  is  offered  to  (and  selected 
by)  the  employee.     It  certainly  does  not  include 
information  related  to  dependent  care  coverage  and 
other  items.     Tracking  this  data  will  require  the 
building  and  maintaining  of  new  data  bases,  and  this 
will  be  costly  for  businesses. 

(2)  Payroll  service  organizations  (which  produce 
approximately  40  percent  of  the  Forms  W-2  in  the 
United  States)  typically  do  not  have  access  to  the 
health  insurance  benefit  information  that  would  be 
needed  to  calculate  the  employer  and  employee  health 
premiums.     This  health  plan  information  normally  is 
maintained  directly  by  employers  and  insurance 
companies . 
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(3)  Health  plan  years  often  differ  from  calendar  years, 
and,  unless  all  health  plans  are  required  to  be 
maintained  on  a  calendar  year  basis,  health  plan 
participation  data  is  likely  to  change  during  the 
calendar  year,  at  the  health  plan's  "open  season." 

(4)  Even  if  the  health  plan  is  maintained  on  a  calendar 
year  basis,  the  employee's  health  plan  election  could 
change  during  the  year,  and  the  related  employer  and 
employee  premiums  would  therefore  change  mid-year. 

(5)  Employers  whose  employees  are  union  members 
participating  in  collectively  bargained  health  plans 
do  not  (and  frequently  cannot)  receive  information 
from  the  multiemployer  health  plans  concerning  the 
type  of  health  coverage  (if  any)  elected  by  the  worker. 

C.  OBRA  '93's  "H-2"  Data  Collection  Procedures  are 
Unworkable.     In  its  white  paper  analysing  the  "Stark 
Alternative,"  the  Joint  Committee  on  Taxation  notes  that: 

"Some  of  the  information  that  would  be  required  to 
withhold  the  premium  will  already  be  required  to  be 
reported  beginning  in  1994  [under  the 
Medicare/Medicaid  Coverage  Data  Bank  reporting 
provisions  that  were  enacted  under  the  Omnibus  Budget 
Reconciliation  Act  of  1993  ("OBRA'93"),  §13581]." 

These  referenced  reporting  provisions,  as  enacted,  would 
require  employers,  starting  in  1994,  to  provide  to  HHS  detailed 
information  on  the  health  insurance  coverage  they  provide  to 
their  workers,   including  descriptive  data  on  all  covered 
employees,  their  dependents  and  their  insurers.      This  data  is 
not  required  to  be  collected  by  payroll  personnel  or  submitted 
on  Form  W-2.     In  fact,   it  currently  appears  unlikely  that  any 
other  form  (e.g.,  "Form  H-2")  will  be  timely  designed  to 
collect  this  information,  because  HCFA  does  not  have  the  budget 
either  to  design  the  form  or  to  process  the  data.     On  November 
15,  1993  (merely  three  months  after  the  law  was  enacted)  the 
GAO  published  a  report  indicating  that  this  new  data  collection 
system  is  "inefficient  and  costly,"  and  "may  not  realize  the 
anticipated  level  of  additional  savings  and  faces  immediate 
implementation  barriers."     The  APA  urges  Congress  not  to  repeat 
its  recent  mistake  in  enacting  this  ill-conceived  health  plan 
data  bank,  when  it  designs  a  new  system  of  health  premium 
collection  through  the  payroll  tax  system. 

D.  Problems  in  Capping  Employer  Premiums  Based  on  "Percent 
of  Payroll".     Under  the  Clinton  Health  Security  Act,  no 
employer  would  be  required  to  pay  health  care  premiums 
exceeding  7.9  "percent  of  payroll."     Smaller  employers  would 
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receive  premium  discounts  that  would  vary  with  the  number  of 
the  employer's  employees  and  with  the  employees*  average  wages, 
which  could  decrease  the  employer's  premium  to  as  low  as  3.5 
"percent  of  payroll."     In  its  written  testimony  on  November  18, 
the  APA  discussed  in  detail  the  critical  need  for  a  detailed 
definition  of  this  concept  of  "percent  of  payroll,"  to  avoid  to 
potential  complexities  of  monitoring  definitions  of  taxable 
wages  (i.e.  "payroll")  that  currently  vary  significantly 
between  all  50  states  and  more  than  4,000  local  taxing 
authorities.     Similar  detailed  drafting  will  be  required  to 
determine  "average  wages,"  for  purposes  of  identifying  those 
small  employers  entitled  to  premium  discounts,  and  calculating 
the  amount  of  such  discounts. 

E .  Problems  in  Calculating  Subsidized  Premium  for 
Low-Income  Employees.     Under  the  Clinton  Health  Security  Act, 
workers  with  incomes  below  certain  levels  would  not  be  required 
to  pay  the  employee  share  of  any  health  care  premium.  To 
implement  this  premium  subsidy,  the  "Stark  Alternative" 
proposes  to  add  a  a  new  line  to  Form  W-4,  under  which  employees 
either  would  provide  data  to  their  employers  about  their  total 
income  (possibly  including  tax-exempt  income),  or  would  claim  a 
full  or  partial  exemption  from  health  premium  payments,  similar 
to  the  exemptions  that  currently  can  be  claimed  from  income  tax 
withholding. 

The  APA  urges  Congress  not  to  require  payroll  personnel  to 
collect  information  from  employees  about  employees'  total 
incomes.     Most  workers  would  be  extremely  unwilling  to  provide 
this  information,  even  if  they  were  given  assurances  about  the 
confidentiality  of  tax  data.     It  would  be  far  preferable  for 
each  worker  to  calculate  his  or  her  own  entitlement  to  a  health 
premium  subsidy  on  a  Form  W-4  worksheet  (without  recreating  any 
data  overload  fiasco  like  that  surrounding  the  proposed  1987 
Form  W-4).     The  IRS  could  then  be  required  both  to  verify  each 
worker's  entitlement  to  any  claimed  subsidy,  and  to  reconcile 
the  amount  of  the  subsidy  with  the  worker's  income  reported  on 
his  or  her  Federal  income  tax  return.     Also,  with  regard  to  the 
definition  of  "income"  used  in  calculating  this  potential 
subsidy,  it  should  be  understood  that  the  more  difficult  the 
definition,  the  more  difficult  it  will  be  for  workers  to 
complete  the  Form  W-4,  and  for  the  IRS  to  perform  year-end 
premium  reconciliations.) 

F.  Electronic  Forms  W-4  May  Help  the  IRS  to  Expedite 
Verification  of  Any  Workers'  Entitlement  to  a  Health  Premium 
Subsidy.     The  APA  has  been  working  for  several  years  with  the 
IRS  to  design  a  workable  system  under  which  employers  might  be 
authorized  by  the  IRS  to  institute  electronic  collection  of 
Forms  W-4  (including  mid-year  changes  to  Forms  W-4). 
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Electronic  filing  will  immediately  increase  the  efficiency  of 
both  employee  completion  and  employer  processing  of  all  Form 
W-4  information.     If  employees'  health  care  premiums  as  well  as 
payroll  tax  withholdings  are  to  be  calculated  from  Form  W-4 
data,  the  IRS's  project  deadlines  for  this  should  be 
accelerated. 

G.       Problems  with  the  Current  Pilot  Program  for  Depositing 
Payroll  Taxes  Electronically.     In  response  to  Mr.  Hoagland's 
question  regarding  electronic  funds  transfers  for  depositing 
payroll  taxes,  attached  is  APA's  most  recent  letter  to  Margaret 
Milner  Richardson,  Commissioner,  Internal  Revenue  Service, 
which  covers  our  concerns  regarding  "TAXLINK, "  the  pilot 
project  for  these  electronic  deposits.     This  letter  was  also 
sent  to  Russell  Morris  at  the  Financial  Management  Service. 


The  American  Payroll  Association  thanks  you  once  again  for 
this  opportunity  to  provide  comments  about  the  involvement  of 
payroll  personnel  in  health  care  reform.     As  always,  we  remain 
ready  and  willing  to  help  the  tax-writing  committees  in  any  way 
we  can. 


CONCLUSION 


Sincerely  yours, 


Carolyn  Kelley 
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American  Payroll  Association 

New  York  Education  Division 


October  25,  1993 


Ms.  Margaret  Milner  Richardson 

Commissioner 

Internal  Revenue  Service 

1111  Constitution  Ave.  NW 

Washington,  DC  20224 

Re:    Views  of  the  American  Payroll  Association  on  the  proposed 
nationwide  electronic  federal  tax  deposit  (EFTD)  program 


Dear  Peggy, 

I  am  writing  as  a  follow  up  to  the  APA's  letter  of  May  17  on  the 
TAXLINK  pilot  project  to  present  the  Association' s^  views  on  the 
policies  and  procedures  which  we  believe  must  govern  certain 
aspects  of  the  proposed  nationwide  electronic  federal  tax  (EFTD) 
program.  APA  represents  over  10,000  U.S.  companies.  As  operations 
professionals  responsible  for  withholding,  reporting  and  depositing 
the  monies  which  will  move  through  any  new  electronic  system,  we 
feel  we  can  provide  valuable  insight. 

APA  has  been  actively  involved  and  interested  in  the  Treasury's 
effort  to  convert  the  current  paper-based  FTD  system  to  electronics 
since  the  beginning  of  the  TAXLINK  project.  We  have  helped 
organize  and  have  attended  several  industry  meetings,  and  have 
presented  the  views  of  our  membership  to  Treasury  and  IRS 
personnel,  most  recently  on  August  20th. 

As  you  Know,  the  current  FTD  system  involves  over  6  million 
business  taxpayers  depositing  over  $880  billion.  As  a  new  system 
is  designed,  all  stakeholders,  including  government  entities,  banks 
and  U.S.  businesses  will  benefit  from  clearly  defined  procedures 
and  guidance  as  to  new  collection  procedures,  new  liabilit( ies ) , 
new  recordkeeping  requirements  and  guidance  regarding  penalty 
provisions  in  a  future  environment  where  risks  and  penalty  exposure 
is  likely  to  shift. 

The  American  Payroll  Association  is  especially  concerned  about  the 
following  issues: 

At  the  present  time  it  appears  that  the  new  system  design  is  being 
driven  principally  by  what  the  Treasury  wants  and  what  the  vendors 
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can  deliver.  All  types  of  stakeholders  must  be  involved  in  the 
process  so  as  to  develop  a  systea  that  is  workable  for  everyone  to 
the  greatest  possible  extent. 

In  addition: 

I.       STATUTORY    RELIEF    FROM    THE    PROPOSED    REQUIREMENT    THAT  THE 
ELECTRONIC  DEPOSIT  OF  LIABILITIES  OF  $100,000  OR  MORE  BE 
INITIATED  ON  CHECK  DATE,  RATHER  THAN  ON  THE  DAY  AFTER  THE 
CHECK  DATE. 

As  stated  in  our  May  17  letter,  employers  who  are  required  to  make 
next  day  deposits  will  be  severely  and  unfairly  impacted  by  the 
implementation  of  a  system  which  requires  employers  to  initiate  an 
electronic  payment  on  check  day.  For  next-day  depositors,  (who 
deposit  up  to  80%  of  the  gross  employment  tax  funds  received  into 
the  current  system)  this  eliminatas  the  24  hours  a  company 
currently  has  to  collect  information,  reconcile  the  various 
ledgers,  compensate  for  report  delays,  collect  information  from 
third  party  administrators,  execute  the  funding  of  the  payroll 
account  and  all  other  processes  associated  with  timely  and  accurate 
reporting  and  depositing  of  payroll  tax  liabilities. 

If  U.S.  businesses  are  not  allowed  this  time  to  perform  their 
necessary  business  processes,  serious  data  integrity  problems  will 
result.  Companies  will  be  forced  into  estimating  their 
liabilities.  This  will  throw  the  whole  system  into  the  mode  of 
exception  processing  as  employers  will  then  have  to  be  in  a 
position  of  controversy  with  the  government  agencies  on  an  ongoing 
basis  to  correct  the  over  and  under-funding  scenarios  which  will 
result.  This  will  be  very  costly  to  both  U.S.  companies  and  the 
government  and  clearly  increases  burden  on  employers.  This,  we 
believe,  will  have  a  profound  negative  impact  on  any  cost  benefits 
derived  from  a  future  system. 

In  a  system  which  will  require  initiation  of  payment  on  check  date, 
affected  U.S.  companies  will  need  statutory  exemption  from  the 
current  next  day  deposit  rule.  This  issue  is  at  the  heart  of 
Compliance  2,000  initiatives  and  cannot  be  ignored  if  any  future 
system  is  to  have  a  successful  implementation. 

The  "Next  Day"  deposit  rule  was  enacted  when  the  FTD  system  was 
paper-based.  To  change  to  an  electronic  system  without  modifying 
statutes  that  are  only  workable  under  a  paper  system  creates  a 
serious  additional  burden  upon  employers  and  payroll  service 
providers.  As  technology  changes,  the  procedures  supporting  the 
input  to  the  system  must  also  change. 

II .    PAYMENT  METHOD  OPTIONS  AND  ACKNOWLEDGEMENT  OF  RECEIPT  OF  FUNDS 
DEPOSITED  INTO  BANKS 

Any  new  electronic  system  should  provide  a  choice  of  ACH  credit  or 
ACH  debit  payment  options,  without  imposing  a  greater  burden  of 
liability  for  employers  who  elect  the  credit  option. 


408 


As  stated  in  our  May  17  letter,  the  lack  of  an  acknowledgement  of 
receipt  under  the  ACH  credit  option  poses  an  unfair  liability 
burden  on  employers.  This  issue  is  also  critical  to  employer 
acceptance  of  the  electronic  FTD  system.  A  nationwide  electronic 
deposit  system  must  incorporate  a  receipt  feature  for  ACH  credit 
payments.  IRS,  Treasury,  and  the  business  and  banking  communities 
must  work  together  to  develop  and  implement  such  an  acknowledgement 
of  receipt. 


III.     EMPLOYERS  AND  GOVERNMENT  AGENCIES  NEED  CLEAR,  WRITTEN 
GUIDANCE  REGARDING  WHAT  CONSTITUTES  DUE  DILIGENCE  IN 
EXECUTING  OUR  DEPOSIT  LIABILITIES 


In  tandem  with  II  above,  employers  will  need  clear,  written 
guidance  on  what  constitutes  due  diligence  in  execution  of  our 
liabilities  in  a  new,  electronic  environment.  Clear,  written 
guidance  on  what  constitutes  acceptable  acknowledgement  of  receipt 
is  part  of  this.    Thus,  employers  will  need: 

a.  A  defined  process  whereby  initiation  (proof)  of  payment  can  be 

easily  proven. 

b.  A  defined  process  for  acknowledgement  of  receipt  of  funds  by 

the  banking  industry,  regardless  of  the  metfrgd,  of  payment 
chosen.     (See  II  above.) 

c.  A  defined  acknowledgement  of  receipt  of  funds  by  the  U.S. 
Treasury. 

d.  A  defined  process  for  determining  who  is  responsible  for 
penalties  associated  with  late  payments.* 

e.  A  defined  process   for  determining  who  is   responsible  for 
penalties  associated  with  non-payment.* 

*  IRS'  TAXLINK  literature  informs  employers  that  under  the  ACH 
credit  option  "since  you  initiate  these  payments  or  ask  your  bank 
to  initiate  them. . .you  remain  liable  for  the  payment  until  it  is 
credited  to  the  Treasury's  account  at  the  Federal  Reserve  Bank." 

We  submit  that  this  process  is  ill-conceived  and  unfair  on  its 
face.  To  quote  the  position  letter  sent  to  you  by  NACHA  and  the 
Treasury  Management  Association  on  July  20,  "In  making  federal  tax 
deposits,  corporations  can  control  only  their  own  actions,  not 
those  of  the  bank  or  other  payment  system  operators.  Current 
paper-based  regulations  recognize  this  fact:  it  should  also  be 
acknowledged  in  the  electronic  environment.  Regardless  of  the 
choice  of  ACH  credit  or  debit  payment  options,  corporate  taxpayers 
should  be  liable  for  their  own  actions,  not  those  of  the  bank  or 
other  payment  system  operators."  We  concur  and  recommend  that  IRS 
provide  U.S.  employers  and  banks  with  clear,  written  guidance  to 
cover    bank    system    failure    and    error.       Definitions    of  what 
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constitutes  "reasonable  cause"  will  be  needed.  This  guidance 
should  not  result  in  the  employer  being  placed  in  a  situation  of 
penalty /abatement  controversy  with  a  taxing  authority  over  a  bank 
failure  or  error. 

These  issues  remain  unresolved,  although  much  progress  in  defining 
them  has  been  made  through  various  meetings  with  business  and 
agency  representatives.  APA  is  aware  that  NACHA  and  TMA  have  put 
forth  recommendations  on  the  above,  and  we  request  a  full 
exploration  of  these  options  and  the  opportunity  to  participate  in 
the  development  of  recommendations  for  implementation. 

Sincerely, 


Carolyn  M.  Kelley 

Director,  Government  and  Public  Affairs 

cc:    Henry  Philcox,  IRS 
Judy  Van  Alfen,  IRS 
Lilly  Mccracken,  IRS 
Cindy  Johnson,  FKS 

Janet  Broderick,  Service,  Bureau  Awareness  Committee 

Michael  Murphy,  TBI,  Inc. 

Linda  O'Hara,  NACHA 

Frank  Curran,  TMA 

Emily  Lindsay,  APA 

Lee  Hollahan,  APA 

Len  Haug,  APA 


/ 
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FINANCING  PROVISIONS  OF  THE  ADMINIS- 
TRATION'S HEALTH  SECURITY  ACT  AND 
OTHER  HEALTH  REFORM  PROPOSALS 


FRIDAY,  NOVEMBER  19,  1993 

House  of  Representatives, 

Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 
Today  the  committee  holds  its  third  day  of  hearings  on  the  financ- 
ing provisions  of  the  administration's  Health  Security  Act  and 
other  health  reform  proposals. 

The  committee  welcomes  the  testimony  of  several  panels  of  pub- 
lic witnesses  today  who  will  respond  to  questions  asked  in  the  com- 
mittee's press  release  regarding  the  employer  and  individual  pre- 
mium payment  requirements,  the  corporate  assessment,  the  tax 
cap,  tobacco  taxes  and  other  sources  of  financing. 

We  urge  the  witnesses  to  be  as  specific  as  possible  in  their  testi- 
mony. With  this  hearing  the  committee  concludes  its  initial  public 
hearings  on  the  financing  provisions  of  the  Health  Security  Act  and 
other  health  reform  proposals. 

The  full  committee  will  move  on  to  consider  other  aspects  of  the 
Health  Security  Act  in  additional  hearings  in  December. 

Welcome,  gentlemen,  to  the  committee.  If  you  will  be  kind 
enough  to  identify  yourself  for  the  record  and  then  proceed  with 
your  testimony,  the  committee  is  ready  to  take  your  testimony. 
Why  don't  we  fcegin  with  Mr.  Smith. 

STATEMENT  OF  RICHARD  I.  SMITH,  DIRECTOR,  HEALTH  CARE 
POLICY,  ASSOCIATION  OF  PRIVATE  PENSION  AND  WELFARE 
PLANS 

Mr.  Smith.  Thank  you,  Mr.  Chairman,  I  am  Richard  Smith,  di- 
rector of  health  care  policy  of  the  Association  of  Private  Pension 
and  Welfare  Plans.  APPWP  represents  the  broad  spectrum  of  busi- 
nesses sponsoring  health  and  retirement  plans  and  firms  providing 
services  to  employee  benefit  plans. 

As  the  first  national  business  group  to  develop  a  comprehensive 
health  care  reform  proposal  that  specifically  describes  how  all 
Americans  will  obtain  health  protection,  APPWP  commends  Presi- 
dent Clinton  for  putting  the  prestige  of  his  office  behind  the  efforts 
to  reform  the  Nation's  health  care  system. 
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This  morning  I  will  discuss  mandated  employment-based  health 
coverage  and  certain  aspects  of  the  revenue  projections  included  in 
the  President's  reform  plan.  The  time  has  arrived  to  achieve  uni- 
versal insurance  coverage  in  the  United  States.  APPWP  supports 
a  carefully  designed  employer  mandate  as  the  most  effective  way 
to  achieve  universal  coverage  at  an  affordable  cost. 

We  believe  that  a  reformed  employment-based  system,  that  is,  a 
system  in  which  employers  are  active  purchasers  of  health  benefits, 
not  just  payers  for  benefits,  offers  the  best  prospect  of  holding 
down  costs  over  time,  while  improving  quality.  Our  proposal  in- 
cludes several  tools  to  hold  down  costs  in  addition  to  maintaining 
employers'  role  as  purchasers. 

For  instance,  APPWP  supports  capping  the  amount  of  employer- 
paid  health  benefits  that  could  be  excluded  from  employee  income. 
The  cap  would  be  related  to  the  cost  of  an  efficient  health  plan,  not 
just  to  benefit  levels.  In  the  administration  proposal,  the  tax  cap 
is  related  only  to  benefit  levels.  APPWP  also  supports  spending  tar- 
ets  that  serve  as  a  benchmark  for  the  success  of  aggressive,  mar- 
et-driven  programs  and  the  need  for  additional  cost  containment 
in  the  future. 

The  Health  Security  Act  would  create  an  employer-financed 
health  system  but  would  dismantle  the  employment-based  system. 
The  act  would  eliminate  virtually  all  employers  from  their  role  in 
purchasing  health  benefits. 

The  employer's  purchasing  role  would  be  taken  over  by  regional 
alliances,  operated  directly  or  indirectly  by  State  governments. 
Eliminating  employers  from  their  role  in  purchasing  nealth  bene- 
fits and  turning  this  role  over  to  States  is  the  act's  fundamental 
flaw  and  is  likely  to  result  in  increased  health  costs.  Employers  are 
driving  the  ongoing  revolution  in  the  organization  of  health  care 
delivery  systems  and  the  health  care  market.  There  is  increasing 
evidence  that  these  employer-led  efforts  are  beginning  to  pay  off 

The  administration  cites  examples  of  employer-sponsored  health 
plans  that  have  achieved  positive  results  in  arguing  that  its  pro- 
posal for  regional  alliances  is  built  on  proven  models.  The  adminis- 
tration is  correct  to  point  out  that  these  employer-sponsored  plans 
have  achieved  positive  results,  but  these  plans  work  well  because 
employers  are  involved  as  active  purchasers  of  health  benefits. 

Next,  I  will  turn  to  a  few  items  included  in  the  administration's 
revenue  projections.  I  wish  to  emphasize  that  while  we  have  seen 
the  revenue  projections,  we  have  not  seen  the  all-important  as- 
sumptions upon  which  the  projections  are  based.  Therefore,  it  is 
possible  that  the  administration's  numbers  account  for  some  of  the 
questions  I  will  raise. 

Much  of  the  revenue  the  administration  is  counting  on  to  fund 
the  health  plan  may  not  materialize.  The  administration  projects 
it  will  collect  $24  billion  of  revenue  from  a  1  percent  assessment 
on  the  payrolls  of  large  firms  which  choose  to  buy  health  coverage 
for  their  workers  rather  than  join  regional  alliances.  APPWFs 
members  include  many  of  the  firms  which  would  have  the  option 
of  forming  corporate  alliances. 

The  predominant  view  among  these  firms  is  that  the  Health  Se- 
curity Act's  rules,  as  currently  drafted,  are  so  dramatically  stacked 
against  corporate  alliances  that  few  would  be  formed.  Since  few,  if 
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any,  firms  would  form  corporate  alliances,  the  1  percent  of  payroll 
assessment  would  generate  much  less  than  $24  billion  of  new  reve- 
nue. 

Page  3  of  my  written  statement  provides  a  partial  list  of  the 
many  rules  that  would  make  it  virtually  impossible  for  a  large  firm 
to  operate  a  corporate  alliance.  The  assessment  appears  to  be  in- 
tended to  force  large  firms  into  regional  alliances  rather  than  to 
create  a  level  playing  field  between  regional  and  corporate  alli- 
ances. 

In  fact,  large  firms  would  have  to  pay  the  assessment  before  a 
playing  field  is  even  created.  They  would  be  assessed  beginning  in 
1996  unless  they  make  an  irrevocable  election  to  join  regional  alli- 
ances. Yet  many  States  will  not  have  formed  regional  alliances  by 
1996. 

I  would  add  that  the  assessment  is  not  the  equivalent  of  the  por- 
tion of  regional  alliance  premiums  earmarked  to  support  academic 
health  centers  and  graduate  medical  education.  Only  1.5  percent  of 
regional  alliance  premiums  are  earmarked  for  these  purposes,  1.5 
percent  of  premiums  is  a  small  fraction  of  a  1  percent  assessment 
on  payroll. 

Some  speculate  that  the  assessment  is  intended  to  compensate 
for  increased  costs  within  regional  alliances,  resulting  from  the  pos- 
sibility that  a  disproportionate  share  of  large  employers  joining  re- 
gional alliances  will  have  above  average  costs.  However,  large  em- 
ployers joining  regional  alliances  will  pay  premiums  wholly  based 
on  their  own  experience  for  4  years,  meaning  that  they  will  not  in- 
crease the  alliance's  community  rates  for  4  years.  Their  premiums 
would  be  partially  based  on  their  own  experience  for  the  next  3 
years. 

As  an  aside,  I  note  that  large  firms'  ineligibility  for  public  sub- 
sidies until  between  5  and  8  years  after  they  join  regional  alliances 
means  that  the  cost  of  subsidies  might  increase  after  the  years  in- 
cluded in  the  administration's  spending  and  revenue  estimates. 

Mr.  Chairman,  if  I  might,  I  have  1  more  minute  of  comments. 

Chairman  Rostenkowski.  You  have  time. 

Mr.  Smith.  Thank  you. 

The  assessment's  cost  to  a  specific  employer  does  not  appear  to 
bear  any  relationship  to  a  specific  cost  which  the  administration 
might  claim  is  avoided  by  that  employer.  An  employer's  work  force 
that  has  a  worse  risk  profile  than  the  regional  alliance  might  re- 
main outside  the  pool  because  it  can  do  a  better  job  of  controlling 
costs.  That  employer  would  be  required  to  pay  the  assessment, 
even  though  the  regional  alliance  premiums  would  increase  if  the 
employer  joined  regional  alliances. 

Next  the  administration  expects  to  collect  $30  billion  by  eliminat- 
ing health  benefits  from  cafeteria  plans,  which  allow  workers  to 
pay  their  share  of  health  costs  in  pretax  dollars.  Little  or  none  of 
this  revenue  will  be  raised  unless  the  administration's  estimate  in- 
cludes an  offset  for  the  revenue  which  would  be  forgone  through  a 
Health  Security  Act  provision  which  allows  workers  to  receive  more 
than  the  minimum  required  employer  premium  subsidy  on  a  tax- 
free  basis.  This  provision  encourages  employees  to  bargain  for  high 
premium  subsidies  as  part  of  their  overall  compensation. 
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Finally,  the  administration  projects  that  income  tax  revenue  will 
increase  as  dollars  shift  from  tax-free  health  benefits  to  taxable 
wages.  It  is  not  clear  whether  this  includes  offsets  for  the  likeli- 
hood that  workers  will  negotiate  for  more  than  the  minimum 
health  benefit  employers  would  be  required  to  provide.  Unionized 
workers  may  be  particularly  likely  to  bargain  for  an  increased 
health  benefit.  Workers  willing  to  strike  in  the  past  over  introduc- 
tion of  a  minimal  employee  sharing  of  health  costs  are  unlikely  to 
willingly  accept  a  much  higher  level  of  financial  responsibility  as- 
signed to  them  under  the  administration  plan. 

Note  that  in  these  situations  employers  costs  would  not  be 
capped  at  7.9  percent  of  payroll.  Mr.  Chairman,  this  concludes  my 
remarks. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  RICHARD  I.  SMITH,  DIRECTOR  OF  HEALTH  CARE 
POLICY,  ASSOCIATION  OF  PRIVATE  PENSION  AND  WELFARE  PLANS 

I.  Introduction 

Mr.  Chairman,  members  of  the  Committee,  I  am  Richard  Smith,  Director,  Health  Care  Policy 
of  the  Association  of  Private  Pension  and  Welfare  Plans  (APPWP).  I  appreciate  the 
opportunity  to  offer  comments  on  the  financing  provisions  of  the  Health  Security  Act  proposed 
by  President  Clinton. 

APPWP  is  the  national  association  of  firms  and  individuals  concerned  about  federal  legislation 
and  regulation  affecting  employee  health  and  pension  benefits.  The  APPWP's  members 
include  Fortune  500  companies,  banks,  insurers,  and  consulting,  accounting,  actuarial  and 
investment  firms. 

APPWP  is  the  first  national  organization  of  employers  to  endorse  a  requirement  that  employers 
offer  health  benefits  to  their  employees  and  pay  most  of  the  premium.  We  have  also  endorsed 
measures  that  would  contain  costs  by  promoting  the  development  of  more  efficient  health  care 
delivery  systems  and  encouraging  consumers  to  choose  between  competing  health  plans  on  the 
basis  of  cost  and  quality.  Finally,  APPWP  has  endorsed  setting  expenditure  targets  to  serve  as 
a  benchmark  for  the  success  of  aggressive,  market-driven  programs  and  the  need  for  additional 
cost  containment  steps  in  the  future. 

This  morning,  I  will  address  four  of  the  areas  identified  in  the  Committee's  list  of  questions  for 
this  hearing:  (1)  the  cap  on  the  exclusion  of  employer-paid  premiums  from  employee  income, 
(2)  the  cap  on  employer  premium  payments  as  a  percent  of  payroll,  (3)  the  "assessment"  on 
firms  choosing  to  form  a  corporate  alliance,  and  (4)  the  status  of  health  insurance  as  a  benefit 
of  employment. 

n.  Tax  Cap 

The  President's  proposal  includes  two  provisions  affecting  the  value  of  employer-paid  health 
benefits  that  is  excludable  from  employee  income.  First,  beginning  in  2003,  employer-paid 
health  benefits  in  addition  to  the  benefits  included  in  the  comprehensive  package  would  be 
taxable  income  to  employees.  Second,  beginning  in  1997,  employees  could  not  use  "cafeteria 
plans"  to  pay  their  share  of  health  costs  on  a  pretax  basis. 

A.  Cap  on  the  Exclusion  of  Employer-Paid  Premiums  from  Employee  Income 

APPWP  supports  a  cap  on  the  exclusion  of  employer-paid  premiums  from  employee  income. 
However,  we  believe  that  the  cap  should  relate  to  a  health  plan's  efficiency,  not  just  a  specified 
level  of  benefits.  Two  health  plans  with  identical  benefits  may  charge  different  premiums, 
based  on  differing  levels  of  efficiency  in  administering  and  providing  health  services.  Workers 
choosing  between  health  plans  will  have  a  much  reduced  financial  incentive  to  enroll  in  an 
efficient  plan,  unless  the  cap  is  designed  so  that  employer-paid  premiums  are  excluded  from 
employee  income  only  up  to  the  premium  charged  by  a  benchmark  efficient  plan. 

Ironically,  because  the  President's  proposal  links  the  cap  to  benefits  but  not  health  plan 
efficiency,  an  employee  with  low  cost  coverage  could  be  taxed  while  an  employee  with  high 
cost  coverage  would  not  be  taxed.  For  instance,  Employee  A  selects  an  efficient  health  plan  to 
provide  the  comprehensive  benefit  package  plus  an  employer-paid  supplemental  health  benefit. 
Employee  B  selects  an  inefficient  health  plan  which  charges  more  than  the  combined  cost  of 
Employee  A's  comprehensive  and  supplemental  coverage.  Employee  A  would  be  taxed  on  the 
value  of  the  supplemental  coverage,  while  Employee  B  would  not  be  taxed. 

B.  Revenue  Projections  Related  to  Elimination  of  Health  From  Cafeteria  Plans 

The  Administration  projects  that  excluding  health  insurance  from  cafeteria  plans  will  raise  $30 
billion  between  1997  and  2000.  Unless  this  projection  includes  an  offset  for  the  revenue  which 
would  be  foregone  through  a  Health  Security  Act  provision  which  allows  workers  to  receive 
more  than  the  minimum  required  employer  premium  subsidy  on  a  tax-free  basis,  little  or  none 
of  this  $30  billion  will  be  raised.  Unfortunately,  the  Administration  has  yet  to  specify  the 
assumptions  used  to  make  this  and  other  revenue  projections. 
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Under  the  Health  Security  Act,  employer-paid  premium  subsidies  above  the  required  minimum 
(and  employer-paid  supplemental  benefits  until  the  year  2003)  continue  to  be  excluded  from 
employees'  taxable  income.  Employers  who  pay  for  workers'  share  of  premiums  must  make 
the  same  contribution  for  all  employees,  and  provide  a  cash  rebate  to  an  employee  if  the 
contribution  exceeds  the  total  premium  of  the  health  plan  selected  by  the  employee.  It  appears 
that  the  rebate  would  be  taxable  income  to  the  employee.  Pursuant  to  a  collective  bargaining 
agreement,  employers  could  make  additional  premium  contributions  available  without  offering 
an  equal  contribution  and  rebates  to  all  workers. 

Overall,  this  structure  encourages  employees  to  bargain  for  a  high  premium  subsidy  as  part  of 
their  overall  compensation.  Employees  using  it  to  pay  premiums  would  receive  tax-free 
benefits  while  those  electing  a  rebate  would  not  be  in  a  different  position  than  at  present. 

HI.  Cap  on  Employer  Premium  Payments  as  a  Percent  of  Payroll 

The  Health  Security  Act  would  cap  some  employers'  minimum  required  contribution  to 
premiums  at  7.9%  of  payroll.  Small,  low-wage  employers  would  be  eligible  for  lower  caps. 
It  is  important  to  clarify  certain  features  of  the  "cap"  as  it  relates  to  the  Administration's 
revenue  projections. 

The  cap  covers  only  the  minimum  premium  contribution  employers  are  required  to  make  under 
the  Health  Security  Act.  For  two  reasons,  some  employers  are  likely  to  contribute  more  than 
the  minimum,  resulting  in  expenditures  over  7.9%  of  payroll.  First,  as  already  discussed,  the 
tax  status  of  employer-paid  health  benefits  gives  employees  an  incentive  to  seek  more  than  the 
minimum  employer  payment  as  part  of  their  compensation. 


Second,  some  employers  would  realize  savings  by  moving  into  community-rated  coverage 
organized  through  regional  alliances  and  receiving  other  public  subsidies.  Their  workers  may 
expect  to  obtain  a  share  of  these  savings  through  employer  payment  of  the  worker's  share  of 
premiums.  This  may  be  particularly  likely  where  the  workforce  is  unionized.  It  is  unlikely 
that  workers  willing  to  strike  over  the  introduction  of  minimal  employee  sharing  of  health  plan 
costs  would  willingly  accept  a  much  higher  level  of  employee  financial  responsibility  (i.e., 
costs  in  excess  of  the  minimum  employer  contribution  under  the  Administration  plan)  simply 
because  a  health  reform  bill  is  passed.1 

The  Administration  apparently  assumes  that  some  portion  of  the  savings  it  projects  employers 
will  realize  from  health  reform  will  be  shifted  to  taxable  wages  or  dividends,  thereby 
generating  new  revenue.  Putting  aside  for  the  moment  the  question  of  whether  such  savings 
would  be  realized,  the  taxable  portion  of  any  such  savings  would  be  reduced  to  the  extent  they 
are  paid  out  as  tax-free  health  benefits  rather  than  taxable  wages.  At  this  time,  we  do  not 
know  whether  the  Administration's  revenue  projections  assume  that  all  employers  would  pay 
premiums  only  up  to  the  capped  amount,  or  whether  an  allowance  has  been  made  for  employer 
contributions  in  excess  of  the  cap. 

One  federal  spending  implication  of  the  "cap's"  design  should  be  considered.  The  7.9%  cap 
would  not  apply  to  large  employers  (5,000  or  more  full-time  employees)  for  the  first  four  years 
after  they  choose  to  join  a  regional  alliance.  The  cap  would  be  phased-in  during  a  large 
employer's  fifth  through  eighth  years  in  the  alliance.  As  a  result,  government  spending  on 
subsidies  to  employers  could  rise  shortly  after  the  conclusion  of  the  time  period  considered  in 
the  Administration's  financing  projections. 


1     Additional  employer-paid  premium  subsidies  would  reduce 
cost-conscious  choice  of  health  plan,  thereby  increasing  both  the 
average  weighted  premium  which  serves  as  a  benchmark  for 
employers'  minimum  required  premium  contribution  and  the  tax 
expenditure  on  health  benefits. 
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IV.  "Assessment"  on  Finns  Forming  a  Corporate  Alliance 

The  Health  Security  Act  would  levy  a  1  %  of  payroll  "assessment"  on  large  firms  which  choose 
to  form  a  corporate  alliance  rather  than  join  a  regional  alliance.  The  Administration  projects 
that  this  "assessment"  will  generate  $24  billion  of  new  revenue  between  1996  and  2000.  We 
believe  that  little,  if  any,  of  this  revenue  will  materialize.  Additionally,  APPWP  strongly 
opposes  the  "assessment"  because  it  is  highly  inequitable. 

A.  The  "Assessment"  Will  Not  Raise  the  Projected  Revenue 

We  do  not  know  what  proportion  of  large  employers  the  Administration  assumes  would  form 
corporate  alliances,  and  therefore  pay  the  1%  of  payroll  "assessment."  However,  numerous 
provisions  of  the  Health  Security  Act  discourage  large  employers  from  forming  corporate 
alliances. 

APPWP' s  members  include  many  of  the  firms  which  would  have  the  option  of  forming 
corporate  alliances.  The  predominant  view  among  these  firms  is  that  the  Health  Security  Act's 
rules,  as  currently  drafted,  are  so  dramatically  stacked  against  corporate  alliances  that  few 
would  be  formed.  Since  few,  if  any,  firms  would  form  corporate  alliances,  the  1%  of  payroll 
"assessment"  will  generate  much  less  than  $24  billion  of  new  revenue. 

A  partial  list  of  the  reasons  few,  if  any,  large  employers  would  form  corporate  alliances 
includes  the  following  items: 

•  The  1  %  payroll  tax  substantially  increases  corporate  alliance  costs  in  relation  to  regional 
alliance  costs. 

•  Employers  outside  of  regional  alliances  would  represent,  at  most,  a  few  percent  of  the 
market.  Since  regional  alliances  would  control  the  vast  majority  of  the  market,  corporate 
alliances  would  lack  the  leverage  needed  to  negotiate  cost-saving  and  quality-improvement 
initiatives  that  require  health  plans  to  change  the  way  they  do  business.  Large  employers  also 
would  be  exposed  to  cost-shifting  by  regional  alliances  and  Medicare. 

•  The  purchasing  power  of  an  employer  forming  a  corporate  alliance  would  be  further  diluted 
by  the  requirement  that  it  offer  at  least  three  health  plans.  Moreover,  a  corporate  alliance 
would  be  constrained  from  selecting  three  highly  efficient  plans,  since  it  would  be  required  to 
offer  at  least  one  fee-for-service  plan.  Additionally,  states  could  require  corporate  alliance 
health  plans  to  include  specified  providers,  regardless  of  the  quality  or  efficiency  of  services 
rendered  by  those  providers. 

•  Public  subsidies  available  to  employers  joining  regional  alliances  would  not  be  available  to 
employers  forming  corporate  alliances. 

•  Corporate  alliance  employers  would  have  to  pay  for  additional  premium  subsidies  to  low 
wage  workers,  while  government  would  pay  for  similar  subsidies  provided  to  low  income 
persons  covered  through  regional  alliances. 

•  Employers  forming  corporate  alliances  would  face  new  liabilities  for  denying  claims.  State 
agencies  would  have  a  key  role  in  deciding  these  claims,  creating  additional  difficulties  for 
multistate  employers. 

•  An  employer  could  be  required  to  close  down  its  corporate  alliance  and  join  regional 
alliances  if  its  corporate  alliance  marginally  exceeds  its  permitted  rate  of  increase  in  two  of 
three  years.  Even  small  annual  cost  fluctuations  wholly  unrelated  to  how  well  a  corporate 
alliance  manages  costs  could  force  a  corporate  alliance  to  shut  down.  Moreover,  the  employer 
could  be  forced  to  join  regional  alliances  even  if  its  costs  and  rate  of  increase  are  lower  than 
regional  alliances'  costs  and  rate  of  increase. 

An  employer's  investment  in  a  corporate  alliance  also  could  be  lost  if  the  number  of  full-time 
workers  covered  by  its  health  plans  drops  below  4,800  because  one  or  more  states  choose  to 
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form  a  single  payer  system.  The  4,800  full-time  workers  in  non-single  payer  states  would  be 
forced  to  join  regional  alliances.  (Note  that  the  rules  governing  eligibility  to  form  and  maintain 
a  corporate  alliance  could  distort  firms'  business  concerning  matters  such  as  hiring,  acquisition 
and  sale  of  business  units,  and  plant  location.) 

B.  The  "Assessment"  is  Inequitable 

The  "assessment"  appears  to  be  intended  to  force  large  firms  into  regional  alliances,  rather  than 
to  create  a  level  playing  field  between  regional  and  corporate  alliances. 

First,  large  firms  with  the  option  of  forming  a  corporate  alliance  would  be  subject  to  the 
"assessment"  beginning  in  1996  unless  they  make  an  irrevocable  election  to  join  regional 
alliances.  Yet  many  states  will  not  have  formed  their  regional  alliances  by  1996.  We  can  not 
conceive  of  a  rationale  that  justifies  "assessing"  large  employers  before  they  have  the 
opportunity  to  examine  regional  alliances'  structure,  and  before  there  is  any  playing  field 
which  could  be  leveled  between  regional  and  corporate  alliances. 

Second,  some  discussions  of  the  "assessment"  indicate  that  is  intended  to  be  the  equivalent  of 
the  portion  of  regional  alliance  premiums  earmarked  to  support  academic  health  centers  and 
graduate  medical  education.  Yet  only  1.5%  of  regional  alliance  premiums  are  earmarked  for 
these  purposes.  One  and  a  half  percent  of  premiums  is  a  small  fraction  of  a  1  %  "assessment" 
on  payroll.2 

Third,  employers'  premium  contributions  are  capped  as  a  percentage  of  payroll  in  regional 
alliances  but  are  not  capped  in  corporate  alliances.  Therefore,  the  costs  of  any  programs 
funded  by  both  an  add-on  to  regional  alliance  premiums  and  the  "assessment"  on  corporate 
alliance  employers  would  fall  more  heavily  on  corporate  alliance  employers.  Additionally, 
employees  bear  a  portion  of  the  cost  of  any  programs  paid  for  by  marking  up  premiums. 
Employers  bear  the  full  cost  of  the  corporate  alliance  "assessments. " 

Fourth,  there  is  some  speculation  that  the  "assessment"  is  intended  to  compensate  for  increased 
community  rates  within  regional  alliances  resulting  from  the  possibility  that  a  disproportionate 
share  of  large  employers  joining  regional  alliances  will  have  above  average  health  costs. 
Revenue  generated  by  the  "assessment"  does  not  appear  to  be  earmarked  to  an  across-the-board 
reduction  in  regional  alliances'  community  rates.  Moreover,  large  employers  joining  regional 
alliances  will  pay  premiums  that  are  wholly  based  on  their  own  experience  for  four  years, 
meaning  that  their  presence  in  the  regional  alliance  will  not  increase  the  alliance's  community 
rates  for  four  years.  Their  premiums  would  be  partially  based  on  experience  for  the  next  three 
years. 

Fifth,  there  is  some  speculation  that  the  "assessment"  is  intended  to  spread  Medicaid  cost- 
shifting  across  a  broad  base.  However,  under  the  Health  Security  Act,  premiums  paid  by 
employers  in  regional  alliances  and  by  Medicaid  are  set  according  to  separate  formulas. 

Finally,  we  suspect  that  the  conveniently  round  number  of  1  %  is  arbitrary.  The  cost  which  the 
"assessment"  would  impose  on  a  specific  employer  does  not  appear  to  bear  any  relationship  to 
any  specific  cost  which  the  Administration  might  claim  is  "avoided"  by  that  employer.  For 
instance,  an  employer  whose  workforce  has  a  worse  risk  profile  than  the  regional  alliance 
might  remain  outside  of  the  regional  alliance  because  it  can  do  a  better  job  of  managing  costs 
than  the  regional  alliance.  That  employer  would  be  required  to  pay  the  assessment,  even 
though  regional  alliance  premiums  would  increase  if  the  employer  joined  the  regional  alliance. 


2    The  justification  for  any  assessment  for  these  purposes 
is  open  to  question.     The  argument  that  the  market  will  not 
recognize  the  value  of  efficiently  operated  academic  health 
centers  and  graduate  medical  education  is  overstated.     The  wisdom 
of  creating  pools  of  money  that  could  be  used  to  reinforce  the 
behavior  of  institutions  whose  conduct  has  played  a  key  role  in 
driving  costs  up  is  questionable. 
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V.  Health  Insurance  as  a  Benefit  of  Employment 

A.  Employer  Mandate 

Clearly,  the  time  has  arrived  to  achieve  universal  insurance  coverage  in  the  United  States. 
APPWP  supports  a  carefully  designed  employer  mandate  as  the  most  effective  way  to  achieve 
universal  coverage  at  an  affordable  cost.  We  believe  that  a  reformed  employment-based 
system~i.e.,  a  system  in  which  employers  are  active  purchasers  of  health  benefits,  not  just 
payers  for  benefits—offers  the  best  prospect  of  holding  costs  down  over  time,  while  improving 
quality. 

An  employer  mandate  will  add  to  labor  costs.  As  a  result,  we  will  experience  some  mix  of  job 
loss,  reduction  in  wages  or  other  compensation,  and  price  increases.  These  undesirable 
consequences  can  be  minimized,  if  pains  are  taken  to  design  a  mandate  at  the  lowest  feasible 
cost,  mechanisms  are  put  in  place  to  limit  the  rate  of  cost  growth  over  time,  premium  subsidies 
are  targeted  correctly,  and  the  mandate  is  implemented  on  a  reasonable  schedule. 

Some  employers  now  pay  considerably  more  than  their  fair  share  of  health  benefit  costs. 
Lewin-VHI  has  calculated  that,  as  of  1991,  17.3  million  adult  workers  were  covered  as 
dependents  under  their  spouse  or  parent's  employer's  health  plan.  This  added  about  $26.4 
billion  to  employer  health  benefit  costs  in  firms  that  offer  health  benefits.  Additionally,  firms 
offering  health  benefits  picked  up  the  cost  of  Medicare  and  Medicaid  cost-shifting  and 
uncompensated  care  provided  to  non-workers,  while  firms  which  do  not  offer  health  benefits 
avoid  their  share  of  these  costs.  An  employer  mandate  would  eliminate  these  extra  costs  in 
firms  now  offering  insurance. 

APPWP 's  proposed  financing  of  health  coverage  under  an  employer  mandate  differs  in  many 
respects  from  the  Administration's  proposal  for  employer  financing  of  health  benefits.  For 
instance,  the  Administration  plan  would  require  employers  to  offer  a  much  higher  premium 
subsidy  than  the  APPWP  plan.  While  APPWP  believes  that  employers  should  provide  a 
minimum  premium  subsidy  covering  the  majority  of  the  cost  of  an  efficient  health  plan, 
employers  should  have  the  option  of  requiring  individuals  to  pay  enough  of  the  premium  to 
stimulate  strong  cost-consciousness  when  choosing  between  health  plans. 

Additionally,  APPWP  believes  that  subsidies  should  be  targeted  to  all  low  wage  jobs.  It  is  the 
productivity  of  a  particular  job  which  determines  whether  it  can  support  the  cost  of  health 
benefits.  The  Administration  plan  jeopardizes  low  wage  jobs  in  mid-size  and  large  firms  by 
limiting  subsidies  to  small  firms  with  low  average  wages. 

B.  Employer-Paid  Versus  Employment-Based  Health  Benefits 

The  Committee  has  asked  whether  the  availability  of  the  comprehensive  benefits  package  to  all 
citizens  without  regard  to  employment  has  changed  the  status  of  health  insurance  as  a  benefit  of 
employment.  In  practical  terms,  coverage  without  reference  to  employment  status,  in  itself, 
does  not  change  the  status  of  health  insurance  as  an  employment  benefit—so  long  as  employers 
are  required  to  provide  benefits  to  their  workers.  The  status  of  health  insurance  as  an 
employment  benefit  is  changed  if  employers  are  expected  to  pay  most  of  workers'  health 
coverage  costs,  but  are  barred  from  being  active  purchasers  with  an  incentive  and  ability  to 
control  costs. 

The  Health  Security  Act  would  create  an  employer-financed  health  benefit  system,  but  would 
dismantle  the  employment-based  system.  The  Act  would  eliminate  virtually  all  employers  from 
their  role  in  purchasing  health  benefits.  Employers'  purchasing  role  would  be  taken  over  by 
regional  alliances  operated  directly  or  indirectly  by  state  governments.  Eliminating  employers 
from  their  role  in  purchasing  health  benefits  and  turning  this  role  over  to  the  states  is  the  Act's 
fundamental  flaw,  and  is  likely  to  result  in  increased  costs. 

Employers  are  driving  the  ongoing  revolution  in  the  organization  of  health  care  delivery 
systems  and  the  health  care  market.  There  is  increasing  evidence  that  these  employer-led 
efforts  are  beginning  to  payoff.  For  instance,  a  recent  study  of  employer-sponsored  health  plans 
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by  KPMG  Peat  Marwick  indicates  that  health  cost  increases,  while  still  too  high,  are  slowing. 
Employers  are  limiting  cost  increases  even  though  Medicaid  and  Medicare  cost-shifting  adds 
several  percentage  points  to  the  annual  increase  in  employers'  health  benefit  costs. 

The  Administration  cites  examples  of  employer-sponsored  health  benefit  plans  that  have 
achieved  positive  results  in  arguing  that  its  proposal  for  regional  alliances  "builds  on  proven 
models. H  The  Administration  is  correct  to  point  out  that  employer-sponsored  plans  have 
achieved  positive  results,  but  these  results  are  not  attributable  to  arrangements  that  are  similar 
to  regional  alliances.  The  employer-sponsored  plans  which  the  Administration  identifies  as 
proven  models  work  well  because  employers  are  involved  as  active  purchasers  of  health 
benefits. 

A  state-run  regional  alliance  is  no  substitute  for  employers  actively  purchasing  health  benefits. 
A  government  entity  is  less  likely  than  private  purchasers  to  make  the  tough  choices  needed  to 
cut  costs  and  improve  quality,  since  doing  so  could  generate  intense  political  opposition.  For 
instance,  the  Health  Security  Act  would  require  fee-for- service  offerings,  even  though  many 
employers  are  moving  away  from  such  options  as  an  inefficient  method  of  purchasing  health 
care.  Moreover,  it  would  give  alliances  the  tools  needed  to  prop  up  inefficient  health  plans. 

VI.  Conclusion 

APPWP's  members  are  confident  that  legislation  can  be  crafted  which  would  meet  or  exceed 
every  goal  President  Clinton  has  set  for  health  reform  and  produce  a  better  employment-based 
system  than  we  have  today. 

It  is  imperative  that  all  elements  of  a  reform  plan—such  as  tax  caps,  collective  purchasing 
arrangements,  and  any  measures  designed  to  limit  employer  or  employee  premium  payments- 
be  designed  to  highlight  rather  than  obscure  purchasers'  and  consumers'  responsibility  for  the 
financial  consequences  of  their  health  coverage  choices.  It  also  is  imperative  that  new  revenue 
requirements  be  minimized  by  avoiding  overambitious  commitments  and  creating  mechanisms 
which  will  effectively  hold  down  costs  over  time.  Finally,  revenue  and  spending  estimates 
should  incorporate  purchasers'  and  consumers'  likely  responses  to  new  health  reform  rules. 
This  will  require  expert  examination  of  the  assumptions  which  underpin  the  estimates. 

Mr.  Chairman,  members  of  the  Committee,  this  concludes  my  prepared  remarks.  I  would  be 
pleased  to  answer  any  questions  you  may  have. 
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Mr.  Kopetski  [presiding].  Very  good.  Thank  you.  Now  we  will 
hear  from  Charles  Weed  from  the  International  Mass  Retail  Asso- 
ciation. Mr.  Weed  is  director  of  benefits  planning  and  design  from 
Schottenstein  Stores  Corp.,  Columbus,  Ohio.  Welcome. 

STATEMENT  OF  CHARLES  B.  WEED,  DIRECTOR  OF  BENEFITS 
PLANNING  AND  DESIGN,  SCHOTTENSTEIN  STORES  COR- 
PORATION, COLUMBUS,  OHIO,  ON  BEHALF  OF  THE  INTER- 
NATIONAL MASS  RETAIL  ASSOCIATION 

Mr.  Weed.  Mr.  Chairman,  and  members  of  the  committee,  thank 
you  for  this  opportunity  to  comment  on  the  financing  provisions  of 
the  administration's  Health  Security  Act  and  the  other  reform  pro- 
posals. I  am  Charles  Weed,  Director  of  Benefits  Planning  and  De- 
sign for  Schottenstein  Stores  Corporation. 

The  International  Mass  Retail  Association  represents  more  than 
160  mass  retailers,  including  discount  department  stores,  ware- 
house clubs  and  off-price  stores,  as  well  as  550  suppliers.  IMRA  re- 
tail members  operate  more  than  54,000  stores  and  employ  more 
than  1.5  million  people.  Our  retail  members  represent  the  over- 
whelming majority  of  the  $202  billion  mass  retail  industry. 

Since  1991,  the  number  of  jobs  in  the  discount  retail  industry 
has  increased  over  48  percent.  The  discount  retail  industry's  jot) 
growth  is  attributable  to  a  number  of  factors:  Disposable  income  in 
America  has  declined,  forcing  consumers  to  become  more  cost  con- 
scious. Retailing  jobs  are  more  attractive  to  people  seeking  flexible 
employment.  Discount  retailers  offer  non traditional  working  hours, 
like  evenings  and  weekends,  and  have  a  reputation  of  offering  high 
benefit  plans,  quality  plans  including  health  insurance,  retirement 
plans,  and  others. 

IMRA  is  greatly  concerned  with  the  financing  provisions  of  the 
Health  Security  Act  and  their  effect  on  the  retail  industry.  IMRA 
is  opposed  to  the  mandate  that  employers  must  pay  80  percent  of 
the  cost  of  the  health  insurance  premium  for  employees  regardless 
of  the  number  of  hours  worked  per  week. 

This  mandate,  which  may  originally  be  capped  at  7.9  percent  of 
payroll,  is  the  equivalent  of  a  huge  payroll  tax  and  will  undoubt- 
edly result  in  massive  job  losses.  Numerous  studies  cited  in  my 
written  testimony  have  indicated  that  employer  financing  man- 
dates will  put  millions  of  jobs  at  risk. 

If  health  care  reform  includes  an  employer  mandate  to  provide 
health  care  coverage,  retailers  will  be  forced  to  consolidate  part- 
time  jobs  into  full-time  jobs.  IMRA  estimates  that  approximately  20 
percent  of  the  jobs  in  our  industry  will  be  eliminated  or  seriously 
threatened  under  the  plan.  Wages  and  other  benefits  may  also  be 
reduced. 

Any  tax  on  labor  threatens  jobs  in  our  industry  no  matter  how 
it  is  characterized.  One  of  our  affiliates  employs  600  full-time  and 
1,900  part-time  people  in  over  170  stores. 

In  1993,  this  affiliate  spent  $750,000  to  self-insure  medical  bene- 
fits. With  no  change  in  the  makeup  of  employees,  the  cost  esti- 
mates for  health  care  coverage  under  the  Clinton  plan  will  increase 
to  $1,850,000,  a  147  percent  increase.  To  reduce  this  cost,  this  em- 
ployer will  be  forced  to  consider  eliminating  1,100  part-time  em- 
ployees. America  cannot  afford  to  eliminate  so  many  part-time  jobs. 
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Further,  we  oppose  the  corporate  assessment  of  1  percent  on  self- 
insured  companies  forming  their  own  health  alliance.  This  is  an  ad- 
ditional tax  on  top  of  the  mandated  health  care  coverage  which  is 
completely  unfair  and  burdensome  to  the  self-insured  employer.  In 
addition,  there  is  no  guarantee  that  this  tax  will  remain  at  1  per- 
cent. 

The  financing  provisions  of  the  administration's  plan  also  threat- 
en the  employer's  ability  to  self-insure.  Under  the  administration's 
plan  we  believe  most  companies  would  be  forced  to  join  a  regional 
alliance  rather  than  maintain  a  self-insurance  plan. 

Eliminating  employer  incentives  to  remain  self-insured  runs 
counter  to  one  of  the  President's  basic  objectives.  By  forcing  em- 
ployers into  regional  alliances,  it  will  take  away  any  incentive  to 
control  costs.  Employers  will  no  longer  incur  the  added  expense  of 
providing  on-site  clinics  or  health  care  screening  or  other  measures 
if  there  is  no  incentive  to  do  so. 

By  requiring  employers  to  just  simply  write  a  check  each  month 
for  the  regional  alliance,  they  are  no  longer  a  participant  in  the 
health  care  decision  process.  Similarly,  the  employee  is  also  elimi- 
nated from  the  health  care  purchasing  equation.  Triis  is  exactly  the 
opposite  of  basic  free  market  principles.  Instead  of  letting  the  con- 
sumers make  decisions  on  prices  and  quality,  under  the  adminis- 
tration's plan  the  government  makes  it  for  all  of  us.  It  discourages 
individual  responsibility  and  takes  away  any  incentive  to  educate 
ourselves  on  purchasing  health  care. 

Another  important  concern  to  the  large  employer  is  elimination 
of  section  125  benefits,  otherwise  known  as  cafeteria  plans.  Rather 
than  eliminating  this  valuable  benefit,  we  would  encourage  mem- 
bers of  the  committee  to  consider  expanding  this  benefit  by  passing 
legislation  that  would  allow  companies  to  use  medical  savings  ac- 
counts. 

A  Medisave  account  would  encourage  individual  responsibility 
and  reduce  administrative  costs  by  billions  of  dollars.  Medical  sav- 
ings accounts  are  the  vehicle  needed  to  bring  the  individual  rather 
than  the  employer  or  the  government  into  the  health  care  market- 
place. It  is  clear  that  employers  in  the  United  States  provide  most 
of  the  current  financing  for  health  care  today. 

This  historical  fact  occurred  because  of  the  willingness  of  for- 
ward-thinking employers  to  invest  in  their  employees'  welfare.  Ben- 
efits should  remain  voluntary.  Let  the  best  employers  continue  to 
voluntarily  offer  benefits  to  attract  quality  employees. 

IMRA  looks  forward  to  participating  in  a  continuing  debate  on 
health  care  reform.  We  welcome  the  opportunity  to  further  discuss 
our  concerns  and  ideas  with  Members  of  Congress  and  their  staff 
on  this  most  important  issue.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachments  follow:] 
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Statement  of  the  International  Mass  Retail  Association 
on  the  Financing  Provisions  of  the  Administration's  Health  Security  Act 
and  other  Health  Reform  Proposals 
by  Charles  B.  Weed,  Director  of  Benefits  Planning  and  Design 
Schottenstein  Stores  Corporation 

November  19,  1993 

Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for  this  opportunity  to  comment  on  the 
financing  provisions  of  the  Administration's  Health  Security  Act  and  the  other  reform  proposals.  I 
am  Charles  B.  Weed,  Director  of  Benefits  Planning  and  Design  for  Schottenstein  Stores 
Corporation.  Before  I  begin,  I  would  like  to  briefly  describe  the  organization  that  I  am 
representing  today. 

The  International  Mass  Retail  Association  (IMRA)  represents  more  than  160  mass  retailers  that 
include  discount  department  stores,  warehouse  clubs,  and  off-price  stores,  as  well  as  550 
suppliers.  Collectively,  IMRA  retail  members  operate  more  than  54,000  stores  in  the  U.S.  and 
abroad,  and  employ  more  than  1.5  million  people.  Our  retail  members  represent  the 
overwhelming  majority  of  the  $202.2  billion  mass  retail  industry  in  the  United  States. 

The  discount  retail  sector  was  recently  characterized  in  a  New  York  Times  article  (attached)  as  "a 
new  engine  for  job  creation."  Since  1991,  the  number  of  jobs  in  the  discount  retail  industry  alone 
increased  over  48  percent.  Out  of  the  1 .9  million  new  jobs  created  in  every  business  sector  in  the 
entire  country  since  the  beginning  of  the  recent  recovery  in  1991,  over  20  percent  were  in  the 
discount  industry.  This  job  growth  in  the  discount  retail  industry  may  be  attributable  to  a  number 
of  factors.  Foremost  is  the  fact  that  because  of  the  recent  recession,  disposable  income  has 
declined,  thus  forcing  consumers  to  become  more  "cost  conscious  ".  IMRA  members,  operating 
efficiently,  and  in  large  volumes,  are  able  to  provide  the  consumer  with  the  best  quality  product  at 
the  lowest  possible  price.  Consumers  now  recognize  that  even  in  a  prosperous  economy,  the  best 
values  are  found  in  discount  retail  stores. 

Second,  retailing  jobs  have  become  more  attractive  to  people  seeking  flexible  employment  such  as 
the  single  parent,  students,  and  senior  citizens.  Discount  retailers,  while  offering  nontraditional 
working  hours  like  evenings  and  weekends,  also  have  a  reputation  of  offering  high  quality  benefits 
including  health  care  coverage,  profit  sharing,  401  (k)  plans,  dental  care,  and  life  insurance. 
Although  these  generous  benefits  are  normally  offered  to  full-time  workers,  some  retailers  choose 
to  provide  them  to  the  entire  workforce.  Full-time  workers  in  retailing  are  defined  as  those 
working  between  28  and  30  hours  per  week  as  compared  to  other  industries  that  typically  use  a 
40-hour  work  week. 

IMRA  is  greatly  concerned  with  the  financing  provisions  in  the  Health  Security  Act  and  the  effect 
on  not  only  the  retail  industry,  but  on  job  loss  in  general.  In  particular,  IMRA  is  opposed  to  the 
mandate  that  employers  must  pay  80  percent  of  the  costs  of  the  health  insurance  premium  for  all 
workers  regardless  of  the  number  of  hours  worked  per  week.  This  mandate,  which  is  originally 
capped  at  7.9  percent  of  payroll,  is  the  equivalent  of  a  huge  payroll  tax  which  will  undoubtedly 
result  in  massive  job  losses.  Numerous  studies  have  indicated  that  employer  mandates  will  put 
millions  of  jobs  at  risk.  The  result  will  be  lower  wages,  reduced  benefits  and  fewer  part-time  jobs. 

A  study  by  the  Employment  Policies  Institute  dated  September  1993,  concluded  that  requiring 
employers  to  pay  for  workers'  health  insurance  expenses  will  increase  labor  costs  leading  to  the 
loss  of  3  .1  million  jobs.  These  job  losses  will  be  concentrated  in  just  a  few  industries  with  retail 
trade  as  the  second  largest  affected  industry.  This  study  estimates  that  retailers  will  eliminate 
726,000  jobs.  In  addition,  a  CONS  AD  Research  study  found  that  any  health  care  reform  plan 
requiring  employer  mandates  could  put  7.5  to  18  million  jobs  at  risk  in  terms  of  reduced  wages, 
reduction  of  other  benefits,  and  potential  cuts  in  hours  worked.  Job  loss  estimates  range  from 
400,000  to  over  1  million  as  a  result  of  a  mandate  proposal.  These  are  just  a  few  of  the  many 
empirical  studies  concluding  that  employer  financing  mandates  threaten  job  loss. 

With  an  employer  mandate  to  provide  health  coverage,  retailers  will  be  forced  to  consolidate  part- 
time  jobs  into  full-time  jobs.  IMRA  estimates  that  approximately  20  percent  of  the  jobs  will  be 
eliminated  or  seriously  threatened  under  this  plan.  In  addition,  wages  and  other  benefits  will  also 
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be  reduced.  As  much  as  we  would  like  to,  discount  retailers  simply  cannot  absorb  the  additional 
burdens.  To  provide  value  to  the  customer,  discount  retailers  operate  on  very  low  profit  margins. 
We  are  also  a  very  labor-intensive  industry.  Therefore,  any  tax  on  labor  threatens  jobs  no  matter 
how  it  is  characterized. 

An  example  from  my  own  experience  illustrates  the  effect  of  an  employer  mandate  on  job  loss. 
One  of  our  affiliates  employs  2,500  people  in  over  170  retail  stores.  Six  hundred  are  full-time  and 
1,900  are  part-time.  Many  of  the  "uninsured"  employees  have  health  care  coverage  through  their 
full-time  job  or  through  their  parents'  insurance  policy.  In  1993,  through  proper  plan  design  and 
careful  administration  of  its  benefits  plan,  this  employer  will  pay  only  $750,000  to  self-insure  its 
medical  benefits.  With  no  change  in  the  makeup  of  employees,  the  cost  estimates  for  health  care 
coverage  under  the  Clinton  plan  will  increase  to  $1,850,000  —  a  147%  increase!  To  reduce  this 
cost,  the  employer  would  be  forced  to  consider  eliminating  1,100  employees.  Unfortunately,  over 
1000  families  that  depend  upon  this  firm  for  a  second  job  to  help  make  ends  meet  may  no  longer 
be  able  to  work  for  this  company.  America  cannot  afford  to  eliminate  so  many  part-time  jobs! 

The  financing  provisions  in  the  Administration's  plan  also  threaten  an  employer's  ability  to  self- 
insure.  Many  large  retailers  have  found  that  through  self-funded  plans  they  are  able  to  control  the 
costs  of  providing  health  care  while  maintaining  quality  coverage  for  their  employees.  Through 
initiatives  set  up  within  the  company,  like  on-site  clinics,  free  health  screening,  and  educational 
information,  and  through  copayments  and  deductibles,  employers  are  able  to  control  health  care 
costs  by  encouraging  individual  responsibility  and  preventive  care.  Under  the  Administration's 
plan,  however,  most  companies  would  be  forced  to  join  a  regional  alliance  rather  than  maintain  a 
self-insurance  plan.  This  is  due  to  several  reasons:  first,  if  the  employer  remains  self-insured  and 
is  mandated  to  provide  benefits  to  all  employees,  the  amount  of  employee  claims  are  not  limited 
based  upon  the  hours  worked.  For  example,  an  employee  working  15  hours  per  week  could 
potentially  have  the  same  or  greater  health  care  costs  as  a  person  working  40  hours  per  week. 
The  premium  cap  in  the  regional  alliance  at  least  enables  the  employer  to  predict  the  costs  based 
upon  the  number  of  hours  worked. 

Second,  the  corporate  assessment  of  one  percent  on  self-insured  companies  forming  their  own 
corporate  alliance  is  an  additional  expense  on  top  of  the  mandated  health  care  coverage.  This  tax 
is  completely  unfair  and  burdensome  to  the  self-insured  employer  because  there  is  no  guarantee 
that  their  health  care  costs  will  be  lower  than  those  of  employers  joining  the  regional  alliance.  In 
addition,  there  is  no  guarantee  that  this  tax  will  remain  at  one  percent.  Finally,  if  the  revenue  for 
funding  the  health  care  plan  falls  short,  the  one  percent  tax  is  a  likely  target  for  generating  new 
revenue  by  future  Administrations. 

Eliminating  employer  incentives  to  remain  self-insured  runs  counter  to  one  of  the  President's  basic 
objectives.  By  forcing  employers  into  regional  alliances,  it  will  take  away  any  incentive  to  control 
costs.  Employers  will  not  incur  the  added  expense  of  providing  on-site  clinics,  health  care 
screening,  or  other  measures  if  there  is  no  incentive  to  do  so.  By  requiring  them  to  simply  write  a 
check  each  month  to  the  regional  alliance,  they  no  longer  become  a  participant  in  the  health  care 
decision  process.  Similarly,  the  employee  is  also  eliminated  from  the  health  care  purchasing 
equation.  This  is  exactly  the  opposite  of  basic,  free  market  principles.  Instead  of  letting  the 
consumers  make  decisions  on  prices  and  quality,  under  the  Administration's  plan,  the  government 
makes  it  for  all  of  us.  It  discourages  individual  responsibility  and  takes  away  any  incentive  to 
educate  ourselves  on  purchasing  health  care  services. 

Another  important  concern  to  the  large  employer  is  the  elimination  of  IRC  section  125  benefits, 
otherwise  known  as  cafeteria  plans  or  flexible  spending  accounts.  Employers  have  found  that  this 
tax  incentive  has  been  very  effective  in  controlling  costs  of  health  care  and  encouraging  employees 
to  more  actively  participate  in  health  care  purchasing  decisions.  With  this  type  of  plan,  employees 
can  supplement  their  health  care  coverage  by  setting  aside  tax-deferred  money  to  spend  later  on 
additional  medical  services  like  eye  care,  dental  services  or  other  benefits  not  covered  under  the 
regular  employee  policy. 

Rather  than  eliminating  this  valuable  benefit,  we  would  encourage  Members  of  the  Committee  to 
consider  expanding  this  benefit  by  passing  legislation  that  would  allow  companies  to  use  Medical 
Savings  Accounts.  These  accounts,  also  known  as  Medisave  Accounts,  would  bring  the 
consumer  back  into  the  health  care  equation  by  making  them  the  purchaser  of  health  care,  rather 
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than  the  government.  With  a  Medisave  Account,  which  is  similar  to  an  IRA,  an  individual  would 
purchase  a  high-deductible  insurance  policy  to  cover  catastrophic  illnesses.  The  savings  from  the 
reduced  premium  cost  would  be  put  into  the  Medisave  Account  for  purchase  of  routine  medical 
services.  A  Medisave  Account  would  encourage  individual  responsibility  and  reduce 
administrative  costs  by  billions  of  dollars. 

Also,  unlike  cafeteria  plans,  which  have  a  "use  it  or  lose  it"  feature  at  the  end  of  the  year, 
Medisave  Accounts  would  allow  the  employee  to  save  the  unused  money  and  leave  it  in  the 
account  for  use  in  the  following  year.  Overall,  Medisave  Accounts  would  reduce  system-wide 
health  care  costs  by  $588  billion  over  five  years,  according  to  a  study  conducted  by  the  Council 
for  Affordable  Health  Insurance.  Medical  Savings  Accounts  are  the  vehicle  needed  to  bring  the 
individual,  rather  than  the  employer  or  the  government,  into  the  health  care  market  place. 

Use  of  Medisave  Accounts  would  also  reward  those  individuals  who  maintain  healthy  lifestyles  by 
giving  them  the  opportunity  to  save  the  money  not  spent  on  health  care.  The  administration's  plan 
offers  no  incentive  for  individuals  to  maintain  healthy  lifestyles.  It  also  does  not  penalize  those 
who  make  unhealthy  lifestyle  choices.  The  Secretary  of  Health  and  Human  Services  estimates 
that  as  much  as  30  percent  of  the  costs  of  the  American  health  care  system  are  driven  by 
"unhealthy"  lifestyle  choices. 

In  addition  to  Medical  Savings  Account  legislation,  IMRA  also  endorses  The  Affordable  Health 
Care  Now  Act  of  1993,  introduced  by  Congressman  Bob  Michel  (R-IL).  This  plan  currently  has 
over  130  cosponsors.  In  addition,  IMRA  also  endorses  The  Comprehensive  Family  Health 
Access  and  Savings  Act  sponsored  by  Senator  Phil  Gramm  (R-TX).  We  endorse  these  proposals 
because  they  introduce  market  forces,  rather  than  government  intervention  to  control  costs.  In 
addition,  these  plans  build  upon  the  strengths  of  our  current  system  rather  than  breaking  down  the 
elements  that  make  it  great.  They  remove  impediments  to  obtaining  affordable  health  insurance 
and  encourage  individual  responsibility. 

It  is  clear  that  employers  in  the  United  States  provide  most  of  the  current  financing  for  health  care 
today.  This  is  an  historical  fact  that  really  occurred  because  of  the  willingness  of  forward  thinking 
employers  to  invest  in  their  employees'  welfare.  However,  the  fact  that  employers  over  the  years 
(since  World  War  IT)  have  voluntarily  expanded  the  benefits  provided,  as  well  as  significantly 
increased  their  expenditures  for  health  care,  should  not  mean  that  they  must  be  continually 
burdened  with  the  additional  costs  imposed  under  the  Administration's  plan.  It  should  also  remain 
voluntary.  Let  the  best  employers  continue  to  voluntarily  offer  benefits  to  attract  quality 
employees. 

IMRA  looks  forward  to  participating  in  the  continuing  debate  on  health  care  reform.  We 
welcome  the  opportunity  to  discuss  further  our  concerns  and  ideas  with  Members  of  Congress 
and  their  staff  on  this  most  important  issue. 
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International  Mass  Retail 

Academy  Corp. 
Almacenes  Exito  S.A. 
Ames  Department  Stores,  Inc. 
Ann  &  Hope  Inc. 
Auto  Source,  Inc. 
B.J.'s  Wholesale  Club 
J.  Baker,  Inc. 

Best  Products  Company,  Inc. 
Big  W  Discount  Department  Stores 
Bradlees,  Inc. 
Burlington  Coat  Factory 
Caldor,  Inc. 

Central  Pattana  Company  Ltd. 
Circuit  City  Stores,  Inc. 
Clicks  Stores  Limited 
Club  Distribution,  Inc. 
Computer  City  Supercenters 
Conway  Stores 
Cotter  &  Company 
The  Daiei,  Inc. 

Drogueria  Y  Farmacia  El  Fenix,  S.A.  De  C.V. 

Eastern  Mountain  Sports,  Inc. 

Economy  Dry  Goods 

Fair  Department  Stores 

Farmacias  Arrocha 

50  -  Off  Stores,  Inc. 

FMRC 

Garden  Ridge 

Giant  Tiger  Stores  Ltd. 

Goldblatt  Department  Stores  Inc. 

Grandpa's 

1/2  Price  Stores 

Harts  -  Big  Bear  Plus  Non  Foods 
Hi-Lo  Automotive,  Inc. 
HomeBase 

Home  Shopping  Network 
It's  Really  $1.00 

Kay-Bee  Toy  &  Hobby  Shops,  Inc. 
M.  H.  King  Company 
L.  Luria  &  Son,  Inc. 
Lima  Bargain  Center 
Linens  'n  Things 


Association  (IMRA)  Retail  Members 

Ace  Music  Center,  Inc. 

Amcena  Corporation 

Ammar's,  Inc.  d/b/a  Magic  Mart 

HQ  &  Army  Air  Force  Exchange  Service 

AutoZone 

Baby  Superstore,  InC. 
Best  Buy  Co.,  Inc. 
Big  Blue  Stores,  Inc. 
Bi-Way  Stores  Limited 
BrandsMart  U.S.A. 
Byrons,  Inc. 

Central  Tractor  Farm  &  Family  Center,  Inc. 
Channel  Home  Centers,  Inc. 
Claire's  Stores,  Inc. 
Clover 

CompUSA,  Inc. 

Consolidated  Stores  Corporation 

Costco  Wholesale  Corporation 

Country  General  Stores 

Dollar  General  Stores 

Duckwall-Alco  Stores,  Inc. 

Ebrahim  &  Company,  Ltd. 

Ekono-Mart  C.A. 

Family  Dollar  Stores 

FEDCO,  Inc. 

Fishers  Big  Wheel,  Inc. 

Fred's,  Inc. 

Gem  of  Hawaii,  Inc. 

Gibsons  Discount  Centers,  Inc. 

Goodwill  Industries  of  America 

Groupe  Val  Royal 

Handy  Andy  Home  Improvement  Centers,  Inc. 

Hechinger  Stores  Company 

Hills  Stores  Company 

Home  Depot,  U.S.A.,  Inc. 

Hub  Distributing,  Inc. 

Jamesway  Corporation 

Kelly's  Variety  Stores,  Inc. 

Kinko's  Service  Corporation 

Leedmark 

The  Limited,  Inc. 

Lojas  Americanas  S.A. 
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International  Mass  Retail 

Lowe's  Companies,  Inc. 
Marshalls,  Inc. 
McCrory  Stores 
Meijer,  Inc. 

Mid- Am  Cheese  Stores 

Modell's  Sporting  Goods 

Navy  Exchange  Service  Command 

New  York  Department  Stores  de  Puerto  Rico, 

Norquist  Salvage  Corporation 

Organizacion  Santa  Fe 

Pamida,  Inc. 

Penn-Daniels  Inc. 

Perfumania  Inc. 

Place's  Discount  Stores 

The  Price  Company 

Priceline  Pty.  Ltd. 

Quality  Stores,  Inc. 

Repp,  Ltd. 

Rose's  Stores,  Inc. 

Schottenstein  Stores  Corporation 

Servistar  Corporation 

The  Shui  Hing  Company,  Ltd. 

Simply  6  Fashions 

Sportmart,  Inc. 

Steinbach,  Inc. 

Sunglass  Hut  International 

Target  Stores 

Thomas-Walker-Lacey,  Inc. 
Twin  Valu  Stores 
Union  Hall,  Inc. 

Valley  View  Department  Store,  Inc. 
Value  Merchants,  Inc. 
Venture  Stores 
Waccamaw  Corporation 
Watani 

Witmark,  Inc. 

Woman's  World  Shops,  Inc. 
F.W.  Woolworth  Company 
Zellers  Inc. 


Association  (IMRA)  Retail  Members 

Marburn  Stores,  Inc. 
Maurices  Incorporated 
MEI  Salon  Corp. 
Melville  Corporation 
Mills  Supply,  Inc. 
Modem  Woman 

Neighborhood  Variety  Stores,  Inc. 

NHD  Stores,  Inc. 

Northwest  Fabrics  and  Crafts 

PACE  Membership  Warehouse,  Inc. 

Payless  Cashways,  Inc. 

The  Pep  Boys  -  Manny,  Moe  &  Jack 

Phar-Mor  Inc. 

Prange  Way,  Inc. 

Price-Less  Drug  Stores,  Inc. 

Promodes 

Regis  Corporation 

Retail  Apparel  Group,  Inc. 

Saan  Stores  Ltd. 

Service  Merchandise  Co.,  Inc. 

Shopko  Stores,  Inc. 

Silverman  Brothers,  Inc. 

Solo  Serve  Corporation 

Sports  &  Recreation,  Inc. 

Stuarts  Department  Stores,  Inc. 

Super  Sales  of  America  Inc. 

W.R.  Thomas  Stores,  Inc. 

Treasure  Island  Department  Stores  Inc. 

U-$ave  Center,  Inc. 

Uptons 

Value  City  Department  Stores 
Variety  Wholesalers,  Inc. 
Waban,  Inc. 
Wal-Mart  Stores,  Inc. 
Wholesale  Depot 
Wohl  Shoe  Company 
Wonder  Stores 
Woolworths  Limited 
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Employment  Figures  for 
the  Discount  Industry 

Year  Number  Employed 
1993  1,011,749 
1992  803,815 
1991  683,948 


CSC  Information  Services 
Source:  CSCIS  Discount  Database 
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Adding  People 

The  discounters  are  also  running 
rourr.er  to  corporate  America  in  lay- 
iffs.  Instead  of  getting  more  sales 
rom  fewer  workers  —  the  norm  in 
nanufactunng  —  sales  and  employ- 
nent  rise  in  tandem  at  many  dis- 
:ounters,  on  the  theory  that  one  re- 
tires the  other.  In  the  discount  store 
:ulture  there  must  be  enough  sales 
people,  for  example,  to  be  within- call 
if  a  customer  needing  help. 
I  Neat  shelves  also  boost  sales.  Wal- 
vlart  contends.  That  means  enough 
;ales  clerks  to  constantly  straighten 
■nerchandise  in  stores  that  cover 
10.000  square  feet  or  more  and  dis- 
play 50,000  different  items. 
1  Late  one  recent  afternoon.  Michael 
Tampbell,  manager  of  Wul-Martls— 
3entonville  store.^took  a — visitor 
hrough  the— fodcT  produce  depart- 
nent,  where  after  a  day  of  shopping 
shiny  apples  were  still  arranged  in 
jnbroken  pyramids,  and  watermel- 
ons, sliced  open,  were  displayed  in 
geometric  patterns  on  tilted  beds  of 
.ce,  their  juicy  red  innards  drawing 
:ustomers.  "We  have  five  people  in 
produce  through  most  of  the  day  to 
make  it  look  as  if  the  store  just 
opened."  Mr.  Campbell  said. 

And  if  more  than  three  people  are 
lined  up  at  checkout  counters,  an- 
other line  must  be  opened  to  reduce 
(he  waiting  time,  or  sales  will  drop, 
Wal-Mart  executives  say. 

The  Wal-Mart  store  in  the  Regency 
Shopping  Center  near  St.  Louis  shows 
the  results  of  these  strategies.  The 
staff  has  grown  to  225  from  180  two 
years  ago,  with  no  increase  in  floor 
space. 

But  if  the  discounters  are  engaged 
in  rapid  hiring,  they  certainly  are  not 
engaged  in  raising  wage  levels.  The 
very  success  of  discount  retailing  in 
an  era  of  straitened  circumstances 
depends  on  translating  some  profits 
into  lower  prices  rather  than  higher 
wages  —  a  process  Professor  Hall 
describes  as  "raising  the  real  in- 
comes of  Americans  by  delivering 
goods  to  them  at  lower  prices." 

Raises  for  workers  come,  instead, 
through  profit  sharing.  Full-timers 
are  eligible,  as  are  part-timers,  at 
most  discounters  if  they  work  at  least 
:0  hours  a  week.  Typically,  the  profit 
sharing  is  an  annual  award  of  compa- 
ny stock  equal  to  6  percent  of  a  work- 
er's pay.  But  between  job  turnover 
and  low  pay.  just  7.018  of  Wal-Mart's 
employees  have  accumulated  $50,000 
or  more  worth  of  stock. 

"That  is  not  a  lot  of  employees." 
said  Charles  Rateliff,  vice  president 
of  n.-ncfiis.  '-One  reason  is  that  when 
peopic  accumulate  enough  stock  they 
often  leave  and  use  the  money  to  start 
a  business." 


ine  worKers  —  more  man  a  dozen 
were  interviewed  in  visits  to  Wal- 
Mart  stores  —  express  resignation  at 
their  circumstances.  They  also  ex- 
press hope  that  Wal-Mart's  expan- 
sion will  bring  them  promotions, 
more  money,  and  gratitude  for  the 
Wal-Mart  culture  of  customer  serv- 
ice. Since  the  latter  requires  worker 
initiative,  Wal-Mart  pays  attention  to 
employee  morale,  trying  to  squeeze 
smiles  and  loyalty  from  workers 
whose  incomes  have  deteriorated. 

"A  lot  of  our  peoole  came  to  us 
from  jods  that  paid  more;  that  is 
true."  said  Donald  G.  Soderquist, 
Wal-Mart's  vice  chairman.  "But  we 
say  to  a  department  head,  for  exam- 
ple, 'You  are  running  a  store  within  a 
store.  That  is  important  and  it  makes 
jteopjejeeioetterr1 

Big  Cut  in  Pay 

Certainly,  customer  service  is  a  lot 
easier  to  generate  at  Wal-Mart's  Fi- 
esta Plaza  store  in  Fayetteviile,  with 
people  like  Mr.  Moyer,  53,  the  garden 
department  manager.  Most  of  his  ca- 
reer had  been  spent  at  a  trucking 
company,  where  he  calculated  com- 
plicated cargo  rates.  But  the  compa- 
ny went  bankrupt  in  1987,  and  with 
three  children  still  in  school,  Mr. 
Moyer  joined  Wal-Mart,  first  as  a 
freight  handler,  at  less  than  half  his 
old  pay  of  S12  an  hour.  In  time,  he 
moved  up  to  gardening  manager, 
earning  today  $7  to  $8  an  hour  (he 
won't  be  more  specific). 

"1  can  do  a  lot  of  purchasing  on  my 
own,  as  long  as  I  can  sell  what  I  buy," 
Mr.  Moyer  said,  noting  with  pnde 
that  over  the  last  month  he  has 
purchased  1.200  chrysanthemum 
plants,  quickly  reselling  all  of  them. 
But  while  he  speaks  well  of  Wal-Mart, 
Mr.  Moyer,  who  dropped  out  of  col- 
lege after  two  years,  stops  short  of 
saying  he  :s  happy  with  his  lot. 

"Sometimes  there  are  no  jobs,  and 
then  when  the  opportunity  comes  to 
be  with  a  solid  company,  you  better 
take  it."  he  said. 

Ms.  Meyers,  the  former  I.B.M.  em- 
ployee who  joined  Wal-Mart  in  Fish- 
kill  in  July,  takes  a  more  ambitious 
tack.  She  says  she  is  determined  to 
rise  in  the  company,  even  if  that 
means  relocating  to  one  of  the  newly 
opened  Wal-Mart  stores.  Having 
slowly  worked  her  way  up  at  l.B.M. 
during  21  years  there,  she  found  her- 
self forced  out.  So  Ms.  Meyers,  who  is 
in  her  early  -10's.  joined  Wal-Mart's 
store  in  Fishkill.  50  miles  north  of 
Manhattan  and  the  first  in  the  New 
York  area.  There  she  earns  $7  to  $8 
an  hour.  She.  too.  resists  being  more 
specific  about  her  pay,  but  acknowl- 
edges that  a  is  less  than  half  her 
I.B.M.  wage. 

From  being  a  technician  at  I.B.M. 
learning  io  be  a  computer  program- 
mer, she  took  a  buyout  ("It  was  only 
a  matter  of  time  before  the  job  disap- 


peared," she  said)  and  went  to  Wal- 
Mart  as  manager  of  accessories  and 
lingerie  —  joining  30  other  former 
I.B.M.  employees  who  now  help  to 
staff  the  Fishkill  store. 

"I  believe  you  have  to  crawl  before 
you  walk,  and  I  don't  mind  if  I  have  to 
go  down  a  little  and  then  work  mv 
way  up  again."  Ms.  Meyers  said.  "1 
saw.  that  [  could  do  that  at  I.B.M.,  and 
now  I  want  to  do  it  here." 

But  what  if  Wal-Mart,  like  I.B.M., 
pushes  her  out  before  she  gets  to  the 
next  steps  up,  which  are  assistant 
store  manager,  at  $23,000  to  525,000  a 
year,  and  store  manager,  at  up  to 
S60.000  a  year  in  base  salary. 

"I  never,  never  thought  that  I.B.M. 
would  lay  me  off,  and  it  took  21  years 
for  that  to  happen,"  Ms.  Meyers  said. 
"Now  1  want  to  work  somewhere  for 
at  least  a  good  five  years,  and  1  think 
that  is  possible  at  Wal-Mart." 

Looking  for  Benefits 

The  big  draw  for  Ms.  Dagit,  who 
became  an  employee  18  months  ago. 
was  Wal-Mart's  benefits,  which  are 
similar  to  those  at  other  discount 
retailers.  She  is  now  a  customer  serv- 
ice manager  in  the  Bentonville  store. 
Ms.  Dagit,  who  is  33,  had  managed  an 
E-Z  Man  convenience  store,  earning 
$5.60  an  hour  plus  health  insurance, 
but  none  of  the  other  benefits  that 
Wal-Mart  offers,  among  them  profit 
sharing,  dental  care  up  to  $1,000  a 
year,  life  insurance  and  paid  vaca- 
tions (a  week  after  one  year,  two 
weeks  after  two  years,  three  weeks 
after  seven  years). 

With  these  benefits  as  a  lure  —  and 
the  prospect  of  more  weekends  off  — 
Ms.  Dagit  took  a  cut  in  pay  and  joined 
Wal-Mart  as  a  cashier  at  $4.50  an 
hour.  Now  she  is  up  to  $5.25,  and  is 
hoping  to  nse  to  $6  as  a  supervisor  of 
customer  service  managers. 

But  very  few  hourly  workers  get 
beyond  $7  an  hour  in  Arkansas  and 
other  rural  areas,  or  beyond  $9  an 
hour  in  metropolitan  areas.  Robert 
Schleicher,  manager  of  the  Fishkill 
store,  says  he  has  only  one  employee 
beyond  that  range,  a  woman  hired 
away  from  another  discounter  to  run 
the  ladies'  wear  operation,  at  $10.25 
an  hour.  And  Mr.  Campbell,  the  Ben- 
tonville store  manager,  mentions 
pharmacists  and  skilled  butchers  as 
people  who  can  get  even  $15  an  hour. 

Karen  Singer,  44,  a  sales  clerk  m 
the  fabrics  department  at  the  Wal- 
Mart  store  at  the  Regency  Shopping 
Center  near  Sl  Louis,  is  not  near  that 
level  of  pay,  despite  her  skills  as  a 
lace-maker.  Having  worked  very  lit- 
tle while  she  raised  two  sons,  she 
joined  Wal-Mart  in  July,  at  $5  an 
hour,  out  of  concern  that  her  husband 
might  lose  his  $16-an-hour  factory  joo 
at  McDonnell  Douglas. 

"A  lot  of  my  husband's  friends 
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have  been  laid  off  and  they  icll  him 
iherc  'S  nothing  out  there,  no  jobs,'' 
Ms.  Singer  said.  "But  the  company 
r.ow  says  thai  they  won't  close  his 
factory,  so  1  am  buying  a  car  with  my 
salary  rather  than  put  it  in  savings." 

The  Going  Rate 

That  salary  will  go  to  $5.60  an  hour 
soon,  mainly  because  the  company 
has  decided  that  $5  is  not  enough  to 
hold  new  employees  like  Ms.  Singer 
at  a  store  that  is  just  a  few  miles 
from  downtown  St.  Louis.  The  mini- 
mum starting  pay  at  Fishkill  is  56  an 
hour,  under  the  Wal-Mart  policy  of 
paying  just  above  the  going  rate  in 
any  market  for  competent  people. 

'We  hire  no  one  at  the  minimum 
wage;  we  base  our  pay  on  the  mar- 
ketplace." said  Mr.  Soderquist.  the 
vice  chairman.  "If  Kmart  is  paying 
$5  an  hour,  we'll  play  S5.25  or  55.50; 
and  if  the  competitors  are  paying 
5-1.50.  we'll  pay  $5."  The  minimum 
wage  is  5-4.25. 

Similarly,  Kmart  and  other  dis- 
counters claim  to  be  paying  above 
Wal-Mart.  But  only  Home  Depot's 
pay  scale  is  significantly  higher,  with 
wages  of  S10  an  hour  or  more  to 
attract  carpenters  and  plumbers  — 
an  outlay  that  is  offset  by  offering 
slightly  less  in  benefits. 

"People  doing  :he  same  son  of 
work  in  France.  Belgium  or  Germany 
get  much  higher  wages  than  Ameri- 
cans." said  Richard  Freeman,  a  Har- 
vard labor  economist.  "In  France,  no 
one  earns  less  than  60  percent  of  the 
average  manufacturing  wage,  but 


For  Mr.  Freeman,  the  lack  of  union 
representation  helps  to  explain  the 
disparity.  But  American  union  lead- 
ers say  discount  retailers  like  Wal- 
Mart,  with  nearly  2.000  stores,  are 
hard  to  organize  store  by  store.  In 
fact,  the  discounters  have  hurt  the 
unions,  having  forced  out  of  business 
some  higher-priced  retailers  with 
union  workers. 

So  the  unions  take  an  indirect  ap- 
proach, trying  to  stir  public  opinion 
against  the  discounters  by  accusing 
them  of  such  things  as  buying  too 
much  merchandise  abroad. 

As  for  organizing  workers,  "we 
think  it  is  better  to  wait  until  the 
climate  is  right  and  the  workers 
come  to  us,"  said  Charles  Mercer,  an 
executive  of  the  United  Food  and 
Commercial  Workers  Union.  The 
right  time  will  come,  he  said,  when 
the  discounters'  rapid  growth  slows, 
workers  find  their  hours  cut  back  and 
profit  sharing  is  hurt  by  falling  stock 
prices,  which  happened 'to  Wal-Mart's 
stock  this  year. 

"One  reason  the  workers  have  not 
come  to  us  is  the  profit-sharing,"  Mr. 
Mercer  said.  Ml  has  worked;  you 
cannot  deny  that."  ■ 


I  Do  Chains 
|  Cost  Jobs? 

THE  discount  retailers  are 
expanding  by  hundreds  of 
stores  a  year.  That  is  a 

fact. 

But  Americans  have  not 
spent  more  in  recent  years  to 
purchase  all  the  merchandise 
that  the  nation's  retailers  — 
discounters  and  traditional 
stores  alike  —  offer.  That  is 
also  a  fact. 

So.  if  the  discounters  are 
adding  huge  quantities  to  the 
national  pile  of  merchandise, 
and  selling  it,  then  the  tradi- 
tional merchandisers  must  be 
losing  sales,  and  even  going  out 
of  business  —  particularly 
stores  on  downtown  squares  in 
hundreds  of  rural  towns. 

That  conclusion  may  be  logi- 
cal, but  it  does  not  get  by  as  un- 
contested fact.  "If  someone 
wants  to  compete  against  us  on 
Crest  toothpaste,  we'll  win," 
said  Don  Soderquist,  Wal- 
Mart's  vice  chairman,  "but  if 
they  offer  a  better  quality  of 
fabric  than  we  do.  or  name- 
brand  clothing  that  we  don't 
have,  then  they  can  merchan- 
dise around  us,  and  they  do." 

Many  local  retailers  dis- 
agree. They  argue  that  no  mat- 
ter how  clever  they  are.  they 
cannot  compete  against  the  dis- 
counters' efficient,  low-priced 
operations,  or  their  huge  selec- 
tion of  goods. 

Kenneth  Stone,  an  Iowa  State 
University  economist  who  has 
studied  the  Wal-Mart  phenom- 
enon, supports  this  contention. 

"The  damage  is  done  three 
or  four  years  down  the  road," 
he  said.  "Wal-Mart  increased 
the  jobs  initially  in  Iowa,  but 
out  of  43  Wal-Marts  in  the  state, 
one-fourth  of  the  towns  near 
them  now  have  smaller  com- 
mercial areas. 

"What  happens  is  that  Wal- 
Mart  has  a  saturation  strat- 
egy," he  added.  "They  come  in 
with  stores  60  miles  apart  and 
then  they  are  10  to  12  miles 
apart.  About  three  years  after 
a  Wal-Mart  opens,  stores  near 
it  begin  to  close." 


Mary  Meyers  in  :he  new  Wai-Marr.  in  Fishkill.  N.Y. 
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Mr.  Kopetski.  Thank  you,  Mr.  Weed,  very  much. 

Next,  we  will  hear  from  Robert  Desjardins  with  the  Associated 
General  Contractors  of  America.  He  is  the  chairman  of  the  Tax  and 
Fiscal  Affairs  Committee.  Good  morning  and  welcome. 

STATEMENT  OF  ROBERT  J.  DESJARDINS,  CHAIRMAN,  TAX  AND 
FISCAL  AFFAIRS  COMMITTEE,  ASSOCIATED  GENERAL 
CONTRACTORS  OF  AMERICA;  AND  EXECUTIVE  VICE 
PRESIDENT  AND  TREASURER,  CIANBRO  CORPORATION, 
PITTSFIELD,  MAINE 

Mr.  Desjardins.  Good  morning,  Mr.  Chairman.  Thank  you.  My 
name  is  Robert  Desjardins.  I  am  the  executive  vice  president  and 
treasurer  of  Cianbro  Corporation  of  Pittsfield,  Maine.  Cianbro  is 
one  of  the  larger  construction  companies  building  projects  in  the 
Northeast  ana  mid- Atlantic  States,  including,  I  might  add,  the 
probably  now  infamous  Case  Bridge  here  in  the  District. 

I  also  serve  as  chairman  of  the  Tax  and  Fiscal  Affairs  Committee 
of  the  Associated  General  Contractors  of  America,  and  I  am  here 
before  you  today  in  that  capacity.  Many  AGC  member  firms  rou- 
tinely and  legitimately  contract  with  independent  contractors  to 
perform  work  in  all  States  and  many  different  localities. 

Independent  contractors  add  to  the  value  of  vigorous  competition 
on  construction  projects  in  every  market.  I  am  here  today  because 
of  a  provision  in  the  administration's  health  care  proposal  that 
would  jeopardize  general  contractors'  ability  to  use  independent 
contractors. 

My  testimony  is  limited  to  the  employment  status  provisions  of 
the  administration's  Health  Security  Act  under  title  VII,  subtitle  C. 
Subtitle  C  amends  the  Internal  Revenue  Code  by  adding  new  sec- 
tions to  the  employment  tax  section.  Independent  contractors 
would  be  virtually  eliminated.  This  provision  encompasses  change 
beyond  that  of  simply  reforming  the  Nation's  health  care  system. 
We  are  greatly  concerned  about  the  employment  tax  provisions  in 
subtitle  C. 

The  act  would  direct  the  Secretary  of  the  Treasury  to  issue  regu- 
lations defining  who  is  an  employee  for  Federal  employment  and 
income  prurposes.  The  IRS  would  be  given  the  authority  to  unilat- 
erally write  the  rules  regarding  the  classification  of  an  individual 
not  only  for  health  care  and  benefits  purposes,  but  for  all  employ- 
ment tax  purposes. 

The  act  would  repeal  section  530  and  replace  it  with  a  new  less 
favorable  safe  harbor  that  would  limit  the  ability  of  employers  to 
rely  on  past  IRS  audits  and  longstanding  industry  practice  as  cri- 
teria for  classifying  workers  as  independent  contractors  and  in- 
cludes increased  penalties  for  taxpayers  who  fail  to  file  accurate  in- 
formation returns  involving  payments  for  services. 

Additionally,  the  classification  of  an  independent  contractor  will 
be  considered  correct  only  if  the  employer  has  been  notified  in  writ- 
ing by  the  Treasury  Department  before  the  beginning  of  the  em- 
ployment period  to  treat  the  worker  as  an  independent  contractor. 
It  is  doubtful  that  the  IRS  is  going  to  send  out  all  these  written 
notifications. 

Worker  misclassification  is  an  old  issue  both  for  the  IRS  and  em- 
ployers. The  fact  remains  that  a  variety  of  occupational  relation- 
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ships  and  job  classifications  exist  in  the  American  workplace  and 
in  the  construction  industry.  However,  for  Federal  tax  purposes, 
only  two  classifications  exist.  A  worker  is  either  an  employee  or  an 
independent  contractor. 

Congress  statutorily  prohibited  the  IRS  from  writing  the  rules  on 
employment  status  in  section  530  of  the  Revenue  Act  of  1978.  A  re- 
versal of  this  prohibition  which  was  intentionally  imposed  on  the 
IRS  would  constitute  a  major  change  in  congressional  policy  with 
regard  to  the  independent  contractor  issue.  The  IRS  was  not  al- 
lowed to  write  the  rules  for  a  very  good  reason. 

Due  to  the  magnitude  of  the  change,  neither  the  business  com- 
munity nor  Congress  was  willing  to  trust  the  IRS  to  do  it  on  their 
own.  These  protections  were  established  because  individuals  not 
under  the  control  of  others  in  the  workplace  bear  all  the  risk  and 
expense  for  their  employment.  They  were  increasingly  vulnerable 
to  IRS  reclassification  as  employees  subsequent  to  prior  audits  in 
which  their  treatment  as  independent  contractors  had  not  been 
challenged,  and  after  private  letter  rulings  or  technical  advice 
memorandum  from  the  service  had  said  that  they  were  independ- 
ent contractors  or  after  they  had  relied  on  common  industry  prac- 
tice. 

The  guiding  principle  behind  worker  classification  since  1979  is 
the  reasonable  basis  standard.  Congress  intends  that  taxpayers,  in- 
cluding general  contractors,  who  use  independent  contractors  are  to 
be  afforded  the  benefit  of  the  doubt.  This  presumption  in  favor  of 
the  taxpayer  is  entirely  reasonable.  By  any  objective  standard  inde- 
pendent contractors  are  not  employees  of  the  general  contractor. 

Without  the  current  section  530  protections,  the  Federal  Govern- 
ment may  determine  that  they  are,  even  after  both  parties  have  re- 
lied on  historic  industry  practice  or  on  prior  IRS  advice.  If  the  gov- 
ernment successfully  prevails  in  a  reclassification  case  against  the 
independent  contractor,  that  individual  is  then  subject  to  withhold- 
ing and  Social  Security  and  unemployment  taxes,  none  of  which 
have  been  withheld  or  paid  to  the  Treasury. 

Under  subtitle  C,  though,  the  rules  would  be  changed,  making  it 
more  difficult  for  employers  to  classify  workers  as  independent  con- 
tractors. Further,  mandating  that  they  withhold  for  health  insur- 
ance purposes  for  all  workers  suddenly  and  irreversibly  opens  the 
door  to  future  withholding  requirements  for  all  other  employment 
taxes  as  well. 

In  conclusion,  it  is  unrealistic  to  expect  that  the  employment  tax 
changes  recommended  as  part  of  the  Health  Security  Act  will  not 
significantly  alter  which  workers  are  classified  as  employees  of  a 
business  for  health  coverage  and  other  purposes. 

The  argument  that  the  provision  would  avert  a  possible  rush  by 
employers  to  shift  workers  classified  as  employees,  reclassifying 
them  as  independent  contractors  is  overly  simplistic.  While  the  as- 
sertion that  employers  will  game  the  system  if  the  current  rules 
are  left  in  place  may  have  a  modicum  of  truth,  removing  Congress 
from  the  rule-making  process  and  granting  the  IRS  carte  blanche 
to  develop  employee  classification  rules  tips  the  scales  too  far  in 
favor  of  the  executive  branch. 

Giving  the  IRS  the  ability  to  treat  any  worker  as  an  employee 
would  take  control  away  from  employers,  placing  squarely  on  their 


435 

shoulders  full  responsibility  for  all  employment  taxes  in  addition  to 
any  new  health  mandates.  In  the  past,  Congress  has  not  abrogated 
its  authority  in  such  a  manner  to  the  executive  branch.  We  and 
others  have  been  working  with  IRS  trying  to  address  this  issue,  but 
have  not  concluded  those  efforts  yet. 

In  conclusion,  I  appreciate  the  opportunity  to  testify  before  the 
committee  at  this  early  stage  in  the  debate  on  health  care  reform, 
and  I  offer  our  pledge  to  work  with  you  and  others  in  Congress  to 
address  this  critical  issue,  but  we  ask  that  you  delete  or  at  the  very 
least  substantially  change  this  provision. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ROBERT  J.  DESJARDINS,  ON  BEHALF  OF 
THE  ASSOCIATED  GENERAL  CONTRACTORS  OF  AMERICA 

Good  morning.   My  name  is  Robert  J.  Desjardins  and  I  am  the  Executive  Vice  President 
and  Treasurer  of  Cianbro  Corporation  of  Pittsfield,  Maine.  Our  company  is  one  of  the 
larger  construction  companies  building  projects  in  the  Northeast  and  Mid-Atlantic  states.  I 
also  serve  as  Chairman  of  the  Tax  and  Fiscal  Affairs  Committee  of  the  Associated  General 
Contractors  of  America  and  I  am  before  you  today  in  that  capacity. 

The  Associated  General  Contractors  of  America  (AGC)  is  a  national  trade  association 
comprised  of  more  than  33,000  firms,  including  8,000  of  America's  leading  general 
contracting  companies.  They  are  engaged  in  the  construction  of  the  nation's  commercial 
buildings,  shopping  centers,  factories,  warehouses,  highways,  bridges,  tunnels,  airports,  water 
works  facilities,  multi-family  housing  projects  and  site  preparation/utilities  installation  for 
housing  development. 

Many  AGC  member  firms  routinely  and  legitimately  contract  with  independent 
contractors  to  perform  work  in  all  states  and  many  different  localities.  Independent 
contractors  add  to  the  value  of  vigorous  competition  on  construction  projects  in  every 
market.  I  am  here  today  because  of  a  provision  in  the  Administration's  health  care  proposal 
that  would  jeopardize  general  contractors  ability  to  use  independent  contractors. 

My  testimony  is  limited  to  the  employment  status  provisions  of  the  Administration's 
Health  Security  Act,  under  Title  VII,  Subtitle  C  (pp.  1119-1127).  Subtitle  C  amends  the 
Internal  Revenue  Code  by  adding  new  sections  to  the  employment  tax  section-independent 
contractors  would  be  virtually  eliminated.  This  provision  encompasses  change  beyond  that  of 
simply  reforming  the  nation's  health  care  system.  We  are  greatly  concerned  about  the 
employment  tax  provisions  in  Subtitle  C. 


Subtitle  C  Would  Override  All  Current  Classification  Standards 

•  The  Act  would  direct  the  Secretary  of  the  Treasury  to  issue  regulations  defining 
who  is  an  "employee"  for  federal  employment  and  income  taxes.  The  IRS  would  be 
given  the  authority  to  unilaterally  write  the  rules  regarding  the  classification  of  an 
individual  not  only  for  health  care  benefit  purposes,  but  for  all  employment  tax 
purposes; 

•  the  Act  would  repeal  Section  530,  and  replace  it  with  a  new,  less  favorable  safe 
harbor  that  would  limit  the  ability  of  employers  to  rely  on  past  IRS  audits  and  long- 
standing industry  practice  as  criteria  for  classifying  workers  as  independent  contractors; 
and 

•  includes  increased  penalties  for  taxpayers  who  fail  to  file  accurate  information 
returns  involving  payments  for  services. 

Additionally,  the  classification  of  an  independent  contractor  will  be  deemed  correct  only 
if  the  employer  has  not  been  notified  in  writing  by  the  Treasury  Department  before  the 
beginning  of  the  employment  period  to  treat  the  worker  ~  or  any  individual  in  a 
substantially  similar  position  ~  as  an  employee. 
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Background 

Worker  misclassification  is  an  old  issue  both  for  the  IRS  and  employers.  It  has  been  the 
subject  of  numerous  hearings  in  this  committee  and  other  Congressional  committees, 
extensive  litigation,  as  well  as  the  topic  of  a  1992  GAO  report  (GAO/GGD-92-108,  July  23, 
1992;  Tax  Administration:  Approaches  to  Improve  Independent  Contractor  Compliance). 
Yet,  the  issue  remains  unresolved. 

A  variety  of  occupational  relationships  and  job  classifications  exist  in  the  American 
workplace  and  in  the  construction  industry.   However,  for  Federal  tax  purposes  only  Jwq. 
classifications  exist:   a  worker  is  either  an  employee  or  an  independent  contractor  (i.e.  self- 
employed).  Significant  tax  consequences  result  from  how  a  worker  is  classified;  some  of  the 
tax  consequences  favor  employee  status,  while  others  favor  independent  contractor  status. 

Section  530  exists  because  Congress  realized  that  independent  contractors  contribute  a 
vast  amount  of  added  value  to  economic  production  and  because  it  is  not  fair  to  change  the 
rules  after  taxpayers  organize  their  affairs  according  to  good  faith  reliance  on  industry 
practice  or  prior  IRS  determinations.  Congress  enacted  these  protections  for  a  number  of 
reasons,  but  it  is  safe  to  say  the  legislative  history  of  Section  530  supports  the  view  that 
taxpayers  are  to  be  afforded  significant  latitude  in  asserting  or  maintaining  independent 
contractor  status. 

Congress  statutorily  prohibited  the  IRS  from  writing  the  rules  on  employment  status  in 
Section  530  of  the  Revenue  Act  of  1978.   A  reversal  of  this  prohibition,  which  was 
intentionally  imposed  on  the  IRS,  would  constitute  a  major  change  in  Congressional  policy 
with  regard  to  the  independent  contractor  issue.  The  IRS  was  not  allowed  to  write  the  rules 
for  a  very  good  reason  ~  due  to  the  magnitude  of  the  change,  neither  the  business 
community  nor  Congress  was  willing  to  trust  the  IRS  to  do  it  on  their  own. 

Specifically,  these  protections  were  established  because:  individuals  not  under  the  control 
of  others  in  the  workplace  bear  all  the  risk  and  expense  for  their  employment;  they  were 
increasingly  vulnerable  to  IRS  reclassification  as  employees  subsequent  to  prior  audits  in 
which  their  treatment  as  independent  contractors  had  not  been  challenged  and  after  private 
letter  rulings  or  technical  advice  memoranda  from  the  Service  had  said  that  they  were 
independent  contractors;  or  after  they  had  relied  on  common  industry  practice. 

In  its  original  General  Explanation  of  Section  530  in  the  Revenue  Act  of  1978,  the  Joint 
Committee  on  Taxation  stated  that  Section  530  was  enacted  to  protect  certain  classes  of 
taxpayers  from  IRS  reclassification  of  independent  contractors  as  employees.  The  General 
Explanation  says,  "workers  shall  be  deemed  not  to  be  the  taxpayer's  employees,  unless  the 
taxpayers  had  no  reasonable  basis  for  not  treating  the  workers  as  employees." 

The  Joint  Committee  on  Taxation  further  explained  that  the  Revenue  Act  of  1978 
terminated  pre- 1979  employment  tax  liabilities  of  taxpayers  who  had  a  reasonable  basis  for 
treating  workers  other  than  as  employees.   Clearly,  the  legislative  history  of  this  provision 
establishes  that  Congress  acknowledged  that  certain  taxpayers  have  a  legitimate  basis  for 
using  workers  not  considered  as  traditional  employees. 
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This  "reasonable  basis"  standard  has  been  the  guiding  principle  behind  worker 
classification  since  1979.   If  there  is  any  confusion  about  Congress'  intent  with  regard  to  the 
issue  of  classification,  any  ambiguity  is  removed  by  the  statement  in  the  General  Explanation 
that  "Congress  intends  that  this  reasonable  basis  requirement  be  construed  liberally  in  favor 
of  taxpayers." 

In  other  words,  Congress  intends  that  taxpayers  (including  general  contractors)  who  use 
independent  contractors  are  to  be  afforded  the  benefit  of  the  doubt.  This  presumption  in 
favor  of  the  taxpayer  is  initially  accomplished  through  the  creation  of  three  statutory 
reasonable  basis  standards,  or  safe  harbors. 

For  Example 

Consider  a  situation  common  to  thousands  of  construction  sites  throughout  the  country. 
Individuals  contract  for  short  periods  with  one  or  more  construction  companies  to  perform 
certain  work  on  construction  projects.  These  individuals  own  their  own  trucks.  They  own 
their  own  tools.  They  pay  into  their  own  retirement  plans.  They  are  not  told  when  to 
report  to  work,  or  how  to  perform  the  work.  And  other  contractors  in  the  general 
geographic  region  are  free  to  contract  with  these  individuals,  or  others  like  them,  to  perform 
the  same  type  of  short  term  work. 

By  any  objective  standard,  these  individuals  are  not  employees  of  the  general  contractor. 
Without  the  current  Section  530  protections,  the  Federal  government  may  determine  that 
they  are,  even  after  both  parties  had  relied  on  historic  industry  practice  or  on  prior  IRS 
advice.  If  the  government  successfully  prevails  in  a  reclassification  case  against  the 
independent  contractor,  that  individual  is  then  subject  to  withholding,  social  security  and 
unemployment  taxes-none  of  which  had  been  withheld  (retroactively),  nor  paid  to  the 
Treasury. 

Under  Subtitle  C,  though,  the  rules  would  be  changed  making  it  more  difficult  for 
employers  to  classify  workers  as  independent  contractors.  Further,  mandating  that  they 
withhold  for  health  insurance  purposes  for  all  workers,  suddenly  and  irreversibly  opens  the 
door  to  future  withholding  requirements  for  all  other  employment  taxes  as  well. 

Conclusion 

It  is  unrealistic  to  expect  that  the  employment  tax  changes  recommended  as  part  of  the 
Health  Security  Act  will  not  significantly  alter  which  workers  are  classified  as  employees  of  a 
business  for  health  coverage  and  other  purposes.  The  argument  that  this  provision  would 
avert  a  possible  rush  by  employers  to  shift  workers  classified  as  employees,  reclassifying  them 
as  independent  contractors  is  overly  simplistic. 

While  the  assertion  that  employers  will  game  the  system  if  the  current  rules  are  left  in 
place  may  have  a  modicum  of  truth,  removing  Congress  from  the  rule-making  process  and 
granting  the  IRS  carte  blanche  to  develop  employee  classification  rules  tips  the  scales  too  far 
in  favor  of  the  Executive  Branch.  Giving  the  IRS  the  ability  to  treat  any  worker  as  an 
employee  would  take  control  away  from  employers,  placing  squarely  on  their  shoulders  full 
responsibility  for  all  employment  taxes,  in  addition  to  any  new  health  mandates.  In  the  past, 
Congress  has  not  abrogated  its  authority  in  such  a  manner  to  the  Executive  branch. 
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We,  and  others  who  use  independent  contractors,  have  been  concerned  for  a  long  time 
about  the  problems  associated  with  worker  misclassification.   In  fact,  AGC  has  been  working 
with  the  IRS  for  the  last  18  months  to  resolve  differences  related  to  the  20  factor  common 
law  test  used  by  both  the  Service  and  the  construction  industry  to  determine  proper  worker 
classification.   If  Subtitle  C  in  the  Health  Security  Act  is  enacted,  however,  the  pendulum 
will  have  swung  too  far.  In  fact,  a  simple  summation  on  the  effects  of  Subtitle  C  would  be 
that  the  Treasury  Department  gets  the  final  word  on  everything.  We  hope  this  will  not  be 
the  case. 

The  current  law  rules  for  classifying  workers  for  purposes  of  federal  employment  taxation 
are  adequate.  Any  remedial  changes  should  be  accomplished  by  improving  the 
administration  and  enforcement  of  current  law.  A  greater  awareness  and  implementation  of 
an  educational  program  to  inform  independent  contractors  and  taxpayers  that  purchase 
services  from  independent  contractors  about  their  obligations  under  federal  tax  laws  will 
alleviate  confusion. 

This  provision  was  not  necessarily  drafted  as  a  result  of  the  need  to  increase  collections, 
so  much  as  a  desire  by  the  Internal  Revenue  Service  to  more  easily  and  efficiently  collect 
revenues.  While  this  is  an  attempt  to  streamline  IRS's  collection  system,  it  would  be 
instituted  at  great  cost  to  employers.  Congress  must  act  with  prudence  in  crafting  a  solution. 
We  and  others  have  only  just  begun  to  examine  this  provision.  A  cursory  look  shows 
dimensions  that  the  drafters  probably  had  not  conceived  including  the  relationship  of  a 
federal  definition  of  employee,  that  could  later  be  incorporated  by  states  for  workers 
compensation  programs,  ADA  the  National  Labor  Relations  Act,  and  other  federal  labor 
laws. 

On  behalf  of  AGC,  I  appreciate,  Mr.  Chairman,  the  opportunity  testify  before  the 
Committee  at  this  early  stage  in  the  debate  on  health  care  reform.  I  offer  our  pledge  to 
work  with  the  you  and  others  in  Congress  to  address  this  critical  issue,  but  ask  that  you 
delete  or  at  the  very  least  substantially  change  this  provision.  Thank  you. 
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Mr.  Kopetski.  Thank  you  very  much,  and  I  should  note  that  for 
the  panel  that  your  entire  statements  will  be  included  in  todays 
hearing  record. 

Mr.  Paul  Dulle,  he  is  the  executive  director  of  the  United  Cere- 
bral Palsy  Association  from  Chicago.  Welcome. 

STATEMENT  OF  PAUL  DULLE,  PHJX,  EXECUTIVE  DIRECTOR, 
UNITED  CEREBRAL  PALSY  OF  GREATER  CHICAGO,  ON 
BEHALF  OF  THE  UNITED  CEREBRAL  PALSY  ASSOCIATIONS 

Mr.  Dulle.  Mr.  Chairman  and  members  of  the  committee,  good 
morning.  My  name  is  Paul  Dulle.  I  am  the  executive  director  of 
United  Cerebral  Palsy  of  Greater  Chicago.  I  am  very  pleased  to  be 
here  today  representing  United  Cerebral  Palsy  Associations  Incor- 
porated and  its  152-State  and  local  affiliates.  Each  of  these  affili- 
ates is  an  advocate  for  people  with  disabilities  and  committed  to 
providing  services  to  serve  people  with  cerebral  palsy  and  people 
with  severe  and  multiple  disabilities. 

UCPA  is  also  very  committed  to  national  health  care  reform.  We 
are  all  too  aware  of  the  devastating  effects  that  the  current 
nonsystem  health  care  has  on  children  and  adults  with  severe  dis- 
abilities and  their  families.  We  commend  President  Clinton  for 
tackling  this  critical  public  policy  issue,  and  bringing  a  bill  to  Con- 
gress which  establishes  a  right  to  health  care  for  all  Americans,  in- 
cluding Americans  with  disabilities. 

This  morning,  I  want  to  focus  my  comments  on  three  aspects  of 
the  President's  Health  Security  Act  which  are  critical  to  the  entire 
disability  community  of  providers,  individuals  with  disabilities,  and 
their  families.  These  include  the  impact  of  mandated  employer  pre- 
mium coverage  of  at  least  80  percent  in  three  ways. 

One,  to  all  employees  of  not-for-profit  health,  social,  and  human 
service  agencies  which  do  not  benefit  from  the  tax  deductions  for 
businesses,  because  as  not-for-profit  corporations  we  do  not  pay 
taxes. 

Number  two,  for  all  adults  with  disabilities  who  are  classified  as 
employees  in  shelter  workshops,  and  in  supported  employment  pro- 
grams under  the  terms  of  the  Fair  Labor  Standards  Act. 

And,  number  three,  for  families  with  a  member  with  a  disability 
who  employs  individuals  as  respite  care  workers  and  providers  of 
other  services,  both  home  and  community  based,  are  long-term  care 
services  as  well  as  adults  with  disabilities  who  employ  personal 
care  assistants  to  assist  them  with  the  essential  aspects  of  their 
life,  aspects  that  they  are  not  able  to  do  by  themselves  because  of 
the  nature  of  their  disability. 

Let's  talk  about,  number  one,  the  impact  on  not-for-profit  agen- 
cies providing  services  to  people  with  disabilities.  It  is  important  to 
remember  that  we  are  small  businesses.  We  experience  all  of  the 
stresses  of  small  businesses  with  one  additional  major  barrier  to 
economic  solvency.  We  are  contractually  obligated  to  provide  a  reg- 
ulated standard  of  service  to  individuals  with  disabilities  while 
having  no  significant  role  in  the  pricing  of  that  service  by  the  gov- 
ernment. 

In  my  particular  agency,  for  example,  we  have  experienced  tre- 
mendous cost  reductions  over  the  past  3  years  from  the  State  of  Il- 
linois. In  1991,  the  State  froze  payments  to  service  providers.  In 
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1992,  the  State  cut  provider  rates,  and  in  1993,  the  State  increased 
those  rates  only  slightly.  This  is  having  a  devastating  effect  on  our 
ability  to  provide  services  to  people  who  need  those  services,  people 
with  disabilities  and  their  families. 

If  national  health  care  reform  is  going  to  contain  an  employer 
mandate,  then  Congress  must  include  an  equity  provision  for  the 
human  health  and  social  service  not-for-profit  sector  so  that  our 
agencies  and  thus  our  constituencies  do  not  suffer  because  of  the 
inadequacies  of  State  government. 

UCPA  recommends  a  direct  subsidy  to  either  the  employee  or  to 
the  not-for-profit  corporation  rather  than  a  mandate  to  local  and 
State  governments  to  recognize  the  health  care  premium  costs  as 
part  of  our  contracts.  Our  experience  tells  us,  unfortunately,  that 
they  will  respond  to  the  health  care  premium  by  reallocating  our 
contract  budgets  and  mandating  reduction  of  our  reimbursement  in 
other  cost  centers.  This  is  a  lose-lose  proposition  for  people  with 
disabilities. 

Let's  talk  about  the  impact  of  those  who  work  in  sheltered  work- 
shops and  supported  employment.  Many  of  our  affiliates  provide 
employment  services  either  through  sheltered  workshops  or  in  com- 
munity-supported employment  programs  where  we  employ  people 
with  disabilities  who  demonstrate  varying  levels  of  productivity  to 
work  on  private  subcontracts  or  to  work  in  community  employment 
sites. 

Many  of  these  employees  are  currently  eligible  for  SSI  payments 
and  in  most  States  a  Medicaid  card  because  their  earnings  are  low. 
Since  the  President's  Health  Security  Act  proposes  to  use  State  and 
Federal  Medicaid  to  finance  premiums  for  Medicaid  recipients 
through  the  regional  alliance,  UCPA  recommends  that  nonprofit 
employers  employing  SSI  employees  in  sheltered  workshops  or  sup- 
ported employment  settings  should  be  exempted  from  paying  pre- 
miums for  employees  receiving  SSI. 

Finally,  let's  talk  about  the  impact  of  people  who  hire  personal 
care  assistants.  Persons  with  disabilities  as  employers  in  purchas- 
ing personal  care  assistant  services  which  they  need  to  lead  inde- 
pendent and  productive  lives  are  affected.  Parents  or  families  with 
children  with  disabilities  are  also  employers  of  a  variety  of  employ- 
ees for  respite  care,  homemaker  and  personal  assistant  services. 

As  employees,  these  families  and  individuals  are  responsible  for 
payment  of  the  employer's  share  of  FICA  and  other  employer  re- 
sponsibilities for  the  persons  they  employ.  It  seems  reasonable  to 
require  these  employers  to  contribute  to  the  health  insurance  pre- 
miums of  the  persons  they  employ.  However,  we  urge  Congress  to 
keep  these  mandated  payments  in  mind  when  authorizing  States 
to  create  vouchers  or  direct  cash  payments  in  the  proposal  for  a 
new  home  and  community-based,  long-term  care  benefit. 

These  direct  payments  to  individuals  and  families  must  be  suffi- 
cient to  pay  the  reasonable  wages  as  well  as  to  meet  all  legal  em- 
ployer mandates,  including  the  employer's  contribution  to  health 
care  premiums  for  the  employee  independents.  I  want  to  thank  you 
for  the  opportunity  to  testify  today. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  DR.  PAUL  DULLE,  EXECUTIVE  DIRECTOR,  UCP  OF 
GREATER  CHICAGO,  ACCOMPANIED  BY  BOB  GRISS,  SENOR  HEALTH 
POLICY  ANALYST,  UNITED  CEREBRAL  PALSY  ASSOCIATIONS,  INC. 

Mr.  Chairman  and  members  of  the  Committee.  Good  morning.  My  name 
is  Paul  Dulle.  I  am  executive  director  of  United  Cerebral  Palsy  of 
Greater  Chicago.  I  am  very  pleased  to  be  here  today  representing 
United  Cerebral  Palsy  Associations,  Inc.  (UCPA)  and  our  local  and 
state  affiliates.  Together  we  represent  over-  152  affiliate 
organizations  who  advocate  for  and/or  provide  service  for  persons 
with  cerebral  palsy  and  other  severe  and  multiple  disabilities  and 
their  families.  UCPA  is  firmly  committed  to  assuring  guality 
services  for  persons  with  severe  physical  and  multiple  disabilities 
which  reflect  best  practice,  which  recognize  competence  and  choice, 
and  which  assure  opportunities  for  increased  independence, 
productivity  and  integration  into  the  home,  the  school,  the 
workforce  and  the  community.  The  estimated  aggregate  budget  of  our 
affiliates  is  over  350  million  dollars  per  year. 

United  Cerebral  Palsy  Associations  is  very  committed  to  national 
health  care  reform.  We  are  all  too  aware  of  the  devastating 
effects  that  the  current  non-system  health  care  has  on  children  and 
adults  with  severe  disabilities  and  their  families.  We  commend 
President  Clinton  for  tackling  this  critical  public  policy  issue 
and  bringing  a  bill  to  the  Congress  which  establishes  a  right  to 
health  care  for  all  Americans/  including  Americans  with 
disabilities.  UCPA's  corporate  delegate  body  has  adopted  policies 
in  1991  and  1992  regarding  health  care  reform  from  a  disability 
perspective,  copies  of  which  are  attached  to  this  testimony  for 
inclusion  as  part  of  the  formal  record. 

UCPA  recognizes  that  an  employer  mandate  is  an  important  financing 
mechanism  to  ensure  universal  access  to  the  federally  guaranteed 
benefit  package  under  President  Clinton's  Health  Security  Act  as 
well  as  the  single  payer  legislation.  The  President's  health  plan 
proposes  two  mechanisms  to  subsidize  the  financial  burden  on 
employers:  (1)  continuation  of  the  100%  tax  deductibility  for 
employer's  contributions  to  health  insurance  premiums  of  employees 
and  dependents;  and  (2)  public  subsidies  for  small  employers  (up  to 
75  employees)  with  low  wage  employees. 

This  morning  I  want  to  focus  my  comments  on  three  aspects  of  the 
President'^  Health  Security  Act  which  are  critical  to  the  entire 
disability  community  of  providers,  individuals  with  disabilities 
and  families.  These  include  the  impact  of  mandated  employer 
premium  coverage  of  at  least  80%: 

(1)  for  all  employees  of  not-for-profit  health,  social  and  human 
service  agencies  which  do  not  benefit  from  the  tax  deduction 
for  businesses  because  as  not-for-  profit  corporations  we  do 
not  pay  taxes; 

(2)  for  all  adults  with  disabilities  who  are  classified  as 
employees  in  sheltered  workshops  and  in  supported  employment 
programs  under  the  terms  of  the  Fair  Labor  Standards  Act;  and 

(3)  for  families  with  a  member  with  a  disability  who  employ 
individuals  as  respite  care  providers  or  for  other  purposes  of 
home  and  community  based  supports  or  long  term  care  services, 
as  well  as  adults  with  disabilities  who  employ  personal 
assistants  to  assist  them  with  essential  aspects  of  their  life 
that  they  are  unable  to  do  by  themselves  because  of  the  nature 
of  their  disability. 

United  Cerebral  Palsy  of  Greater  Chicago  was  founded  in  1951  and 
today  provides  a  complete  range  of  services  to  infants,  toddlers, 
school  aged  children  and  their  families,  as  well  as  to  adults  with 
cerebral  palsy  and  other  severe  disabilities.  Our  annual  budget 
for  the  current  year  is  $  5,000,3  52.00,  of  which  nearly  two-thirds 
is  funding  from  the  state  of  Illinois  and  the  Chicago  public 
schools  through  purchase  of  service  and  grants  in  aid  contracts  for 
the  provision  of  direct  services  to  our  mutual  constituency.  We 
are  fortunate  in  Chicago.  Many  of  our  other  affiliates  and  similar 
non  profits  are  unable  to  generate  more  than  5%  to  10%  of  their 
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total  operating  budgets  from  non-governmental  sources.  We  employ 
124  individuals  (95  full  time  &  29  part-time)  with  an  annual 
payroll  for  salaries  of  nearly  $2  million  dollars.  One  hundred 
five  of  our  employees  earn  less  than  $24,000  per  year;  the  group 
targeted  for  special  employer  subsidy  and  tax  credits  by  the 
President's  Health  Security  Act. 

Based  on  my  experience  and  my  knowledge  of  the  experience  of  others 
in  similar  situations,  I  feel  it  important  that  Congress  consider 
the  following  issues  as  any  health  care  reform  proposal  is 
finalized: 

1.  Non-profit  Employer  Status.  WE  ARE  A  SMALL  BUSINESS  !  Other 
UCPA  affiliates  have  annual  budgets  ranging  from  $100,000  to  over 
$55  million  and  their  contractual  and  rate  reimbursements  from 
state  and  local  governments  are  as  varied  as  the  profiles  of  the 
152  affiliates.  We  experience  all  of  the  stresses  of  small 
business  with  one  additional  major  barrier  to  our  economic 
solvency:  we  are  contractually  obligated  to  provide  a  regulated 
standard  of  service  to  individuals  with  disabilities  while  having 
no  significant  role  in  the  pricing  of  that  service  by  government. 

Let  me  be  more  specific.  UCPA  of  Greater  Chicago  provides  an 
employer  paid  health  plan  for  our  employees.  Many  UCP  affiliates 
provide  no  health  plan  for  their  employees  because  they  cannot 
afford  it!  Our  plan  at  UCP  of  Greater  Chicago  is  a  standard  H.M.O. 
for  which  we  currently  pay  a  monthly  premium  of  $144.78  and  the 
employee  pays  $20.90  per  month.  We  cannot  afford  to  offer  our 
employees  a  choice  of  a  P. P.O.  or  a  standard  indemnity  plan  because 
of  their  significantly  higher  premiums  and  the  relatively  low  wages 
of  the  majority  of  our  work  force  who  cannot  afford  the  out  of 
pocket  costs  for  a  larger  portion  of  the  premium,  the  larger  co- 
pays  and  the  annual  deductibles.  During  the  past  several  years  our 
per  person  share  of  the  premium  for  the  health  plan  has  risen  from 
$  116.82  in  1991,  to  $  137.89  in  1992,  to  $  144.78  in  1993.  We 
expect  that  we  may  benefit  a  small  amount  from  purchasing  our 
employee  health  plans  through  a  regional  health  alliance;  however, 
the  President's  Health  Security  Act  still  allows  those  premiums  to 
rise  by  up  to  6%  per  year. 

During  this  same  three  year  period,  the  state  of  Illinois  was  in 
economic  recession.  In  1991,  the  state  froze  provider  rates.  In 
1992,  the  state  cut  provider  rates.  In  1993,  the  state  increased 
provider  rates  by  3%.  In  order  for  us  to  continue  to  pay  the 
premium  for  the  health  plan  for  our  employees,  a  responsibility  we 
believe  we  must  continue  as  a  "health  agency",  we  reduced  the  other 
aspects  of  our  budget,  froze  salaries  and  reduced  the  number  of  our 
staff.  The  end  result  of  all  of  these  measures  is  a  weaker 
organization.  Moreover,  the  quality  and  quantity  of  our  services 
are  diminished.  And  last,  but  by  no  means  least,  the  amount  of 
private  philanthropic  dollars  we  are  able  to  raise  in  our  community 
are  forced  to  be  directed  to  subsidize  inadequate  financing  from 
government  rather  than  to  provide  the  advocacy  and  other  services 
to  which  we  should  be  allocating  our  private  dollars. 

If  national  health  care  reform  is  going  to  contain  an  employer 
mandate,  then  Congress  must  include  an  equity  provision  for  the 
health/  human  and  social  service  not-for-profit  sector  so  that  our 
agencies  and  thus  our  constituencies  do  not  suffer  because  of  the 
inadequacies  or  whims  of  state  government  in  their  privatization 
of  their  roles  and  responsibilities.  UCPA  recommends  a  direct 
subsidy  to  either  the  employee  or  to  the  not-for-profit  corporation 
rather  than  a  mandate  to  local  and  state  governments  to  recognize 
the  health  care  premium  cost  as  part  of  our  contracts.  Our 
experience  tells  us,  unfortunately,  that  they  will  respond  to  the 
health  care  premium  by  reallocating  our  contract  budgets  and 
mandate  reducing  our  reimbursement  in  other  cost  centers.  This  is 
a  lose-lose  proposition. 

2.  Sheltered  Workshops   and  Supported  Employment.      Many  of  our 
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affiliates  provide  employment  services  either  through  sheltered 
workshops  or  in  community  supported  employment  programs,  where  we 
employ  people  with  disabilities  who  demonstrate  varying  levels  of 
productivity  to  work  on  private  subcontracts  or  to  work  in 
community  employment  sites.  Many  of  these  employees  are  currently 
eligible  for  Supplemental  Security  Income  (SSI)  from  the  Social 
Security  Administration,  and  in  most  states  a  Medicaid  card  because 
their  earnings  are  low.  Since  the  President's  Health  Security  Act 
proposes  to  use  state  and  federal  Medicaid  to  finance  premiums  for 
Medicaid  recipients  through  the  regional  alliance,  UCPA  recommends 
that  non-profit  employers  employing  SSI  recipients  in  sheltered 
workshops  or  supported  employment  should  be  exempted  from  paying 
premiums  for  employees  receiving  SSI.  UCPA  further  recommends  that 
non-profit  employers  operating  sheltered  workshops  or  supported 
employment  programs  be  reguired  to  provide  premiums  for  non-SSI 
eligible  employees  and  their  dependents,  but  should  be  allowed  to 
utilize  the  tax  deduction  of  the  for-profit  companies  with  which 
they  contract. 

3.  Personal  Assistance  and  other  services  purchased  by  individuals 
or  families.  Persons  with  disabilities  act  as  employers  in 
purchasing  consumer-directed  personal  assistance  services  which 
they  need  to  lead  independent,  productive  lives.  Families  with 
children  with  disabilities  are  also  employers  of  a  variety  of 
employees  for  respite  care,  homemaker,  and  personal  assistance 
services.  As  employers,  these  families  and  individuals  are 
responsible  for  payment  of  the  employer's  share  of  FICA,  and  other 
employer  responsibilities  for  the  person (s)  that  they  employ.  It 
seems  reasonable  to  require  these  employers  to  contribute  to  the 
health  insurance  premiums  of  the  person  they  employ.  This 
obligation,  consistent  with  the  proposals  in  the  President's  Health 
Security  Act,  could  be  limited  to  3.5%  of  the  average  annual  wages 
per  full  time  equivalent  that  they  pay  to  the  extent  that  the  wages 
of  their  employee  is  under  $12,000  (which  would  rise  to  4.4%  for 
average  annual  wages  per  full-time  equivalent  of  $12 , 000-$15 , 000)  . 
The  employee's  obligation  is  limited  to  3.9%  of  family  income. 
However,  we  urge  Congress  to  keep  these  mandated  payments  in  mind 
when  authorizing  states  to  create  vouchers  or  direct  cash  payments 
in  the  proposal  for  a  new  home  and  community  based  long  term  care 
benefit.  Xhese  direct  payments  to  individuals  and  families  must  be 
sufficient  to  pay  reasonable  wages  as  well  as  meet  all  legal 
employer  mandates  including  the  employer's  contribution  to  the 
health  insurance  premiums  for  the  employee  and  dependents. 

Thank  you  for  the  opportunity  to  present  our  issues  today.  We  look 
forward  to  working  with  you  and  your  staff  to  address  these  issues 
and  provide  legislative  solutions  which  will  assure  health  security 
for  all  Americans,  including  Americans  with  disabilities,  and  the 
not-for-profit  health,  social  and  human  service  providers. 
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NATIONAL  HEALTH  CARE  REFORM 


•  UCPA  opposes  small  group  insurance  reform  initiatives  as  inadequate  for  and  possibly  diverging 
from  comprehensive  health  care  reform  goals; 

•  UCPA  supports  the  development  of  a  single  payer  system  as  the  most  effective  and  efficient  way 
to  achieve  comprehensive  health  care  reform  goals; 

•  UCPA  is  willing  to  consider  other  options  and  may  support  certain  features  of  a  "play  or  pay  " 
approach  to  the  extent  that  they  promote  the  goals  for  comprehensive  health  care. 

We  affirm  UCPA's  commitment  to  comprehensive  health  care  reform  established  by  the  Members  of  the 
Corporation  in  its  Resolution  on  Access  to  Health  Care  on  May  4,  1991.  Persons  with  disabilities  or 
chronic  illness  are  increasingly  vulnerable  in  the  voluntary  private  health  insurance  marketplace  and  in 
the  existing  residual  public  health  insurance  programs  under  the  growing  pressure  of  cost  containment 
in  the  health  care  financing  system.  We  support  the  enactment  of  comprehensive  health  care  reform 
which  ensures: 

(1)  universal  access  for  all  persons  regardless  of  income,  health  status,  employment  status,  disability, 
age,  race,  sex  or  geographic  residence; 

(2)  comprehensive  coverage  for  all  needed  health  related  services  including  but  not  limited  to  hospital 
and  primary  care;  preventive  care  and  health  education;  rehabilitation  services,  including  physical 
therapy,  occupational  therapy,  audiology,  speech-language  pathology  services,  respiratory 
therapy,  cognitive  and  behavioral  therapies,  psychiatric  rehabilitation,  and  therapeutic  recreation: 
assistive  technology;  home  care;  mental  health  and  counseling  services;  prescription  drugs 
(including  the  use  of  off-label  and  "experimental"  drugs  if  that  is  what  one's  doctor  recommends 
as  the  best  treatment),  biologicals  and  medical  foods;  personal  assistance  services  and  independent 
living  services;  and  care  coordination  services  which  ensure  appropriate  and  cost-efficient  health 
care; 

(3)  freedom  of  choice  for  users  to  choose  their  own  health  care  providers; 

(4)  effective  cost  containment  measures  which  reduce  unnecessary  costs,  constrain  inappropriate 
utilization,  but  provide  adequate  reimbursement  to  ensure  the  availability  of  competent  personnel: 

(5)  avoidance  of  rationing  by  emphasis  on  reduction  in  administrative  waste  associated  with  voluntary 
private  insurance,  and  reduction  in  excess  capacity  by  shifting  resources  from  high  tech  acute  care 
to  prevention,  rehabilitation,  and  chronic  care  management; 

(6)  health  care  costs  distributed  equitably  throughout  the  population  rather  than  relying  on  experience 
rating  or  the  use  of  high  deductibles  and  copayments  which  penalize  persons  who  need  health 
care; 

(7)  continued  support  for  basic  biomedical  and  mental  health  research  that  will  improve  the  delivery 
of  cost-conscious  quality  health  care; 

(8)  quality  assurance  standards  for  all  health  care  providers  with  federal  and  state  responsibility  for 
data  collection,  evaluation,  and  monitoring  of  appropriate  treatment  and  utilization. 

(9)  delivery  of  health  care  services  for  chronic  health  conditions  in  a  way  that  minimizes  interference 
with  normal  activities; 
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(10)     protection  of  patients'  rights  and  assurance  that  health  care  users  have  full  participation  in 
decision-making  at  all  levels  of  government  which  affect  health  care  policy. 


Adopted: 
Adopted: 
Approved: 


Governmental  Activities  and  Advocacy  Committee,  1/26/92 
Executive  Committee,  2/1/92 
Board  of  Directors,  4/1/92 
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ACCESS  TO  HEALTH  CARE 

WHEREAS,  people  with  cerebral  palsy  and  other  similar  disabilities  are  often  denied  private  health 
insurance  even  when  their  health  care  needs  are  similar  to  persons  in  excellent  health;  and 

WHEREAS,  many  persons  with  disabilities  with  private  health  insurance  are  inadequately  protected 
because  of  pre-existing  condition  exclusions  and  limitations  on  covered  services;  and 

WHEREAS,  many  people  with  cerebral  palsy  and  other  similar  disabilities  need  access  to  rehabilitation 
services,  assistive  technology,  personal  assistance  services,  and  other  health -related  services  in  order  to 
maximize  their  capability  for  independence  which  often  are  not  covered  by  health  insurance:  and 

WHEREAS,  persons  with  disabilities  often  have  to  pay  a  disproportionate  share  of  their  income  for 
health-related  expenses  or  forego  needed  services;  and 

WHEREAS,  private  health  insurance  is  substantially  unregulated  at  the  state  level  because  of  the 
Employee  Retirement  Income  and  Security  Act  (ERISA)  pre-emption  at  the  federal  level  and  yet  remains 
unregulated  at  the  federal  level;  and 

WHEREAS,  various  policy  options  such  as  exemption  from  state  mandates  or  the  creation  of  high  risk 
pools  fail  to  establish  a  viable  means  to  finance  comprehensive  health  care  for  persons  with  cerebral  palsy 
and  other  severe  disabilities;  and 

WHEREAS,  the  current  fragmentary  system  of  multiple  payers  has  failed  to  achieve  effective  cost 
controls,  or  a  rational  allocation  of  health  resources,  and  contributes  to  substantial  administrative  waste; 
and 

WHEREAS,  the  current  emphasis  on  medical  underwriting  and  experience  rating  within  employer  groups 
jeopardizes  access  to  health  care  for  many  persons  with  disabilities  or  chronic  illness  and  creates 
incentives  for  preferred  risk  selection  rather  than  for  spreading  risks  throughout  the  population  so  that 
all  persons  can  have  equal  access  to  needed  health  care;  and 

WHEREAS,  other  countries,  like  Canada,  have  demonstrated  that  universal  access  to  comprehensive 
health  care  is  compatible  with  cost  containment  and  with  an  equitable  distribution  of  health  care  costs; 
and 

WHEREAS,  the  disability  community  is  a  potentially  powerful  constituency  which  can  clearly  articulate 
the  goals  for  access  to  health  care  from  a  consumer  perspective  which  is  different  from  an  employer 
perspective,  a  jffovider  perspective,  or  an  insurer  perspective;  and 

WHEREAS,  access  to  health  care  cuts  across  many  of  UCPA's  other  priorities  including  early 
intervention,  family  support,  assistive  technology,  and  employment  all  of  which  can  greatly  be  promoted 
by  greater  access  to  health  care  funding;  and 

WHEREAS,  persons  with  disabilities  represent  less  than  10  percent  of  the  37  million  uninsured  persons 
in  the  U.S.  who  the  government  must  help  to  remove  the  pre-existing  condition  of  poverty  which  remains 
a  major  obstacle  to  health  insurance; 

THEREFORE  BE  IT  RESOLVED  that  UCPA,  Inc.  and  its  166  affiliates  support  the  creation  of  a 
health  care  financing  system  which  ensures  access  to  comprehensive  health  care  for  all  persons  regardless 
of  ability  to  pay,  health  status,  disability,  age,  race,  sex,  or  geographic  residence,  and  an  equitable 
distribution  of  health  related  costs. 
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BE  IT  FURTHER  RESOLVED  that  in  working  toward  universal  access  with  comprehensive  health 
benefits,  UCPA  supports  minimum  federal  requirements  for  health  benefits  with  supplementary  coverage 
through  a  social  insurance  mechanism  for  health  related  services  which  are  not  covered  by  the  standard 
minimum  health  benefits. 

BE  IT  FURTHER  RESOLVED  that  the  goals  of  health  insurance  reform  should  be:  (1)  to  expand  the 
definition  of  health  from  the  absence  of  disease  and  impairment  to  include  the  on-going  management  of 
chronic  conditions,  (2)  to  develop  a  health  care  financing  mechanism  which  covers  on-going  maintenance 
health  needs,  and  (3)  to  distribute  health  care  costs  in  an  equitable  way  throughout  the  population. 

BE  IT  FURTHER  RESOLVED  that  UCPA  work  closely  with  other  disability  groups  to  develop  a 
disability  perspective  on  access  to  health  care  and  concentrate  on  linking  the  disability  community  to  the 
larger  movement  for  universal  access  to  health  care  and  health  insurance  reform. 


Approved: 


Members  of  the  Corporation.  5/4/91 
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Mr.  Kopetski.  Thank  you  for  coming  to  Washington  and  provid- 
ing us  that  information. 

Now,  Mr.  Smith,  in  addition  to  control  of  the  benefits  offered  by 
the  employer,  what  other  considerations  would  contribute  to  an  em- 
ployer's decision  to  elect  out  of  a  regional  alliance? 

Mr.  Smith.  To  elect  out  of  a  regional  alliance? 

Mr.  Kopetski.  Yes. 

Mr.  Smith.  Well,  first  of  all,  they  would  not  really  have  the  op- 
tion to  control  the  benefit  offered  since  benefit  design  is  off  limits 
under  the  rules  in  the  Health  Security  Act.  I  think  that  there  are 
numerous  factors  in  the  Health  Security  Act  which  contribute  to  a 
decision  to  opt  in. 

I  see  essentially  no  incentives  for  a  firm  to  opt  out.  In  terms  of 
opting  in,  in  addition  to  the  1  percent  payroll  tax,  you  have  a  re- 
gional alliance  sitting  there  with  90  percent  or  so  of  the  market, 
making  it  very  difficult  for  an  employer  to  go  ahead  and  do  the  in- 
novative things  that  employers  have  been  doing  to  bring  down 
costs. 

Mr.  Kopetski.  OK,  thank  you.  Mr.  Desjardins,  we  had  Secretary 
Bentsen  here  a  couple  days  ago,  and  he  answered  a  lot  of  questions 
on  the  President's  proposal.  One  of  the  areas  that  I  queried  him 
about  was  exactly  your  testimony,  the  problems  over  the  years  of 
employee  classification  and  what  is  an  independent  contractor, 
what  is  an  employee,  and  I  think  in  the  summary  of  his  testimony 
he  said  that  he  was  working  with  a  variety  of  groups.  I  hope  yours, 
the  direct  sellers,  et  cetera,  but  the  intent  was  not  to  create  new 
regulations  and  a  new  bureaucracy,  but  to  borrow  on  existing  law 
and  regulations. 

And  I  guess  one  of  my  questions  is  are  you  working  with  Treas- 
ury in  your  organization  and  modifying  this  aspect  of  the  proposal? 

Mr.  Desjardins.  Yes,  we  are  working  with  the  IRS  folks,  but  we 
have — the  effort  has  been  to  clarify  and  perhaps  simplify  the  20- 
factor  test  that  is  now  used.  That  test  is  very  difficult  to  use,  very 
subjective.  There  are  no  rules  regarding  if  you  fail  a  certain  num- 
ber of  those  20  factors,  you  know,  how  many  do  you  have  to  fail 
before  a  worker  is  no  longer  an  independent  contractor. 

That  whole  issue  is  very  confusing,  but  we  do  have  the  comfort 
that  the  safe  harbor  is  there.  Our  concern  with  this  provision  is 
that  we  would  lose  that  safe  harbor  and  companies  like  our  com- 
pany would  no  longer  be  able  to  use  these  small  independent  con- 
tractors because  of  the  risk  of  reclassification  as  employees. 

We  would  only  be  able  to  use  the  larger  companies,  and  it  would 
put  those  small  independent  contractors,  in  my  opinion,  out  of  busi- 
ness and  prevent  new  small  businesses  from  emerging  because  peo- 
ple just  wouldn't  employ  them. 

Mr.  Kopetski.  Your  industry,  probably  more  than  any  other  in 
this  Nation,  has  wrestled  with  this  whole  issue  for  dozens  of  years, 
and  I  think  that  you  must  recognize  that  if  you  add  mandated 
health  care  coverage  to  employers,  there  may  be  a  lot  more  incen- 
tive for  other  kinds  of  industries  to  game  the  system,  and  therefore 
we  must  ensure  that  there  is  protection  for  true  employees. 

Mr.  Desjardins.  Well,  I  agree  with  that,  but  what  we  need  is 
some  clear  ground  rules  of  what  is  an  employee  and  what  is  an 
independent  contractor.  The  way  we  read  this  provision,  the  only 


450 


way  we  could  treat  anyone  as  an  independent  contractor  is  with  a 
written  IRS  ruling,  and  we  don't  ever  see  that  happening.  We  don't 
see  IRS  issuing  all  those  written  rulings. 

Mr.  Kopetski.  In  advance  of  trying  to  do  business.  It  is  the  pre- 
determination by  IRS  that  is  the  problem? 

Mr.  Desjardins.  Yes. 

Mr.  Kopetski.  That  seems  like  something  we  could  work  out.  We 
certainly  wouldn't  want  to  throw  away  the  whole  plan  because  of 
this,  assuming  that  we  can  work  it  out.  I  want  to  thank  you  for 
your  testimony. 

I  now  recognize  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman.  Mr.  Desjardins,  I  was 
interested  in  your  presentation  relative  to  the  classification  of  em- 
ployees as  independent  contractors,  and  I  would  like  to  explore  that 
a  little  bit  more  with  you,  if  I  may. 

As  I  read  your  testimony,  an  employer  can  classify  the  recipient 
of  payments  as  an  independent  contractor  only  if  the  employer  has 
not  been  notified  by  the  IRS  that  that  worker  is  an  employee.  That 
is  the  way  I  read  your  testimony,  and  that  is  very  confusing  to  me. 

Mr.  Desjardins.  I  apologize  for  the  way  that  was  worded.  I  think 
that  was  worded  very  confusingly.  My  understanding  is  that  in 
order  for  a  general  contractor  such  as  ourselves  to  classify  a  worker 
as  an  independent  contractor,  we  must  first  have  a  written  ruling 
from  the  IRS  that,  yes,  that  he  is  an  independent  contractor. 

Mr.  Archer.  Oh,  OK. 

Mr.  Desjardins.  As  I  said  earlier,  I  just  don't  see  IRS  issuing  all 
those  written  rulings. 

Mr.  Archer.  That  is  what  I  heard  your  oral  testimony  to  say, 
and  that  was  clear  to  me,  but  when  I  read  your  written  testimony 
it  became  unclear,  and  I  just  wanted  to  be  sure  that  we  were  on 
the  same  wavelength  in  that  regard. 

As  I  read  the  Clinton  proposal,  it  requires  that  premiums  be  paid 
in  the  case  of  a  two-earner  family,  and  I  must  say  that  I  am  not 
going  to  ask  this  question  right  now,  but  it  seems  to  me  it  is  a  tre- 
mendous burden  on  employers  to  try  to  determine  who  should  pay 
what  where  you  have  got  both  spouses  working  for  two  different 
employers. 

It  seems  to  me  like  that  is  going  to  be  an  absolute  nightmare  for 
every  employer,  but  the  question  I  want  to  ask  is  this:  You  have 
this  situation,  the  Clinton  plan  requires  that  the  premiums  paid  by 
husband  and  wife  would  be  more  than  $5,800.  Could  you  tell  us  a 
likelihood  of  a  family,  based  on  your  experience  and  knowledge  in 
this  situation,  for  which  this  premium  would  not  mean  a  substan- 
tial tax  increase? 

In  other  words,  can  you  give  this  committee  some  examples  of  a 
husband  and  wife  that  are  required  under  the  Clinton  plan  to  pay 
$5,800;  that  is,  employer  and  employee  contribution,  where  this 
would  not  be  an  increase  over  and  above  the  current  situation? 

Mr.  Desjardins.  I  couldn't  give  you  an  example. 

Mr.  Smith.  I  think  that  there  may  be  employers  out  there  who 
are  averaging  more  than  that  per  employee.  I  think  they  are  rel- 
atively few  and  far  between.  Our  preference  is  to  retain  financing 
that  is  truly  premium-based  rather  than  anything  that  looks  like 
a  tax  and  takes  away  incentives  to  manage  costs. 


451 

Mr.  Archer.  Well,  it  is  interesting  that  as  you  sit  here  and  you, 
obviously,  are  rolling  around  in  your  mind  where  this  would  occur 
that  it  would  be  extremely  rare  for  coverage  for  husband  and  a  wife 
today  to  cost  over  $5,800,  so  the  effect  of  that  is  that  the  over- 
whelming majority  of  people  who  are  currently  covered  are  going 
to  be  paying  more  if  you  couple  both  the  employer  and  the  em- 
ployee contribution. 

It  looks  to  me  like  it  is  going  to  be  more  than  40  percent  of  the 
people  who  are  currently  covered  that  are  going  to  pay  more  under 
the  Clinton  plan  than  what  they  are  paying  today.  If  any  one  of 
you  disagrees  with  that,  I  would  appreciate  your  response. 

Mr.  Weed.  Well,  Mr.  Archer,  in  the  retail  industry  it  would  be 
a  substantial  increase.  I  know  that  in  our  industry,  my  own  em- 
ployers, it  would  be  at  least  50  or  60  percent  of  our  dual  family 
workers,  and  a  number  of  our  family  members  or  a  number  of  our 
employees  are  dual  family  workers,  would  have  a  substantial  in- 
crease. 

It  would  go  from  approximately  $3,800  to,  as  you  say,  $5,800, 
which  is  $2,000. 

Mr.  Archer.  We  are  having  a  debate  right  now  on  Capitol  Hill 
as  to  how  the  Congressional  Budget  Office  is  going  to  classify  what 
the  Clinton  plan  calls  a  premium,  and  I  would  just  like  to  get  your 
opinion  of  whether  this  is  a  premium  or  a  payroll  tax  because  as 
I  understand  the  plan,  there  is  not  a  fee. 

Once  you  hit  the  cap  of  7.9  percent,  there  is  not  simply  a  pre- 
mium fee  per  employee  for  the  coverage,  it  continues  to  go  up  as 
an  employee  works  overtime  or  whatever  at  7.9  percent  of  payroll. 

Would  you  tend  to  believe  that  this  is  more  comparable  to  a  pay- 
roll tax  rather  than  a  premium  for  health  insurance? 

Mr.  Smith.  Mr.  Archer,  I  am  not  a  tax  attorney  so  I  won't  try 
to  answer  whether  it  is  a  tax.  What  I  can  say  is  it  is  not  a  pre- 
mium. It  doesn't  meet  anv  of  our  concepts  of  what  a  premium  looks 
like.  A  premium  means  that  an  employer  and  their  employees'  pur- 
chase benefits,  and  the  cost  relates  to  how  they  go  about  doing 
that. 

Under  this  plan,  particularly  for  employers  going  to  regional  alli- 
ances, the  costs,  with  some  very  limited  exceptions,  are  based  on 
factors  other  than  how  the  employer  purchases. 

Mr.  Weed.  Mr.  Archer,  in  my  written  and  oral  testimony  we 
refer  to  this  in  our  industry  as  a  tax.  We  do  not  believe  it  is  a  pre- 
mium. They  can  spin  it  how  they  want.  It  will  be  a  7.9  percent  be- 
ginning payroll  tax,  and  we  believe  also  it  will  only  be  the  begin- 
ning. We  believe  it  will  go  up,  and  we  believe  it  will  go  up  rapidly. 

Mr.  Cardin.  Will  my  colleague  yield  for  a  moment  on  that  point? 

Mr.  Archer.  I  will  be  happy  to  yield. 

Mr.  Cardin.  If  we  eliminated  the  cap  so  there  was  no  protection 
that  it  would  not  exceed  a  certain  percentage  of  payroll  so  that  the 
costs  to  the  employers  would  be  at  a  minimum  80  percent  of  the 
average  cost  premium,  would  that  solve  the  problem  of  a  premium 
versus  tax? 

Mr.  Archer.  You  have  to  ask  the  witnesses. 

Mr.  Cardin.  I  guess  you  are  assuming  that  companies  would  be 
paying  a  certain  percentage  of  payroll  rather  than  a  premium  relat- 
ed to  the  cost  of  the  health  care  benefits.  If  we  didn't  put  that  safe- 
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ty  valve  in,  would  it  then  be  more  acceptable  as  a  traditional  pre- 
mium? 

Mr.  Weed.  I  believe  it  would  more  fit  the  definition  of  a  premium 
than  a  tax,  but  I  don't  know  that  that  would  be  acceptable  to  the 
business  community,  either. 

Mr.  Smith.  Mr.  Cardin,  if  I  might  add,  two  points.  One,  the  7.9 
is  not  a  hard  cap.  There  are  a  lot  of  situations  in  which  employers 
could  well  end  up  paying  above  7.9,  and  I  believe  that  has  been  a 
mistake  that  has  been  made. 


as  I  understand  what  the  President's  proposal  is  trying  to  do,  it  is 
to  offer  certain  protection  to  employers  that  the  cost  would  not  ex- 
ceed a  certain  amount  of  their  payroll.  I  think  it  was  offered  as  a 
help  to  the  business  community  to  ensure  that  their  costs  would 
not  exceed  a  certain  amount,  but  if  it  is  looked  upon  as  creating 
an  additional  tax  burden,  then  perhaps  the  easiest  way  to  resolve 
that  issue  is  to  take  the  cap  out  of  the  provisions  and  therefore  the 
cost  would  be  strictly  based  upon  the  premium  cost. 

Mr.  Smith.  I  don't  believe  that  would  be  the  case.  Looking  at  how 
an  employer  would  pay  under  the  administration  proposal  if  the 
cap  was  eliminated,  the  employer  would  pay  80  percent  of  the  aver- 
age weighted  premium  in  the  regional  alliance.  That  has  nothing 
to  do  with  how  an  employer  might  think  of  a  premium  today,  going 
out  and  buying  benefits  and  trying  to  get  the  cost  down. 

Mr.  Archer.  If  I  may  reclaim  my  time,  I  would  simply  say  that 
irrespective  of  the  motivation  to  my  friend  from  Maryland,  a  tax 
is  a  tax,  and  we  don't  look  when  we  pa  s  new  revenue  measures 
in  this  committee  as  to  whether  the  motivation  is  such  that  it 
might  change  the  characterization  of  whether  it  is  or  is  not  a  tax, 
but  I  am  very  interested,  and  this  will  be  my  last  question,  Mr. 
Chairman.  You  have  been  very  indulgent.  You  comment  that  under 
the  Clinton  plan  it  actually  is  possible  for  an  employer  to  have  to 
pay  more  than  the  7.9  percent.  Can  you  explain  that? 

Mr.  Smith.  There  would  not  be  a  legal  requirement  that  any  em- 
ployer pay  more  than  the  7.9  percent.  However,  looking  at  how  all 
this  would  play  out  in  the  real  world,  there  may  be  a  fair  number 
of  employers  paying  over  7.9  percent — 7.9  percent  refers  solely  to 
the  minimum  contribution  an  employer  is  required  to  make.  How- 
ever, an  employer  is  permitted  to  make  an  additional  contribution, 
and  as  I  mentioned  in  my  testimony,  there  are  situations  in  which, 
for  example,  unionized  workers  have  said  they  are  going  to  strike 
over  minimal  imposition  of  employee  cost  sharing.  If  unionized 
workers  are  offered  the  minimum  employer  premium  required 
under  the  Clinton  plan,  my  guess  is  they  are  going  to  bargain  for 
additional  payments. 

Mr.  Archer.  So  where  you  have  a  collective  bargaining  situation, 
you  could  be  faced  with  either  having  to  take  a  strike  or  pay  more 
than  the  7.9  percent,  is  that  basically  what  you  are  saying? 
Mr.  Smith.  Effectively. 
Mr.  Archer.  Thank  you  very  much. 

Mr.  Kopetski.  We  have  a  saving  in  Oregon,  Mr.  Archer,  that  if 
it  walks  like  a  duck  and  talks  like  a  duck,  guess  what? 
Mr.  Cardin  may  inquire. 


Mr.  Cardin.  But  if  my  colle; 


would  continue  to  yield  to  me, 


453 


Mr.  Cardin.  Thank  you,  Mr.  Chairman.  I  don't  want  to  continue 
the  debate  with  Mr.  Archer  on  the  characterizations  here,  but,  Mr. 
Smith,  I  was  just  curious  when  you  said  that  you  are  paying  the 
average  cost  of  the  weighted  average  cost  of  the  health  care  plans, 
and  that  that  is  not  a  traditional  premium.  It  seems  to  me  insur- 
ance premiums  are  an  average  cost  in  a  community  for  particular 
risks,  and  although  employers  may  be  used  to  paying  the  premium 
based  upon  their  own  employees,  they  will  not  with  community  rat- 
ing. I  don't  know  if  I  agree  with  your  characterization  that  this  is 
not  a  premium,  and  I  wanted  just  to  correct  the  record  to  that  par- 
ticular point. 

I  want  to  go  to  another  aspect,  and  that  is  the  deductibility  issue. 
I  think,  Mr.  Smith,  you  raised  this  in  your  testimony.  It  does  seem 
like  the  current  system  and  the  President's  proposal  would  allow 
high  cost,  perhaps  inefficient  plans  where  the  employer  pays  100 
percent  of  the  costs  and  the  employees  pay  no  deductibles  or  copays 
to  enjoy  favorable  tax  treatment,  and  yet  you  could  have  a  very 
cost-effective  plan  where  the  employee  pays  20  percent  and  copays 
and  deductibles  and  it  doesn't  get  a  favorable  tax  treatment. 

I  was  wondering  whether  you  had  any  suggestions  as  to  how  we 
could  perhaps  modify  the  Tax  Code  to  encourage  a  more  efficient 
use  of  tax  incentives  to  encourage  more  cost-effective  health  care. 

Mr.  Smith.  Yes.  First,  the  President  is  placing  the  tax  cap,  albeit 
one  that  is  out  several  years,  on  the  right  side.  That  is,  the  tax  cap 
is  on  the  exclusion  side,  and  we  think  it  ought  to  remain  there. 
Employers  paying  a  majority  of  costs,  as  we  believe  they  should 
pay,  already  have  sufficient  financial  incentive  to  be  prudent  pur- 
chasers, assuming  they  have  opportunity  to  purchase. 

The  cap  in  the  President's  plan  should  be  expanded  to  move  be- 
yond benefits  to  a  formula  that  establishes  a  $1  cap  on  the  exclu- 
sion. Our  health  task  force  at  APPWP  developed  a  particular  for- 
mula, and  I  would  be  pleased  to  submit  that  for  the  record. 

I  think  it  is  important,  though,  to  establish  the  principle  that  an 
efficient  plan  ought  to  be  the  benchmark  for  setting  the  tax  cap. 

[The  following  was  subsequently  received:] 
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Association  ol  Private  Pension  and  Welfare  Plans 


December  6,  1993 
Ms.  Janice  Mays 

Chief  Counsel  and  Staff  Director 
Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Washington,  DC  20515-6348 


Dear  Ms.  Mays: 

During  the  Ways  and  Means  Committee's  November  19  hearing  on  financing 
provisions  of  the  Administration's  proposed  Health  Security  Act,  I  responded 
to  a  question  from  Representative  Cardin  concerning  tax  code  modifications  to 
encourage  more  cost-effective  health  care.     At  that  time,  I  promised  to 
provide  for  the  record  APPWP's  suggested  formula  for  setting  a  cap  on  the 
exclusion  of  employer-paid  health  benefits  from  employee  income. 

Our  tax  cap  formula  is  included  in  APPWP's  comprehensive  health  reform  and 
universal  coverage  plan.     Under  the  formula,  the  employee  exclusion  from 
taxable  income  would  be  capped  at  the  value  of  our  proposed  basic  plan.  The 
basic  plan's  value  initially  would  be  calculated  by  averaging  the  three  most 
cost-effective,  qualified  providers  of  the  plan  (with  a  reasonable  demographic 
mix)  in  the  five  highest  cost  metropolitan  areas.    All  employees  would  be 
required  to  include  in  gross  income  the  fair  market  value  of  coverage  that 
exceeds  the  value  of  the  basic  plan,  minus  their  contribution  to  such 
coverage. 

The  cap's  value  would  be  updated  according  to  two  factors.     First,  over  time, 
lower  cost  metropolitan  areas  would  be  added  to  the  formula,  thereby  phasing- 
in  a  reduced  cap.     Second,  the  cap  would  be  updated  annually  consistent  with 
expenditure  targets  included  in  our  comprehensive  plan. 

Our  proposed  tax  cap  was  designed  to  achieve  two  goals.     First,  it  would  make 
beneficiaries  more  sensitive  to  health  program  costs  while  driving  down  demand 
for  less  cost-effective  care.     Second,  it  offers  Americans  broad  access  t& 
tax-free  health  plans  while  increasing  downward  pressure  on  costs  over  time. 

Our  proposal  would  not  limit  the  business  expense  deduction  for  health  benefit 
costs.     This  would  fairly  accommodate  those  situations  where  collectively- 
bargained  agreements  and  other  negotiated  benefits  agreements  result  in  health 
plans  that  exceed  the  value  of  the  basic  plan.     Additionally,  we  believe  that 
employers  should  pay  a  majority  of  workers'  health  benefit  costs.     This  is 
sufficient  incentive  for  cost-conscious  purchasing  by  employers. 

I  appreciate  this  opportunity  to  submit  APPWP's  views  for  the  record. 


Sincerely, 


Richard  I.  Smith' 
Director,  Health  Care  Policy 


cc:  The  Honorable  Benjamin  L.  Cardin 

1212  New  York  Avenue,  N.W.  •  Suite  1250  •  Washington,  D  C.  20005  •  (202)  289-6700  •  FAX  (202)  289-4582 
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Mr.  Cardin.  That  is  very,  very  helpful,  and  I  would  like  to  re- 
ceive that  information.  There  is  also  the  issue  of  the  division  of  the 
costs  between  the  employer  and  the  employee.  You  have  the  most 
cost-effective  plan.  Under  the  current  arrangements  if  the  employer 
pays,  it  is  100  percent  tax  favored,  but  if  the  employee  pays  any 
part  of  it,  it  is  not  favored  or  at  least  there  is  no  advantage  for  the 
employee  to  pay  the  cost.  They  have  to  use  aftertax  dollars. 

Have  you  taken  a  look  at  whether  it  would  be  advisable  to  allow 
the  employee  the  opportunity  to  perhaps  use  pretax  dollars  to  pay 
the  premium  cost  that  the  employee  is  required  to  pay  in  order  to 
offer  incentives  for  employers  to  get  the  employees  more  sensitive 
to  the  cost  of  health  care? 

Mr.  Smith.  There  are  two  issues.  One  is  revenue  and  the  other 
is  cost-conscious  choice.  If  you  allow  employees  to  use  pretax  dol- 
lars to  pay  their  share  of  premium  costs  you  are  not  going  to  get 
the  revenue  that  it  appears  the  administration  is  anticipating. 

On  the  other  hand,  that  doesn't  mean  it  is  a  bad  idea.  There  are 
a  lot  of  employers  who  believe  that  they  have  successfully  used  caf- 
eteria plans  to  inculcate  the  kind  of  cost-conscious  choice  that  you 
just  mentioned. 

Mr.  Cardin.  That  is  a  good  point.  The  cafeteria  plan,  of  course, 
presents  that  opportunity.  One  would  argue,  though,  that  that  may 
be  defeating  some  of  the  copays  and  deductible  issues,  but  under 
the  Clinton  plan,  of  course,  there  is  a  restriction  on  the  cafeteria 
plans.  It  is  phased  out.  I  appreciate  your  comments.  Thank  you, 
Mr.  Chairman. 

Mr.  Kopetski.  Mr.  Reynolds. 

Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  I  apologize  to  the  panel 
for  missing  your  testimony,  but  I  have  been  trying  to  catch  up  here 
as  I  look  through  your  prepared  statements. 

Mr.  Weed,  assuming  that  we  intend  to  fulfill  the  President's  com- 
mitment to  universal  coverage,  our  biggest  number  of  uninsured 
are  probably  working,  but  many  of  them  part-time,  and  in  your  in- 
dustry 17  hours  becomes  a  work  of  art.  It  is  an  industry  run  on 
16V2-hour  work  weeks,  and  perhaps  that  makes  sense  due  to  the 
uneven  nature  of  your  selling  cycles  and  because  the  full  benefits 
would  be  a  burden  on  many  of  your  members. 

Could  you  or  would  you  find  that  a  minimum  hourly  benefit  pay- 
ment, and  let's  talk  in  the  neighborhood  of  50  cents  to  $1  an  hour, 
would  break  your  members?  Let's  say,  if  somebody  works  10  hours, 
you  contribute  75  cents  an  hour. 

I  would  liken  it  to  an  increase  in  the  minimum  wage,  so  for  a 
full-time  worker  you  wouldn't  have  any  increase  because  they 
would  already  have  benefits,  but  for  the  kid  on  Christmas  vacation 
who  fills  in  during  the  holiday  rush,  you  would  have  to  pay  60 
cents  an  hour,  and  so  would  all  of  your  competitors,  so  would  the 
guy  out  on  the  corner,  if  we  could  catch  him,  with  the  stand  on  the 
street,  so  would  Gap,  so  would  Lerner.  They  would  all  pay.  Could 
you  live  with  that? 

Mr.  Weed.  Mr.  Stark,  I  am  not  sure  I  can  address  that  directly 
from  the  association's  standpoint,  but  in  preparing  for  testimony 
today,  I  did  a  study  on  the  President's  current  plan  we  believe 
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would  be  the  equivalent  of  about  in  excess  of  $2  per  hour.  We  can't 
live  with  that. 

Mr.  Stark.  I  am  not  here  to  defend  the  President's  plan.  I  am 
trying  to  find  something  I  can  get  some  support  for.  I  am  sure  that 
your  members  would  say  nothing  and  would  want  to  keep  it  the 
way  it  is,  but  that  is  not  on  the  table,  either,  but  it  does  seem  to 
me  that  we  could  provide  a  plan  in  the  neighborhood  of  $1,500  to 
$1,800  a  year  for  an  under-65  adult,  putting  aside  family  coverage 
and  children's  coverage  and  so  forth,  so  if  you  take  $1,500  just  be- 
cause the  math  works,  or  you  take  $2,000  a  year,  that  is  75  cents 
an  hour. 

If  the  employee  ought  to  pay  20  percent,  the  employer  80,  that 
gets  around  60  cents  an  hour.  I  am  thinking  not  only  for  your  com- 
panies, which  are  hardly  small  businesses  on  average,  but  for  the 
small  businesses  as  well.  We  have  raised  the  minimum  wage  5 
times  in  the  last  10  years,  and  your  businesses  haven't  suffered. 

As  a  matter  of  fact,  your  employment  has  probably  gone  up,  and 
so  I  am  suggesting  that  if  we  were  going  to  have  to  provide  this 
minimum  coverage  for  everybody,  one  way  to  have  all  of  the  busi- 
nesses do  it  is  to  establish  a  minimum.  That  doesn't  suggest  that 
for  your  executives  you  would  not  want  to  do  something  more  gen- 
erous. You  have  got  to  kick  in,  I  don't  care  whether  Zoe  Baird  pays 
60  cents  an  hour  for  her  babysitter.  Everybody  pays  whether  it  is 
1  hour  a  year  or  1,900  hours,  that  is  the  minimum. 

If  you  provide  insurance  you  don't  have  to  pay  the  60  cents,  you 
just  clip  something  to  their  W-2  form  and  you  are  given  credit  for 
it.  Isn't  that  a  simpler  plan  for  you? 

Mr.  Weed.  It  may  be  a  simpler  plan,  Mr.  Stark.  We  do  find  that 
a  number  of  those  people  that  are  labeled  as  uninsured  in  our  in- 
dustry, the  part-timers,  are  covered  either  by  parents  or  full-time 
jobs  elsewhere. 

Mr.  Stark.  But  you  are  missing  the  point. 

Mr.  Weed.  I  hear  you. 

Mr.  Stark.  This  way  nobody  escapes.  If  that  is  the  case,  where 
they  are  covered  elsewhere,  they  will  pay  that  employer.  They  work 
at  McDonald's  during  the  week  and  they  work  for  you  on  week- 
ends. Everybody  pays  their  share.  Can  you  subscribe  to  that? 

Mr.  Weed.  I  can't  speak  on  behalf  of  the  association  on  that 
issue,  but  I  can  ask  that  we  submit  written  testimony  to  you. 

Mr.  Stark.  Well,  it  would  be  helpful  for  you  to  think  about  it  be- 
cause I  think  that  for  you  to  remain  in  the  position  that  says  we 
don't  want  anything  mandated  or  legislated  doesn't  leave  you  at 
the  table  to  negotiate  with  us,  because  I  think  our  charge  is  to  find 
a  way  to  provide  universal  coverage  and  access,  and  a  large  num- 
ber of  those  people,  although  you  are  quite  right  that  they  may 
have  access  to  insurance  through  their  parents  or  other  workers, 
it  isn't  always  fair. 

There  is  no  reason  that  you  should  pay  because  your  full-time 
employee  goes  out  and  gets  a  second  job  being  a  wait  staff  person. 
You  shouldn't  be  covering  for  that  and  you  shouldn't  be  covering 
for  somebody  else's  spouse  because  you  have  a  generous  family 
plan  that  they  subscribe  to  and  at  their  other  place  of  employment 
they  don't. 
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It  cuts  both  ways,  but  it  would  help  us  if  you  had — if  you  could 
find  an  alternative  that  you  like  better  and  then  perhaps  we  could 
negotiate  because  you  do  represent  a  large  number  of  people  who 
are  in  this  part-time  category,  and  I  would  stipulate  to  you  that 
having  to  pay  a  full-time  rate  is  something  that  I  don't  think  works 
for  you,  and  I  am  sympathetic  to  that,  but  my  sympathy  builds  as 


The  minute  you  say  we  don't  want  any  plan,  I  begin  to  lose  sym- 
pathy and  say,  OK,  you  get  stuck  like  everybody  else,  so  it  is  an 
invitation,  and  I  will  extend  it  to  the  rest  of  the  panel.  We  are 
charged  with  getting  this  job  done. 

While  you  may  think  that  escaping  from  paying  anymore  solves 
your  problem,  it  doesn't,  because  all  it  does  is  say  you  aren't  going 
to  participate  in  the  plan  that  we  are  going  to  do  to  you.  I  would 
rather  do  it  with  you. 
Mr.  Kopetski.  Mr.  Kleczka  may  inquire. 
Mr.  Kleczka.  No  questions. 

Mr.  Kopetski.  I  want  to  thank  the  panel.  I  want  to  thank  the 
panel  for  providing  the  information,  and  I  am  sure  we  will  be  work- 
ing together  on  a  lot  of  these  issues. 

We  will  have  the  next  panel  come  forward  now,  Michael 
Bromberg  with  the  Federation  of  American  Health  Systems;  Geral- 
dine  Williamson,  American  Association  of  Occupational  Health 
Nurses;  James  Morrison,  National  Association  for  the  Self- 
Employed;  and  Dick  Davidson  with  the  American  Hospital  Associa- 
tion. 

Good  morning.  We  will  begin  with  Mr.  Bromberg,  Federation  of 
American  Health  Systems.  I  would  like  to  remind  the  panel  that 
your  entire  statements  will  be  made  part  of  this  record,  and  we  ask 
that  you  observe  the  5-minute  rule,  which  means  that  you  have 
about  1  minute  left  when  the  yellow  light  goes  on  and  no  seconds 
left  when  the  red  light  goes  on.  We  don't  shoot  you,  though. 

STATEMENT  OF  MICHAEL  D.  BROMBERG,  EXECUTIVE 
DIRECTOR,  FEDERATION  OF  AMERICAN  HEALTH  SYSTEMS 

Mr.  Bromberg.  Thank  you,  Mr.  Chairman.  I  am  Michael 
Bromberg,  executive  director  of  the  Federation  of  American  Health 
Systems,  and  we  represent  about  1,400  investor-owned  hospitals, 
health  systems,  and  managed  care  plans.  We  will  submit  our  state- 
ment and  briefly  summarize. 

First,  I  would  like  to  certainly  applaud  the  leadership  of  the 
President  and  the  First  Lady  in  putting  this  item  at  the  top  of  the 
agenda.  We  think  health  reform  is  an  absolute  necessity  for  the 
Congress  to  enact.  We  support  many  provisions  of  the  President's 
plan,  but  have  three  very  serious  objections  relating  to  the  use  of 
global  budgets  and  price  controls,  large  regulatory  health  alliances, 
and  Draconian  Medicare  and  Medicaid  cuts. 

We  support  the  managed  competition  bills  introduced  by  Con- 
gressmen Cooper,  Grandy,  Andrews,  and  others  on  this  committee, 
and  we  also  support  a  bill  to  be  introduced  by  Senator  Chafee  and 
Congressman  Thomas.  I  would  just  make  a  few  points  today  on  the 
issue  of  financing,  which  is  the  subject  of  this  hearing. 

First,  it  is  very,  very  rare  that  this  committee  has  an  opportunity 
to  enact  a  revenue-raising  provision  which  at  the  same  time  prom- 
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ises  to  restrain  the  costs  of  the  program  it  is  supposed  to  finance. 
That  comes  about  very  rarely.  It  is  particularly  important  in  this 
issue  because  you  are  considering  adding  37  million  new  Americans 
to  the  insurance  rolls,  and  you  want  to  make  sure  that  that  new 
demand  doesn't  drive  costs  through  the  roof. 

We  believe  the  way  to  do  that  is  to  have  a  tax  cap  both  on  the 
employer  deduction  and  the  employee  exclusion  in  order  to  change 
the  behavior  and  the  incentives  for  every  stakeholder  in  the  system 
from  hospitals,  insurers,  patients,  businesses,  employees,  and  labor 
unions,  so  that  we  all  sing  off  the  same  song  book  and  know  that 
we  are  supposed  to  be  prudent  purchasers  and  deliver  cost-effective 
products. 

I  would  say  that  this  one  change  which  we  have  been  calling  for 
for  12  years  in  testimony  before  the  committee  would  do  more  to 
control  costs  than  any  other  provision  that  could  be  enacted,  and, 
in  fact,  I  would  speculate  that  if  that  one  change  were  made,  many 
of  the  other  provisions  in  the  Clinton  bill,  such  as  the  setting  up 
of  purchasing  alliances,  competitive  bidding  by  networks,  and  a 
whole  host  of  other  things  which  we  support  would  happen  auto- 
matically without  legislation. 

The  second  point  we  would  like  to  make  is  that  we  believe  pre- 
mium subsidies  should  go  directly  to  people,  via  either  an  EITC 
earned  income  tax  credit-type  approach  or  a  voucher  or  a  tax  credit 
refundable  tax  credit  kind  of  approach.  We  think  that  is  preferable 
to  subsidies  to  small  employers  for  several  reasons. 

One,  it  is  more  direct;  two,  it  would  not  stifle  the  creation  of  new 
jobs  or  undercut  existing  jobs,  and  it  would  be  easy  to  administer, 
and  it  would  be  more  cost-effective  because  instead  of  being  based 
on  average  payrolls,  it  would  target  those  people  below  the  average, 
a  fewer  number  of  people  would  need  to  be  subsidized. 

The  third  point  we  would  like  to  make  briefly  this  morning  is  the 
contribution  caps  are  really  nothing  more  than  an  extension  of 
global  budget  caps,  and  I  won't  go  into  a  lot  of  detail  except  to  say 
that  we  think  there  are  regional  allocation  problems  here.  We 
think  it  penalizes  low-cost  States  and  rewards  high-cost  States,  and 
there  are  some  examples  in  our  testimony. 

It  also  in  effect  amounts  to  what  is  similar  to  a  $1  trillion  appro- 
priation bill  and  would  allow  Congress  to  decide  how  that  money 
is  reallocated  from  year  to  year. 

The  fourth  point  we  would  like  to  make  is  that  the  issue  of  fi- 
nancing is  obviously  directly  related  to  the  issue  of  what  the  base- 
line is  and  what  the  needs  are,  and  we  have  some  problems  here 
in  that  the  Clinton  bill  provides  that  a  National  Health  Board  of 
seven  people  are  going  to  decide  the  baseline,  set  premiums,  allo- 
cate money  from  State  to  State,  and  believe  it  or  not,  it  says  in  the 
bill  that  there  shall  be  no  administrative  or  judicial  review  of  any 
decision  in  this  area  made  by  the  board. 

We  think  that  sort  of  thumbs  its  nose  at  due  process  in  the  Con- 
stitution, and  it  grants  powers  to  this  board  on  geographic  alloca- 
tion, region  against  region  which  will  result  in  a  Tot  of  political 
pressures  without  the  opportunity  to  review  it. 

The  final  point  we  would  make  is  that  in  terms  of  other  sources 
of  financing,  not  already  mentioned,  that  we  believe  and  CBO  will 
not  score  it,  but  we  believe  that  managed  competition  will  reduce 
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utilization  through  competitive  bidding  and  bring  down  costs.  Since 
they  won't  score  it  and  since  we  may  be  right  or  wrong,  we  would 
recommend  the  procedures  set  forth  in  the  bill  that  is  going  to  be 
introduced  by  Congressman  Thomas,  which  is  that  you  phase  in 
universal  coverage  over  a  set  number  of  years,  that  you  phase  in 
a  subsidy  to  the  poor,  starting  with  the  poverty  line  and  moving 
up  to  250  percent  of  poverty  over  a  set  number  of  years,  and  that 
if  the  savings  are  not  produced  that  we  think  will  be  produced,  that 
Congress  at  that  time  can  take  action. 

That  action  could  be  more  regulatory,  it  could  be  more  competi- 
tive, it  could  be  redesigning  the  benefit  package.  It  is  whatever 
would  be  appropriate  at  that  time. 

In  conclusion  we  stand  ready  to  help  the  committee  and  the  ad- 
ministration because  we  think  health  reform  is  an  absolute  neces- 
sity. Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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ADMINISTRATION'S  HEALTH  SECURITY  ACT 
AND 

OTHER  HEALTH  REFORM  PROPOSALS 
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Mr.  Chairman  and  Members  of  the  committee,  my  name  is 
Michael  D.  Bromberg  and  I  am  Executive  Director  of  the  Federation 
of  American  Health  Systems.  Our  association  represents  more  than 
1,  400  hospitals,  health  systems  and  managed  care  plans. 
Investor-owned  management  companies  also  manage  under  contract 
more  than  3  00  non-profit  hospitals. 

We  appreciate  the  opportunity  to  appear  before  you  to 
discuss  the  important  issue  of  financing  health  care  reform. 
Members  of  this  committee  have  played  an  important  role  in  the 
long  debate  on  how  to  improve  our  nation's  health  care  system  and 
have  helped  move  the  issue  to  its  rightful  place  at  the  top  of 
our  nation's  priorities. 

We  applaud  the  leadership  shown  by  President  Clinton  and  the 
work  done  by  the  First  Lady  and  the  health  reform  task  force  in 
developing  a  health  plan  that  seeks  to  provide  health  care 
coverage  for  all  Americans.  We  support  many  components  of  the 
plan  but  we  object  strongly  to  provisions  imposing  a  global 
budget,  price  controls  on  premiums,  creating  regulatory  health 
alliances,  rather  than  purchasing  cooperatives  which  act  as 
brokers,  and  draconian  reductions  in  Medicare  and  Medicaid 
reimbursement . 

The  Federation  believes  that  health  care  coverage  should  be 
universal  and  should  be  financed  on  ability  to  pay.  Any  health 
reform  proposal  should  reform  Medicare  and  Medicaid  by  purchasing 
coverage  in  health  plans  instead  of  services  and  create  new  tax 
incentives  to  extend  employment -based  health  coverage  to  all 
full-time  workers. 

Tax  Subsidies 
Deductions  and  Exclusions 

The  Federation  has  long  favored  health  reform  which 
eliminates  the  perverse  incentives  in  our  tax  code.  Congress 
needs  to  replace  the  current  rewards  for  volume  with  rewards  for 
cost  effectiveness. 

We  strongly  believe  that  only  a  competitive  bidding  system 
will  contain  health  care  costs  without  destroying  the  quality  of 
health  care  Americans  expect  and  deserve.  This  can  be  achieved 
by  limiting  the  amount  of  health  insurance  premiums  that 
employers  and  employees  may  deduct  or  exclude  from  taxable 
income.  This  one  change  would  do  more  to  foster  cost  containment 
than  any  other  regulatory  or  marks c-based  reform  T*  vcmI* 
change  the  cehavior  of  ail  the  stakeholders  by  offering  positive 
economic  incentives  for  organizing  and  purchasing  cost-effective 
health  plans. 
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Health  insurance  is  the  only  fringe  benefit  which  is  not 
capped  and  a  fraction  of  the  approximately  $60  billion  in  lost 
revenue  from  this  tax  preference  could  subsidize  care  for  the 
neediest  segment  of  our  population.  Lower  income  employees  could 
be  exempted  from  such  a  change  in  the  tax  code  to  assure  a  fair 
and  equitable  redistribution  of  the  tax  subsidy  for  private 
insurance . 

It  is  rare  that  an  option  for  financing  a  new  entitlement 
program  also  holds  out  the  promise  of  restraining  cost  increases 
in  the  program  it  finances.  That  type  of  financing  is 
particularly  important  in  health  reform  because  you  are 
considering  adding  37  million  new  beneficiaries  to  a  system  which 
lacks  normal  marketplace  restraints  on  consumer  demand  and  has 
too  few  incentives  for  people  to  be  prudent  purchasers. 

If  your  goal  is  to  stimulate  competitive  bidding  among 
health  plans  to  deliver  the  guaranteed  benefit  package,  then  the 
tax  subsidy  for  the  basic  package  should  be  limited,  not  just  the 
subsidy  for  supplemental  benefits  as  in  the  Administration  plan. 

In  addition,  we  support  a  limit  on  both  the  employer 
deduction  and  the  employee  tax  exclusion  to  realign  the 
incentives  and  restrain  demand  for  all  the  stakeholders. 

Premium  Subsidies 

The  Federation  believes  that  premium  subsidies  should  be 
provided  directly  to  low  income  Americans  through  tax  credits, 
vouchers,  or  an  earned  income  tax  credit  (EITC)  type  mechanism. 
This  type  of  subsidy  is  preferable  to  the  so  called  "discount"  or 
subsidy  to  small  employers  necessary  under  an  employer  mandate 
because  it  is  more  direct,  would  not  impact  existing  jobs  or 
stifle  job  growth,  and  would  not  be  difficult  to  administer.  An 
individual  subsidy  should  also  be  less  expensive  because  it 
targets  low  income  Americans  as  contrasted  with  the 
Administration  plan  which  is  based  on  average  small  employer 
payrolls.  An  average  payroll  of  $24,000  reflects  a  great  many 
salaries  above  that  average  whereas  a  direct  individual  subsidy 
could  be  targeted  at  only  those  with  salaries  below  that  average 
amount.  A  recent  study  by  Lewin-VHI  indicates  a  lower  net 
federal  cost  using  an  individual  mandate  with  targeted  subsidies 
for  low  income  families  rather  than  an  employer  subsidized 
mandate . 

The  (EITC)  provides  one  example  of  how  subsidies  for  health 
insurance  premiums  could  be  handled  under  an  individual  mandate. 
Federal  subsidies  to  eligible  workers  could  be  disbursed  in  a 
manner  similar  to  the  (EITC)  advance  payments  made  by  employers 
to  employees  using  the  withholding  system.  An  individual  mandate 
and  subsidy  would  also  allow  employers  more  flexibility  and 
control  over  their  costs. 

Employer  Concerns 

The  hospital  industry  employs  over  4  million  workers.  While 
we  have  great  concerns  about  health  reform  as  providers  of  health 
care  services,  we  also  must  analyze  the  President's  plan  and 
other  health  reform  proposals  from  the  employer's  perspective. 

Loss  of  Flexibility 

Many  companies  have  controlled  the  costs  of  their  health 
benefits  by  self  insuring  and  contracting  exclusively  with  a 
third  party  administrator.  The  Clinton  plan  essentially 
prohibits  that  practice.  That  will  increase  the  complexity  and 
the  cost  of  administering  the  employee  health  bensfit. 
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Companies  paying  for  employee  health  care  costs  as  part  of  a 
cafeteria  plan,  could  not  continue  this  flexible  benefit  under 
the  administration's  plan. 

Loss  of  Control 

Federation  hospital  management  companies  have  facilities  and 
workers  in  many  different  states  and  often  are  self  insured  or 
deal  with  only  one  insurer.  The  Clinton  plan  would  require  these 
companies,  if  they  have  fewer  than  5,000  employees,  to  deal  with 
different  alliances  and  differing  state  rules.  It  would  mean 
different  premiums  and  different  plans.  This  could  increase  the 
costs  and  administrative  complexity  of  providing  health  insurance 
for  employees  of  multi-state  employers. 

Finally,  many  employers  have  joined  purchasing  alliances  to 
lower  the  cost  of  their  health  benefits.  More  than  50  cities 
already  have  these  voluntary  purchasing  cooperatives.  The 
Clinton  plan  eliminates  such  voluntary  cooperatives. 

Cost  Increases 

Today,  we  have  many  families  in  which  both  spouses  are 
employed.  The  administration's  proposal  would  require  both 
employers  of  a  working  couple  to  pay  80  percent  of  the  average 
family  premium  for  each  employee.  Why  should  it  cost  double  to 
insure  families  in  which  both  parents  work?  Isn't  that  a  hidden 
tax  on  employers?  What  is  the  justification  for  this  subsidy 
paid  to  the  alliance  by  employers? 

The  premium  is  set  by  the  alliance  and  the  National  Health 
Board.  The  employer  has  no  control  of  that  cost.  If  the  cost  is 
above  7.9  percent  of  payroll,  there  is  no  guarantee  government 
will  do  anything  about  it.  Today,  employers  can  take  steps  to 
modify  their  health  benefits  costs,  but  they  would  lose  this 
power  to  the  National  Health  Board  and  the  alliances. 

Contribution  Caps 

Federally  guaranteed  caps  on  the  employer  or  employee 
contributions,  like  premium  caps  and  global  budgets,  require 
placing  too  much  trust  in  government  to  appropriately  and 
effectively  limit  consumer  spending  decisions. 

Global  Budgets 

The  President's  plan  includes  a  global  budget  enforced 
through  limits  on  annual  increases  in  insurance  premiums.  The 
global  budget  would  be  apportioned  on  a  state-by-state  basis. 
The  global  budget  would  drive  down  the  growth  in  all  health 
expenditures,  both  public  and  private,  to  equal  the  consumer 
price  index  increase  plus  population  growth. 

We  strongly  oppose  global  budgets  or  price  controls.  Price 
controls  are  really  quality  controls.  When  price  controls  "work" 
they  do  so  by  rationing  access  to  care  and  further  limiting 
access  to  expensive  new  technology.  A  global  budget  would  mean 
reducing  care  for  all  Americans  to  the  lowest  common  denominator 
as  shown  by  the  impact  of  expenditure  caps  tried  in  Canada  and 
several  European  nations. 

A  global  budget  would  also  have  a  detrimental  effect  on  many 
states  because  a  cap  rewards  high-cost  states.  For  example, 
because  the  current  per  capita  health  spending  in  South  Carolina 
is  only  56  percent  as  high  as  Massachusetts,  a  federal  cap  based 
on  historical  spending  would  allow  South  Carolina  44  percent 
fewer  dollars  per  resident  annually  than  Massachusetts.  Over  the 
first  five  years  of  a  s<=v?r>  psrcent  global  cap,  "acoichusetts 
could  spend  $8,258  more  per  person  than  South  Carolina. 
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As  you  can  see,  global  budgets  freeze  the  current  system's 
inefficiencies  in  place,  they  make  no  pretense  about  reform  and 
they  do  not  address  any  of  the  underlying  reasons  for  rising 
costs,  such  as  the  unrestrained  demand  for  unlimited  health  care 
services.  Global  budgets  further  undermine  any  effort  to 
stimulate  competition  among  health  plans. 

Giving  government  the  power  to  budget  private  health 
expenditures  makes  this  plan  a  trillion  dollar  appropriations 
bill  and  that  in  our  view  is  too  much  government  intrusion  into 
personal  health  care  decisions. 

Premium  Caps 

The  task  force  and  the  President  rejected  across-the-board 
price  controls,  but  included  price  controls  on  insurance 
premiums.  Such  premium  caps  would  drastically  undermine  efforts 
to  organize  delivery  networks  envisioned  by  the  President. 
Unless  modified  by  Congress,  price  controls  on  premiums  will 
become  an  obstacle  to  driving  down  costs  because  price  ceilings 
will  immediately  become  the  floors.  Insurers  would  not  be  likely 
to  set  their  premiums  very  low  when  their  future  pricing  options 
are  limited  by  government  caps.  Premium  caps  will  also  inhibit 
the  growth  of  new  and  innovative  health  plans,  that  will  require 
large  amounts  of  risk  capital  to  develop  health  services  delivery 
networks,  whether  they  be  formed  by  insurers,  employers  or 
providers. 

Budget  Assumptions 

The  financing  requirements  for  the  Administration  plan  are 
directly  related  to  baseline  assumptions  made  by  a  National 
Health  Board.  If  those  assumptions  and  subsequent  premium 
decisions  prove  to  be  erroneous,  the  plan  states  there  shall  be 
no  administrative  or  judicial  review.  That  incredible 
prohibition  thumbs  its  nose  at  due  process  and  the  U.S. 
Constitution.  It  grants  powers  to  the  National  Board  which 
involve  geographic  allocation  of  maximum  premium  dollars  and 
maximum  allowable  spending  on  the  health  needs  of  Americans, 
region  by  region  or  more  accurately  region  against  region.  If 
those  decisions  are  to  politicized  —  and  we  oppose  that  idea — 
then  someone  should  be  accountable  for  those  decisions. 

Other  Financing  Sources 

We  believe  Congress  should  enact  a  managed  competition  bill 
similar  to  H.R.  3222,  sponsored  by  Reps.  Cooper,  Andrews,  Grandy 
and  other  Members  of  this  committee.  We  also  support,  in 
principle,  the  bill  to  be  introduced  by  Senator  Chafee  and  Rep. 
Thomas.  Behavioral  change  is  the  key  to  cost  control  and  since 
the  Congressional  Budget  Office  will  not  score  savings  from 
competitive  bidding  and  managed  care,  we  urge  the  Committee  to 
phase  in  new  benefits  as  savings  occur.  This  bill  will  not  be 
the  end  of  health  reforms.  Our  experience  with  Medicare  and 
Medicaid  indicates  Congress  will  legislate  major  changes  every 
couple  of  years  for  the  foreseeable  future. 

A  phase  in  schedule  should  be  based  on  income  beginning  at 
or  near  the  federal  poverty  line  and  increasing  over  a  seven  to 
ten  year  period  until  premium  subsidies  on  a  sliding  scale  are 
available  to  all  Americans  up  to  250  percent  of  poverty. 

If  cost  savings  from  managed  competition  do  not  permit 
future  expansions  of  benefits,  Congress  should  determine  what 
additional  actions  are  required  and  enact  them  at  that  time. 

System  Reforms 

We  can  achieve  a  sore  efficient  health  system  by  also 
eliminating    the    current    state-level    regulatory    barriers  that 
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impede  the  development  of  managed  care  plans,  eliminating  state- 
mandated  benefits  above  the  basic  benefit  package,  privatizing 
Medicare  and  Medicaid  by  converting  them  to  programs  that  buy 
health  coverage  instead  of  health  services,  accelerating  the 
development  and  use  of  "best  practice"  treatment  standards  and 
eliminating  the  high  cost  of  defensive  medicine  by  capping 
malpractice  awards  for  non-economic  damages  and  establishing  an 
arbitration  system. 

All  of  these  reforms  are  contained  in,  the  Managed 
Competition  Act  (H.R.  3222)  and  many  of  them  are  also  embodied  in 
the  President's  plan. 

Much  of  the  Clinton  plan  is  bold  and  innovative.  However, 
the  obsession  with  deficit  reduction  threatens  to  override  the 
opportunity  for  structural  reforms  to  prove  a  market-oriented 
approach  can  work  to  contain  costs.  The  President's  plan  calls 
for  unprecedented  and  unrealistic  reductions  in  spending  for  the 
Medicare  and  Medicaid  programs. 

Access  to  universal  coverage  should  be  financed  through  a 
broad-based  mechanism,  not  by  deep  cuts  to  providers  of  health 
care  to  the  poor,  elderly  and  disabled.  Hospitals  are  labor 
intensive  institutions  which  will  not  be  able  to  absorb  such 
massive  underfunding  of  these  federal  programs  without  reducing 
services  and  eliminating  jobs  or  cost  of  living  wage  increases 
for  our  employees. 

We  have  before  us  an  historic  opportunity.  Our  industry 
stands  ready  to  help  shape  a  national  health  reform  policy  that 
builds  on  the  best  features  of  our  American  health  care  system. 


*  *  *  * 
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Mr.  Kopetski.  Geraldine  Williamson  from  the  American  Associa- 
tion of  Occupational  Health  Nurses  will  testify.  Good  morning. 

STATEMENT  OF  GERALDINE  WILLIAMSON,  M.N.,  R.N.,  DIREC- 
TOR OF  COMMUNICATIONS  AND  GOVERNMENTAL  AFFAIRS, 
AMERICAN  ASSOCIATION  OF  OCCUPATIONAL  HEALTH 
NURSES 

Ms.  Williamson.  Good  morning.  I  am  Geri  Williamson,  director 
of  communications  and  governmental  affairs  for  the  American  As- 
sociation of  Occupational  Health  Nurses.  We  have  over  12,500 
members  who  are  registered  nurses  providing  health  care  at  the 
work  site. 

Among  their  many  contributions,  they  deliver  primary  care,  man- 
age workers  compensation,  and  conduct  health  promotion  pro- 
grams. My  testimony  today  focuses  on  the  importance  of  these 
work  site  health  and  safety  programs,  the  structure  of  the  proposed 
employer  premium  payment,  and  the  impact  of  a  flat  premium  on 
work  site  health  promotion. 

We  are  very  concerned  about  the  future  of  work  site  health  pro- 
motion. The  leading  reform  proposals  rely  on  a  flat  premium  that 
will  eliminate  one  of  the  primary  incentives  for  establishing  these 
programs. 

Over  the  last  decade,  there  has  been  a  tremendous  expansion  in 
programs  of  work  site  health  promotion.  Programs  for  health  con- 
cerns such  as  smoking,  substance  abuse,  back  care,  high  blood 
pressure  have  increased  dramatically.  In  fact,  a  1992  public  health 
services  survey  found  that  85  percent  of  private  sector  employers 
having  more  tnan  50  employees  offered  at  least  1  health  promotion 
program,  and  these  had  increased  by  44  percent  since  1986. 

These  programs  have  been  very  effective  in  controlling  costs  and 
improving  employee  health.  In  fact,  a  recent  comprehensive  review 
concluded  that  tney  may  reduce  the  cost  for  health  care  per  em- 
ployee by  as  much  as  $865  a  year.  AT&T  estimates  that  it  saves 
$1.60  in  medical  care  costs  for  every  $1  that  it  invests  in  health 
promotion. 

In  today's  fast-paced  society,  work  site  illness  and  injury  preven- 
tion programs  facilitate  early  detection  and  intervention  and  en- 
courage better  health  and  safety.  Workplace  programs  provide 
ways  to  reach  high  risk  individuals  who  will  not  participate  in 
community-based  initiatives. 

Unfortunately,  these  successful  programs  may  be  an  unintended 
victim  of  health  care  reform.  The  administration's  proposal,  as  well 
as  the  leading  managed  competition  and  single-payer  proposals  are 
financed  in  large  part  by  a  fixed  employer  payment.  Under  this 
type  of  system,  investments  by  individual  employers  of  health  pro- 
motion can  have  no  impact  on  their  cost. 

Health  reform  must  maintain,  if  not  expand,  financial  incentives 
to  employers  to  operate  work  site  health  and  safety  programs.  This 
can  be  accomplished  by  adopting  a  limited  number  of  very  impor- 
tant changes  in  the  administration  plan.  Employers  who  provide 
qualified  programs  should  receive  a  discount  in  the  premium  or  the 
tax,  if  you  will,  that  they  pay  for  employee  health  benefits  or  alter- 
natively they  should  be  allowed  a  tax  credit  for  their  investment 
in  these  programs. 


466 

We  believe  that  these  very  limited  incentives  will  more  than  pay 
for  themselves  in  reduced  health  care  costs.  We  also  believe  that 
workers'  compensation  should  remain  fully  risk-adjusted  because 
these  programs  also  minimize  the  occurrence  and  severity  of  work- 
related  injuries  and  illnesses. 

Further,  any  attempt  to  fold  medical  costs  for  workers  compensa- 
tion into  health  care  reform  should  provide  incentives  for  employer- 
based  case  management.  A  person  based  at  the  work  site  who  un- 
derstands the  interface  between  the  work  site,  the  employer,  and 
the  health  care  system  is  in  the  ideal  position  to  very  effectively 
manage  the  cost  as  well  as  the  injured  employee's  return  to  work 
in  those  cases. 

Finally,  health  care  reform  provisions  that  limit  the  tax  deduct- 
ibility of  health  benefits  that  go  beyond  the  basic  package  should 
be  carefully  drafted.  Unless  the  legislation  expressly  excludes  work 
site  health  and  safety  programs  from  the  definition  of  a  health  care 
benefit,  this  may  create  a  tax  which  is  a  disincentive  for  the  work 
site  initiative. 

Our  concern  about  this  is  shared  with  many  other  health  profes- 
sional groups  and  associations.  Earlier  this  fall,  the  Work  Site 
Health  Promotion  Alliance,  which  is  comprised  of  CEOs  and  trade 
associations  that  represent  more  than  2,000  large  companies  and 
20  million  American  workers,  urged  the  administration  and  Con- 
gress to  adopt  changes  in  the  health  care  plan  similar  to  those  that 
we  are  proposing. 

AAOHN  supports  the  goals  of  cost  efficient,  accessible  quality 
health  care  for  all  Americans,  and  we  would  like  to  champion  a 
health  reform  program  that  begins  with  a  solid  commitment  to  in- 
jury and  illness  prevention. 

To  that  end,  we  urge  you  to  adopt  legislation  which  includes  fi- 
nancial incentives  for  implementing  effective  work  site  health  and 
safety  programs.  They  are  crucial  to  creating  a  health  care  system 
with  a  high  potential  for  cost  savings  because  they  focus  most  effec- 
tively on  preventing  illness  and  injury. 

Thank  you  for  the  opportunity  to  speak  with  you  today,  and  I 
will  be  glad  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE 
AMERICAN  ASSOCIATION  OF 
OCCUPATIONAL  HEALTH  NURSES 

PRESENTED  TO 
HOUSE  WAYS  AND  MEANS  COMMITTEE 
November  19,  1993 


INTRODUCTION 


The  American  Association  of  Occupational  Health  Nurses 
(AAOHN)   is  the  professional  association  for  over  12,000 
registered  nurses  who  provide  health  and  safety  services  at  the 
worksite.     Over  22,000  occupational  health  nurses  work  in  large 
and  small  businesses  across  the  country.     More  than  60  percent  of 
AAOHN  members  are  the  only  health  care  provider  at  their 
workplace . 

Occupational  health  nurses  provide  a  wide  array  of 
comprehensive  health  and  safety  services  for  workers  and  their 
families.     The  primary  focus  of  our  work  is  on  preventing 
illnesses  and  injuries.     Worksite-based  nurses  are  responsible 
for: 


•  delivering  primary  care  for  occupational  and 
non-occupational  illnesses  and  injuries, 

•  ensuring  compliance  with  laws  and  regulations 
governing  occupational  health  and  safety, 

•  assessing  worksite  health  hazard  exposures 
and  operating  necessary  worker  health 
surveillance  programs, 

•  investigating,  monitoring  and  analyzing 
illness  and  injury  episodes  and  trends  and 
developing  work  procedures  and  training 
programs  to  control  workplace  hazards, 

•  conducting  health  promotion  and  illness  and 
injury  prevention  programs, 

•  managing  workers '  compensation  cases  to 
facilitate  return  of  ill  or  injured  workers 
to  productive  work  in  a  cost-effective  timely 
manner, 

•  designing  and  implementing  worksite 
accommodations  for  disabled  workers,  and 

•  administering  occupational  health  and  safety 
services  and  supervising  health  and  safety 
program  planning,  policy  development,  benefit 
design,  and  cost  control  initiatives. 


Our  Association  and  its  members  are  extremely  concerned 
because  many  of  the  health  care  reform  plans  under  consideration 
eliminate  or  substantially  reduce  employer  incentives  for 
worksite  health  and  safety  programs . 
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ROLE  OF  OCCUPATIONAL  HEALTH  NURSING  IN  PROMOTING  WORKSITE  TTR  AT.TH 
PROGRAMS 


Worksite  health  and  safety  programs  have  become  a  positive, 
cost-effective  component  of  our  nation's  health  care  system. 
Under  the  current  health  care  financing  system,  responsible 
employers  who  provide  health  insurance  for  their  employees  have 
been  able  to  decrease  their  costs  by  sponsoring  successful 
wellness  programs. 

A  recent  comprehensive  review  assessing  the  impact  of 
worksite  health  promotion  programs  concluded  that  such  programs 
can  reduce  annual  health  care  costs  per  employee  by  as  much  as 
$865.     J.  Opatz,  D.  Chenoweth,  and  R.L.  Kaman,  Economic  Impact  of 
Worksite  Health  Promotion.  Association  for  Worksite  Health 
Promotion  Publications,   1990,  Northbrook,  IL.     It  is,  therefore, 
not  surprising  that  81%  of  private  worksites  with  50  or  more 
employees  now  offer  some  form  of  health  promotion  activity.  U.S. 
Public  Health  Service,  National  Survey  of  Worksite  Health 
Promotion  Activities  Final  Report,  p  30   (1992).     Nor  is  it 
surprising  that  self-insured  worksites  are  more  likely  to  offer 
on-site  wellness  programs  than  are  worksites  that  are  insured 
through  an  insurance  company.  Id. 

Worksite  health  promotion  is  a  particularly  effective  way  to 
reduce  spiraling  employee  health  care  costs  in  today's  fast-paced 
society.     See  K.  R.  Pelletier,  A  Review  and  Analysis  of  the 
Health  and  Cost-Effectiveness  Outcome  Studies  of  Comprehensive 
Health  Promotion  and  Disease  Prevention  Programs,  5  Am.  J.  Health 
Promotion  (1991).     The  worksite  provides  a  convenient  setting  for 
employees  and  it  offers  the  peer  support  that  many  people  need  to 
sustain  healthy  habits .     With  its  captive  audience  of  a  broad 
cross-section  of  people,  the  worksite  also  provides  a  way  to 
reach  high-risk  workers  who  are  not  likely  to  participate  in 
community-based  programs . 

The  broad  scope  and  effectiveness  of  these  programs  has  been 
documented  by  many  individual  companies  and  AAOHN  members .  The 
American  Telephone  and  Telegraph  Company  estimates  it  avoids 
$1.60  in  medical  costs  for  every  $1.00  it  spends  on  health 
promotion  activities  such  as  smoking  cessation,  exercise  and 
nutrition  counseling.     Big  Companies  See  Health  Costs  Slowing, 
Wall  St.  J.,  Oct.  22,   1993,  at  A2 . 

In  response  to  a  June  1993  survey  of  AAOHN  members,  one 
occupational  health  nurse,  who  provides  health  care  to  hospital 
employees,  described  the  scope  of  her  practice,  saying: 

We  have  a  broad  scope  employee  health  program  and  work 
closely  with  the  in-house  employee  assistance  program, 
as  well  as  the  employee  wellness  program.     (We  are  all 
part  of  human  resources  and  work  as  a  team. )     Safety  is 
closely  integrated.     All  statistics  are  shared  and 
interventions  are  planned  and  implemented  with  all 
'epartments  involved.     Employee  health  provides  pre- 
placement  and  annual  health  screens,  immunizations, 
drug  screening,  follow  up  for  exposures  to  communicable 
disease,  blood  exposure  management,  return  to  work 
clearance,  workers'  compensation  treatment/case 
management,  respiratory  protection  and  hearing 
conservation  programs  and  health  counseling  and 
referrals  for  employees . 
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Another  AAOHN  member,  who  works  for  a  light  manufacturing 
company  with  800  employees,  reported  that  her  company's 
occupational  health  service  provides  on-site  primary  care,  on- 
site  treatment  of  illnesses  and  injuries,  return  to  work/modified 
work  programs,  worksite  hazard  analysis  services  (safety 
programs,  job  analyses,  environmental  monitoring,  audiometry, 
spirometry,  etc.),  health  surveillance,  health  promotion/wellness 
programs,  health  education  for  employees  and  their  families, 
counseling,  substance  abuse  prevention,  disability  management  and 
case  management.     Furthermore,  this  nurse  noted  that,  by 
implementing  this  comprehensive  worksite-based  program,  her 
employer  reduced  its  health  care  costs  approximately  $200,000  in 
one  year. 


ROLE  OF  OCCUPATIONAL  HEALTH  NURSING  IN  MANAGING  WORKERS ' 
COMPENSATION  CASES 


In  addition  to  attacking  spiraling  health  care  costs  through 
health  promotion  activities,  employers  have  also  implemented 
programs  aimed  at  controlling  unnecessary  workers'  compensation 
claims.     The  ability  of  an  on-site  occupational  health 
professional  to  coordinate  all  aspects  of  care  from  time  of 
incident  through  treatment,  rehabilitation  and  return  to  work,  to 
recognize  early  signs  of  personal  or  system  dysfunction,  to 
understand  the  complexities  of  the  particular  worksite,  and  to 
implement  site-specific  interventions  is  critical  to  the  success 
and  cost-effectiveness  of  these  efforts. 

Several  studies  document  that  an  integrated  approach  to 
disability  prevention,  including  accident  prevention,  case 
management  and  return  to  work  policies,  is  most  effective  in 
reducing  medical  claims  and  wage  loss  claims  for  work-related 
illnesses  and  injuries.     For  example,  a  Michigan  study  of  220 
business  establishments  with  more  than  100  employees  from  7 
different  industries  found  that  the  most  important  factors  in 
reducing  workplace  disability  are  injury  prevention  programs  and 
disability  management  techniques  rigorously  implemented  at  the 
worksite.     W.  E.  Upjohn  Institute  for  Employment  Research  and 
Michigan  State  University,  Michigan  Disability  Prevention  Study, 
May  1993. 

Experiences  of  AAOHN  members  involved  in  comprehensive 
workers'  compensation  cost-management  programs  are  consistent 
with  the  study  findings.     For  example,  one  occupational  health 
nurse  in  a  company  of  1800  employees  has  established  a  return  to 
work  program  for  field  employees  who  service  photographic 
equipment.     Based  on  work  restrictions,  she  coordinates  with  the 
employees'  supervisors  (many  of  whom  were  initially  resistant  due 
to  the  nature  of  the  work)  to  accommodate  the  employees' 
restrictions,  easing  the  transition  back  to  full-time 
unrestricted  employment  or  permanent  accommodation.     In  1992, 
this  program  saved  360  work  days  or  the  equivalent  of  one  full- 
time  employee  for  1-1/2  years. 

An  AAOHN  member  working  in  a  community  hospital  in  the 
southeastern  United  States  reported  that  a  three-phase  limited 
duty  program,  designed  to  enhance  rehabilitation  and  to  reduce 
cost  and  lost  work  days  for  employees  with  work-related  injuries 
and  illnesses,  resulted  in  a  50%  reduction  in  both  lost  work  days 
(from  1323  days  in  1987  to  687  in  1992)  and  temporary  disability 
costs  (from  $79,638  in  1987  to  $38,523  in  1992).     These  results 
were  achieved  despite  inflation,  an  increase  in  employee 
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population  from  2929  to  3925,  and  a  rise  in  average  weekly  wages 
from  $308  to  $426. 


HEALTH  REFORM  LEGISLATION  MAY  SUBSTANTIALLY  REDUCE  EMPLOYER 
INCENTIVES  FOR  WORKSITE  HEALTH  AND  SAFETY  PROGRAMS 


AAOHN  is  deeply  concerned  that  many  proposals _ for 
restructuring  the  nation's  health  care  system  will  substantially 
erode  worksite  health  and  safety  programs  by: 

•  eliminating  many  of  the  incentives  for 
operating  such  programs,  or  even  worse,  by 

•  creating  disincentives  for  the  employers  who 
sponsor  or  the  employees  who  participate  in 
the  programs . 

Employers  paying  a  community-rated  premium  or  a  fixed 
percentage  payroll  tax  will  have  little  financial  incentive  to 
invest  in  health  and  safety  promotion  programs.     Even  if  these 
programs  are  successful,  they  will  have  no  effect  on  employers' 
health  care  costs  since,  under  the  Administration's  health  reform 
plan,  the  employer  will  pay  a  fixed  premium  per  worker. 
Moreover,  employers  may  be  reluctant  to  offer  health  promotion 
and  injury  and  illness  prevention  activities  if  the  programs 
cease  to  be  tax  deductible  business  expenses.     Worse  yet,  health 
reform  plans  that  tax  employers  or  employees  for  benefits  that 
exceed  those  in  a  standard  benefits  package  could  create 
disincentives  for  offering  and/or  participating  in  health 
promotion  activities  that  would  be  considered  taxable  income. 

Managed  competition  models  for  reform  also  impose  structural 
impediments  to  worksite  care.     When  employees  at  a  worksite  are 
served  by  many  different  health  plans,  no  one  will  have  enough 
presence  to  justify  the  expenditures  necessary  to  provide  on-site 
services.     AAOHN  believes  this  situation  will  result  in 
fragmented  care,  longer  periods  for  return  to  work,  and  increased 
direct  and  indirect  (decreased  productivity  and  quality, 
increased  training  for  replacement  employees ,  etc . )  costs . 


FOLDING  WORKERS'  COMPENSATION  MEDICAL  BENEFITS  INTO  THE  NEW 
HEALTH  DELIVERY  SYSTEM  COULD  REDUCE  INCENTIVES  FOR  WORKSITE 
SAFETY  PROGRAMS 


Folding  workers '  compensation  into  health  reform  could 
reduce  the  financial  incentives  for  worksite  injury  and  illness 
prevention  programs,  since  premiums  or  costs  to  employers  may 
cease  to  be  risk-adjusted  for  the  medical  portion  of  coverage 
(approximately  40-50%  of  current  costs).     Moreover,  a  fold-in 
will  disconnect  the  medical  and  indemnity  portions  of  workers' 
compensation  coverage,  making  it  more  difficult  for  employers  and 
their  compensation  insurers  to  closely  monitor  medical  treatments 
and  actively  participate  in  case  management.     Because  health  care 
professionals  working  for  approved  health  plans  will  not  have  a 
detailed  understanding  of  their  patients'  job  duties  or  places  of 
employment,  case  management  will  be  less  effective  and  lost  work 
time  may  well  increase.     A  study  conducted  by  the  actuarial  firm 
of  Milliman  &  Robertson,  Inc.,  estimates  that  the  medical- 
indemnity  disconnect  will  increase  per-case  indemnity  costs  by 
30%.    American  Insurance  Association,  Workers'  Compensation  and 
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Health  Care:  An  Actuarial  and  Economic  Analysis  of 

"Coordination"  and  "Merger",  at  24  (1993). 

Nurse  practitioner-directed  programs  to  manage  workers ' 
compensation  claims  have  been  successfully  integrated  into 
company  health  and  safety  programs.     In  1988,  Hewlett  Packard 
Corporation,  with  3500  employees  at  its  Cupertino,  California 
site,  instituted  on-site  assessment,  treatment  and  case 
management  for  work-related  injuries  and  illnesses.     The  nurse 
practitioner-directed  program,  with  on-site  physical  therapy, 
resulted  in  a  12  percent  reduction  in  workers '  compensation 
premiums  the  first  year  and  a  7  percent  the  second  year  with  no 
appreciable  change  in  employee  count.     American  Nurses 
Association,  Innovation  at  the  Work  Site     (1993).  Amdahl 
Corporation,  a  9500-employee  mainframe  computer  firm  in 
Sunnyvale,  California,  that  is  self-insured  for  workers' 
compensation,  reports  a  similar  experience  with  its  nurse 
practitioner-directed  program  focusing  on  assessment,  treatment 
and  case  management  of  work-related  illnesses  and  injuries.  Its 
workers'  compensation  costs  are  $0.33  per  $100  of  payroll 
compared  with  $1.12  per  $100  for  other  self-insured  companies  in 
the  area.     In  addition,  Amdahl  averages  1.8  lost  work  days  per 
100  employees  compared  with  4.28  per  100  for  other  similarly 
situated  companies .     Amdahl  attributes  most  of  its  cost  saving  to 
on-site  care  delivery,  emphasis  on  modified  duty,  and  a  priority 
focus  on  rehabilitation  in  the  on-site  fitness  center.  Id. 


RECOMMENDATIONS 


To  maintain  worksite  health  and  safety  initiatives  such  as 
the  ones  described  above  and  to  encourage  establishment  of 
similar  programs  in  other  companies,  health  reform  should  offer 
financial  incentives  to  employers  who  operate  worksite  health  and 
safety  programs.     Depending  on  how  the  health  care  delivery 
system  is  restructured,  employers  who  provide  qualified  programs 
could  receive  a  discount  in  the  premium  or  the  tax  they  pay  for 
employee  health  benefits  or  they  could  be  allowed  a  tax  credit 
for  the  costs  of  their  programs . 

In  addition,  workers'  compensation  should  remain  fully  risk- 
adjusted  to  encourage  the  continued  operation  of  effective 
programs  to  minimize  the  occurrence  and  the  severity  of  work- 
related  injuries  and  illnesses.     Any  attempt  to  fold  the  medical 
portion  of  workers '  compensation  into  health  reform  should 
encourage  employer-based  case  management  services  for  work- 
related  injuries  and  illnesses.     Health  care,  rehabilitation  and 
return  to  work  only  can  be  effectively  coordinated  by  a  health 
care  professional  who  has  a  detailed,  site-specific  understanding 
of  how  workers  interface  with  their  work  environment. 

Health  reform  provisions  that  limit  the  tax  deductibility  of 
health  benefits  that  go  beyond  the  scope  of  the  basic  coverage 
package  should  be  carefully  drafted.     Unless  the  legislation 
expressly  excludes  worksite  health  and  safety  programs  from  the 
definition  of  a  health  care  benefit,  the  taxes  will  create  a 
disincentive  for  worksite  initiatives. 

AAOHN  also  recommends  that  Congress  supplement  provisions 
designed  to  encourage  worksite  health  and  safety  promotion 
included  in  its  health  care  reform  legislation  with  program 
elements  in  OSH  Act  reform  having  the  same  objective.  For 
example,  OSHA  reform  could  include  incentives,  such  as  a  tax 
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credit  for  meeting  or  exceeding  a  particular  safety  index  or  a 
reduction  in  inspection  frequency  tied  to  employee  training 
initiatives,  to  spur  implementation  and  continued  operation  of 
comprehensive  worksite  health  and  safety  programs. 


CONCLUSION 


In  summary,  AAOHN  firmly  believes  that  health  care  reform 
should  provide  universal  access  to  high-quality,  cost-effective 
health  care  which  emphasizes  health  promotion  and  illness  and 
injury  prevention.     To  be  most  effective,  care  should  be 
available  where  people  live  and  work.     Employers  and  health 
professionals,  recognizing  the  importance  of  these  principles, 
are  already  achieving  these  goals  through  worksite  health  and 
safety  programs.     The  Association  urges  Congress  to  adopt  health 
care  reform  legislation  that  provides  meaningful  financial 
incentives  for  implementing  and  operating  effective  worksite 
health  and  safety  programs  in  companies  of  all  sizes.  Such 
programs  are  crucial  to  the  design  of  a  health  care  delivery 
system  with  a  high  potential  for  cost  savings  because  those 
programs  focus  most  effectively  on  preventing  illness  and  injury. 
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Mr.  KOPETSKI.  Thank  you  very  much  for  your  testimony. 
Mr.  Morrison  with  the  National  Association  for  the  Self- 
Employed. 

STATEMENT  OF  JAMES  W.  MORRISON,  DIRECTOR  OF 
GOVERNMENT  RELATIONS,  NATIONAL  ASSOCIATION  FOR 
THE  SELF-EMPLOYED 

Mr.  Morrison.  Good  morning,  Mr.  Chairman,  members  of  the 
committee.  Thank  you  for  inviting  me  to  appear  here  today. 

I  am  James  Morrison,  director  of  government  relations  for  the 
National  Association  for  the  Self-Employed,  the  Nation's  second 
largest  business  association  with  320,000  members,  including  mem- 
bers in  every  congressional  district  in  the  United  States. 

For  at  least  3  years,  NASE  has  called  for  major  health  care  re- 
form. We  commend  President  Clinton  and  this  committee  for  an 
ambitious  start  on  this.  I  would  like  to  begin  by  releasing  today  for 
the  committee's  consideration  what  we  believe  to  be  the  first  na- 
tional poll  of  the  self-employed  on  health  care  issues. 

The  survey  shows  that  these  are  definitely  struggling  businesses. 
Sixty-one  percent  report  gross  revenues  of  less  than  $100,000  an- 
nually, and  an  identical  61  percent  report  payrolls  averaging  less 
than  $24,000.  Despite  strong  concerns  about  increased  bureauc- 
racy, most  of  those  surveyed  would  tend  to  support  the  cost  con- 
tainment and  insurance  renewability  aspects  of  the  President's 
health  care  package,  but  the  employer  mandates  worry  them. 

Of  the  43  percent  who  have  employees,  one-fourth  say  they 
would  be  forced  to  close  their  doors  if  employer-provided  health 
care  coverage  were  mandated.  Another  one-fourth  said  such  a  man- 
date would  require  them  to  lay  off  people.  About  the  same  number 
said  that  while  the  mandate  would  significantly  affect  wages  and 
profitability,  they  could  avoid  a  layoff.  Only  17  percent  said  it 
would  have  little  or  no  effect  on  them.  Further  details  on  the  sur- 
vey are  attached  to  my  statement. 

The  President's  health  care  bill  would  require  self-employed  to 

generally  pay  premiums  of  7.9  percent  on  the  employer's  share  of 
is  or  her  income  and  up  to  1.8  percent  on  the  employee's  share. 
We  believe  this  financing  formula  is  likely  to  result  in  significant 
increases  in  the  health  insurance  costs  for  any  family  in  which 
there  is  both  a  self-employed  individual  and  a  working  spouse. 

No  longer  could  the  employee  member  of  the  family  cover  his  or 
her  spouse  as  a  dependent.  Moreover,  the  self-employed  family 
members  would  have  to  pay  both  the  employer's  and  employee  s 
share  of  the  health  insurance  costs.  Thus,  a  family  with  a  self-em- 
ployed person  and  an  employee  spouse  would  pay  more  than  a  fam- 
ily in  wnich  both  spouses  were  employees. 

This  extra  cost  could  become  even  larger  in  families  where  both 
spouses  become  self-employed.  This  disparity  is  likely  to  have  a 
dampening  effect  on  entrepreneurship  and  on  the  desire  of  people 
to  start  their  own  businesses. 

We  also  have  concerns  with  increased  record  keeping.  The  phase- 
out  of  the  employee's  share  of  the  payments  at  250  percent  of  the 
applicable  poverty  level  is  another  area  of  concern.  Using  $15,000 
as  the  1993  national  poverty  level  for  a  family  of  four,  the  selfi 
employed  individual  earning  more  than  $37,500  in  any  given  year 
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could  potentially  lose  this  credit  for  out-of-pocket  health  insurance 
costs. 

According  to  1991  preliminary  IRS  statistics,  roughly  60  to  70 
percent  of  all  self-employed  persons  earn  below  $37,500,  so  the 
phase-out  of  the  credit  would  adversely  affect  30  to  40  percent  of 
the  self-employed,  those  earning  more  than  $37,500. 

The  legislation  also  refers  to  "sham  or  secondary  employment  ar- 
rangements." The  NASE  is  very  concerned  about  this  particular 
provision,  which  is  section  6126B-2  of  the  legislation,  for  two  rea- 
sons. 

First,  it  is  the  National  Health  Board  which  is  given  the  author- 
ity under  the  legislation  to  determine  what  constitutes  sham  or 
secondary  employment  arrangements,  terms  which  are  not  else- 
where defined  in  the  bill.  We  believe  this  is  a  dangerous  grant  of 
taxation  authority  to  an  unelected  national  board  whose  expertise 
is  supposed  to  be  in  health  care,  not  in  business  law  or  tax  tech- 
nicalities. 

The  NASE  strongly  believes  that  Congress  alone  should  have  the 
authority  to  define  what  constitutes  legitimate  business  practices 
for  purposes  of  Federal  taxes,  and  the  level  at  which  those  Federal 
taxes  should  be  set. 

Second,  by  pairing  together  disparate  terms  like  "sham"  and 
"secondary  employment  arrangements"  the  health  care  legislation 
may  be  revealing  an  underlying  bias  against  entrepreneurship. 

Particularly  troubling  to  us  in  the  bill  is  the  prospect  that  self- 
employed  people  would  have  to  share  confidential  personal  income 
and  tax  data  with  any  and  all  potential  contracting  individuals,  cli- 
ents, and  businesses. 

It  is  difficult  to  see  how  individuals  and  firms  wishing  to  contract 
with  self-employed  people  could  risk  the  consequences  of  contract- 
ing with  a  person  who  might  later  be  reclassified  months  or  years 
later  as  an  employee.  The  only  way  to  avoid  such  a  risk,  and  even 
then  not  to  avoid  it  entirely,  is  for  the  self-employed  person  to 
make  all  of  his  or  her  income  and  health  care  premium  payment 
records  available  to  any  potential  client  or  contractor. 

This  is  a  scenario  which  would  be  inequitable,  dampening  to  en- 
trepreneurial spirit  and  likely  to  result  in  vast  record  keeping  bur- 
den on  tens  of  thousands  of  small  businesses.  It  strongly  suggests 
to  us  that  individual-based  health  insurance  rather  than  employer- 
based  health  insurance  would  make  far  more  sense  for  the  self- 
employed  and  for  owners  of  very  small  businesses. 

We  nave  a  number  of  other  concerns  which  are  raised  in  the  leg- 
islation, including  the  independent  contractor  provisions,  associa- 
tion-provided insurance  concerns,  and  whether  the  health  insur- 
ance deduction  for  individuals  should  be  in  the  form  of  a  tax  deduc- 
tion or  an  exclusion  from  taxable  income,  but  I  will  leave  that  to 
the  committee  to  examine  as  they  review  my  testimony. 

Thank  you  very  much  for  the  opportunity  to  testify. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  JAMES  W.  MORRISON,  DIRECTOR  OF  GOVERNMENT 
RELATIONS,  NATIONAL  ASSOCIATION  FOR  THE  SELF-EMPLOYED 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  inviting  me  to  appear  here 
today.  I  am  James  W.  Morrison,  Director  of  Government  Relations  for  the  National 
Association  for  the  Self-Employed  (NASE),  the  nation's  second-largest  business  association, 
with  320,000  members,  including  members  in  every  Congressional  District  in  the  United 
States.  Today  I  will  be  speaking  on  a  matter  of  the  utmost  importance  to  our  members, 
health  care.  For  at  least  three  years,  the  NASE  has  called  for  major  health  care  reforms.  We 
commend  President  Clinton  and  this  Committee  for  an  ambitious  start.  We  look  forward  to 
working  closely  with  you  on  this  crucial  issue  in  the  coming  months. 

I  would  like  to  begin  by  releasing  here,  for  the  Committee's  consideration,  what  we 
believe  to  be  the  first  national  poll  of  self-employed  on  the  health  care  issue.  This  poll  was 
conducted  independently  for  us  by  the  Fingerhut  Granados  Opinion  Research  Company.  A 
few  highlights:  overall,  although  75%  of  those  polled  are  satisfied  with  the  health  care  they 
are  receiving,  most  are  deeply  concerned  about  the  costs  of  health  care  and  favor  health  care 
reform  which  would  rein  in  those  costs.  But  they  are  also  very  concerned  about  too  much 
government  intervention  in  health  care.  Not  surprisingly,  they  believe  an  employer  mandate 
would  cause  serious  harm  to  the  nation's  smallest  businesses. 

These  are  definitely  struggling  businesses.  61  %  report  gross  business  revenues  of  less 
than  $100,000  annually  and  an  identical  61  %  report  payrolls  averaging  less  than  $24,000. 
Despite  strong  concerns  about  increased  bureaucracy,  most  of  those  surveyed  would  tend  to 
support  the  cost  containment  and  insurance  renewability  aspects  of  the  President's  health  care 
package.  But  employer  mandates  worry  them.  Of  the  43  %  who  have  employees,  one  fourth 
say  they  would  be  forced  to  close  their  doors  if  employer-provided  health  care  coverage  were 
mandated.  Another  fourth  said  such  a  mandate  would  require  them  to  lay  off  people.  About 
the  same  number  said  that  while  a  mandate  would  significantly  affect  wages  and  profitability, 
they  could  avoid  a  layoff.  Only  17%  said  it  would  have  little  or  no  effect  on  them. 

Further  detail  on  the  survey  is  attached  to  my  statement. 

As  the  nation's  largest  organization  focusing  primarily  on  the  self-employed,  NASE  is 
reviewing  the  various  health  care  proposals  in  terms  of  their  effects  on  the  self-employed. 
Today  we  will  focus  on  the  President's  bill,  the  Health  Security  Act.  We  would  note  two 
caveats.  First,  since  the  bill  has  not  been  formally  introduced,  some  of  the  points  we  raise 
may  be  addressed  when  it  is.  Second,  it's  a  big  bill  Perhaps  there  are  provisions  in  it, 
relating  to  our  concerns,  that  we  haven't  discovered  yet.  If  so,  we  are  happy  to  modify  our 
statements  accordingly. 

As  the  debate  on  health  care  has  become  increasingly  specific,  here  are  some  of  the 
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increasingly  specific  questions  we  have  been  asking  ourselves  about  the  proposals. 

o  How  would  employer-mandated  health  insurance  work  in  detail  for  the  self- 
employed?  Would  self-employed  people  who  had  been  receiving  health  insurance  through  a 
spouse  be  required  to  pay  for  the  entire  cost  of  their  own  health  insurance  —  both  the 
"employer's"  and  the  "employee's"  share? 

o  Would  there  be  changes  in  the  definition  of  who  is  an  independent  contractor  and 
who  is  an  employee?  If  so,  would  these  changes  pertain  only  to  health  insurance  or  would 
they  affect  other  tax  areas  as  well? 

o  In  the  case  of  a  self-employed  person  who  is  also  employed  on  a  part-time  or  full- 
time  basis  by  one  or  more  employers,  who  would  bear  the  responsibility  for  the 
recordkeeping  involved  in  tracking  each  employer's  portion  of  that  person's  health  insurance? 
How  would  the  self-employed  person's  own  share  of  the  costs  be  determined? 

o  Would  self-employed  people  who  have  existing  health  insurance  through  trade  or 
professional  associations  be  required  to  drop  that  insurance?  Could  such  associations  market 
through,  or  become,  Health  Alliances?  Would  association-based  health  insurance  be  treated 
or  taxed  differently  than  health  insurance  provided  by  large  companies  or  labor  unions? 

o  Would  self-employed  people  be  better  off  with  a  100%  tax  deduction  for  their 
health  insurance  costs,  which  a  number  of  proposals  include,  or  with  some  sort  of  exclusion 
of  health  insurance  costs  from  taxable  income,  as  at  least  one  proposal  provides? 

We  do  not  know  the  answers  to  all  of  these  questions  yet,  and  we  suspect  that  many 
of  them  cannot  be  answered  at  this  point.  So  we  are  far  from  taking  "hard  and  fast"  positions 
for  or  against  any  of  the  proposals  in  their  entirety.  We  have  been  privileged  to  meet  with 
Mrs.  Clinton  and  Mr.  Magaziner,  as  well  as  with  proponents  of  other  proposals,  to  discuss 
questions  like  these.  But  we  do  have  some  of  the  concerns  with  the  Administration's 
proposal. 

The  President's  health  care  bill  requires  a  self-employed  person  to  make  premium 
payments  to  a  regional  health  alliance  based  on  a  certain  formula.  It  the  NASE's 
understanding  that,  under  this  formula,  a  self-employed  person  would  generally  pay 
premiums  (to  cover  his  or  her  family's  own  health  care  needs)  equal  to  7.9  percent  of  his 
income,  subject  to  a  cap  based  on  the  average  cost  of  a  health  insurance  plan  in  a  given 
geographic  area. 

Increased  Costs  for  Families  with  Self-Employed  Members.  We  believe  this  financing 
formula  is  likely  to  result  in  a  significant  increase  in  the  health  insurance  costs  for  any  family 
in  which  there  is  both  a  self-employed  individual  and  a  working  spouse.  This  appears  to  be 
true  even  when  taking  into  account  the  proposed  increase  in  the  health  insurance  deduction 
for  the  self-employed  from  a  level  of  25  percent  to  100  percent.  In  other  words,  the 
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President's  plan  requires  both  the  self-employed  individual  and  his  or  her  working  spouse  to 
pay  health  insurance  premiums.  No  longer  could  the  "employee"  member  of  the  family  cover 
his  or  her  spouse  as  a  dependent.  Moreover,  self-employed  family  members  would  have  to 
pay  both  the  "employer's"  and  the  "employee's"  shares  of  the  health  care  costs..  Thus  a 
family  with  a  self-employed  person  and  an  "employee"  spouse  would  pay  more  than  a  family 
in  which  both  spouses  are  "employees".  This  extra  cost  would  be  even  larger  in  families 
where  both  spouses  are  self-employed.  This  disparity  is  likely  to  have  a  dampening  effect  on 
entrepreneurship  and  the  desire  of  people  to  start  their  own  business. 

Increased  Complexity  and  Cost  in  Multiple  Employer  Situations.  Another  anomaly 
occurs  when  an  individual  works  full-time  for  one  employer  while  also  earning  self- 
employment  income  Generally,  the  legislation  provides  for  a  cap  on  the  out-of-pocket  health 
insurance  costs  for  that  particular  individual.  The  legislation  also  appears  to  provide  such  an 
individual  with  a  credit  based  on  the  amount  of  health  insurance  premiums  paid  by  bis  or  her 
employer  during  the  year. 

On  its  face,  this  approach  in  the  President's  bill  should  be  considered  pro- 
entrepreneurial  and  pro-growth.  That  is,  the  bill  attempts  to  reduce  the  level  of  risk 
associated  with  an  individual  starting  his  or  her  own  business.  However,  the  legislation 
weakens  this  emphasis  to  some  extent  by  reducing  the  tax  credit  for  any  self-employed 
individual  who  has  an  income  exceeding  250  percent  of  the  applicable  poverty  level.  Using 
$15,000  as  the  1993  national  poverty  level  for  a  family  of  four,  a  self-employed  individual 
earning  more  than  $37,500  in  a  given  year  could  potentially  lose  this  credit  for  out-of-pocket 
health  insurance  costs. 

According  to  1991  preliminary  IRS  statistics,  roughly  60  to  70  percent  of  all  self- 
employed  persons  earn  below  $37,500.  So  this  phase-out  of  the  credit  could  have  adversely 
affect  30  to  40  percent  of  all  self-employed  ~  those  earning  more  than  $37,500. 

Moreover,  the  cap  on  out-of-pocket  health  insurance  costs  could  be  reduced  further  if 
the  self-employed  individual  is  (1)  a  substantial  owner  and/or  employee  of  an  "S"  corporation 
or  other  closely  held  business  and  (2)  the  individual  is  engaged  in  "sham  or  secondary 
employment  arrangements." 

The  NASE  is  very  concerned  about  this  particular  provision  [§6126(b)(2),  pp.  1063-4 
of  the  printed  bill],  for  two  reasons.  First,  it  is  the  National  Health  Board  which  is  given  the 
authority  under  the  legislation  to  determine  what  constitutes  "sham  or  secondary  employment 
arrangements"  ~  terms  which  are  not  elsewhere  defmed  in  the  bill.  We  believe  this  is 
dangerous  grant  of  taxation  authority  to  an  unelected  national  board  whose  expertise  is 
supposed  to  be  in  health  care,  not  in  business  law  or  tax  technicalities.  The  NASE  strongly 
believes  that  Congress  alone  should  have  the  authority  to  defme  what  constitutes  a  legitimate 
business  practice  for  purposes  of  federal  taxes  and  the  level  at  which  those  federal  taxes  are 
set.  Secondly,  by  pairing  together  disparate  terms  like  "sham"  and  "secondary  employment 
arrangements",  the  health  care  legislation  may  be  revealing  an  underlying  bias  against 
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independent  entrepreneurs  hip . 

To  the  extent  a  self-employed  individual  loses  the  credit  for  health  insurance 
premiums  paid  by  his  or  her  full-time  employer  -  through,  for  example,  a  subsequent 
determination  that  the  individual  was  self-employed  rather  than  an  employee  —  the  individual 
could  be  liable  under  the  legislation  to  pay  a  7.9  percent  premium  on  every  dollar  of  self- 
employment  income.  Such  a  result  would  clearly  render  the  health  care  "premium"  a  tax, 
since  the  individual  would  continue  paying  long  after  the  "family  cap"  had  been  reached. 
Fear  of  such  a  development  is  likely  to  lead  to  a  blizzard  of  defensive  recordkeeping  by  the 
self-  employed  and  by  any  business  entity  they  contract  with. 

Especially  troubling  is  the  prospect  that  the  self-employed  would  have  to  share 
confidential  personal  income  and  tax  data  with  any  potential  contracting  individual  or 
business.  It  is  difficult  to  see  how  individuals  and  firms  wishing  to  contract  with  self- 
employed  people  could  risk  the  cost  consequences  of  contracting  with  a  person  who  might  be 
reclassified,  months  or  years  later,  as  an  employee.  The  only  way  to  avoid  such  a  risk  —  and 
even  then  not  to  entirely  avoid  it  ~  is  for  the  self-employed  person  to  make  all  of  his  or  her 
income  records  available  to  any  potential  contractor.  This  is  a  scenario  which  would  be 
inequitable,  dampening  to  entrepreneurial  spirit,  and  likely  to  impose  vast,  complex 
recordkeeping  burdens  on  tens  of  thousands  of  start-up  small  businesses.  It  strongly  suggests 
to  us  that  individual-based  health  insurance,  rather  than  employer-based  health  insurance, 
would  make  much  more  sense  for  the  self-employed  and  for  owners  of  very  small  businesses. 

Independent  Contractor  Provisions.  The  uncertainty  which  the  legislation  introduces 
into  multiple  employer  and  employee-plus-self-employed  employment  arrangements  is 
amplified  by  another  provision  regarding  independent  contractors.  At  present,  under  §530  of 
the  Internal  Revenue  Code,  certain  safe  harbors  are  given  to  employers  regarding  the  use  of 
independent  contractors,  and  a  moratorium  is  imposed  on  IRS  regulations  regarding 
independent  contractors.  This  existing  provision  has  its  flaws,  and  the  NASE  and  others  are 
working  to  resolve  those  flaws,  but  attempting  to  do  so  in  the  context  of  a  health  care  bill 
will  prove  to  be  a  major  and  unnecessary  distraction.  The  present  vigorous  level  of  IRS 
audits  on  this  issue  place  a  significant  burden  on  companies  whose  contractors  the  IRS 
reclassifies  as  employees.  The  compliance  costs,  payroll  taxes  and  fines  that  can  come  due  as 
a  result  of  such  an  audit  often  can  be  significant  enough  to  force  the  company  subject  to  the 
audit  out  of  business.  Adding  health  care  costs  to  the  mix  would  worsen  the  problem.  The 
present  language  of  the  Health  Security  Act  would  give  the  IRS  broad  discretion  to  issue  new 
regulations  regarding  independent  contractors.  Given  the  consequences  of  such  a  grant  of 
authority  ~  consequences  well  beyond  the  health  care  legislation  -  the  NASE  and  other 
small  business  organizations  will  oppose  such  a  provision.  We  understand  that  this  question 
will  be  addressed  soon  by  a  Subcommittee  of  this  Committee,  we  will  save  our  detailed 
comments  for  that  occasion. 

Association-provided  insurance.  Millions  of  Americans  receive  their  health  care 
through  association-provided  health  insurance.  Some  779  associations  replying  to  a  recent 
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survey  by  the  American  Society  of  Association  Executives  reported  total  premiums  collected 
of  $6.2  billion,  which  exceeds  the  health  insurance  premiums  collected  by  Prudential,  the 
nation's  largest  single  health  insurer.  In  principle,  association-based  health  insurance  -  and 
the  NASE  is  among  those  associations  offering  its  members  a  health  insurance  option  —  are 
doing  exactly  what  Health  Alliances  are  supposed  to  do:  linking  up  large  numbers  of 
individual  insurance  consumers  to  get  the  best  group  rates  possible  from  insurers.  Since  most 
associations,  the  NASE  included,  are  non-profit  organizations,  they  tend  to  try  to  get  the  best 
bargains  they  can  for  their  members.  Yet  there  is  no  apparent  place  for  association-provided 
health  insurance  in  the  Administration's  package.  Indeed,  the  tax  structure  of  the  proposal 
suggests  to  us  that  such  association-provided  health  insurance  would  not  be  permitted  to 
exist.  Why  are  we  doing  this,  if  people  are  happy  with  their  association  insurance?  The 
elimination  of  association-based  health  insurance  apparently  envisioned  in  the  proposal  is  also 
inconsistent,  since  large  corporations  and  labor  unions  are  awarded  a  special  place  in  the 
proposal  -  outside  the  otherwise  monopoly  Health  Alliances  ~  with  the  rationale  that  such 
corporations  and  unions  have  many  thousands  of  insured  individuals  scattered  over  many 
states.  It  scarcely  needs  mentioning  that  associations  also  have  many  thousands  of  members 
scattered  over  many  states.  We  hope  that  this  issue,  too,  will  receive  further  attention. 

Health  Insurance  Tax  Deductions  Versus  Exclusions  From  Taxable  Income.  Most 
of  the  health  care  proposals,  including  the  President's,  envision  returning  to  the  100%  health 
insurance  tax  deduction  for  the  self-employed.  This  is  only  just,  since  every  other  type  of 
business  in  the  United  States  is  entitled  to  tax-advantaged  treatment  for  its  health  care 
expenditures.  At  least  one  proposal,  that  of  Senator  Gramm,  would  structure  this  deduction 
more  as  a  tax  credit,  or  as  an  exclusion  from  taxable  income  up  to  a  certain  specified  level, 
reflecting  the  tax  credit  that  larger  businesses  were  receiving.  Since  we  have  not  seen  the 
details  of  Senator  Gramm 's  bill,  we  cannot  comment  in  detail  on  how  this  would  work  or 
whether  the  self-employed  would  be  better  off  under  it.  But  the  NASE  would  ask  Congress 
to  be  even-handed  in  its  treatment  of  health  care  taxes  and  deductions  ~  across  businesses  of 
all  sizes  and  firm  types. 

That  concludes  my  testimony.  The  NASE  again  commends  the  Committee  for  this 
important  hearing,  and  thanks  you  for  giving  us  the  opportunity  to  testify.  I  would  be  happy 
to  accept  any  questions  at  this  time. 
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C3=         National  Association  for  the  Self-Employed 


Washington  Office  ■  1101 -15th  St.,  NW  -  Suite  400  -  Washington,  DC  20005-5002  -202-466-2100  •  202-466-21 23  (fax) 


NATIONAL  ASSOCIATION  FOR  THE  SELF-EMPLOYED 
RELEASES  SURVEY  OF  "SMALLEST  BUSINESSES; 
MOST  RAISE  CONCERNS  ABOUT  MANDATES,  TOO  MUCH  REGULATION 

19  November  1993 


Self-employed  Americans  support  health  care  reform,  but  are  worried  about  too  much 
government  intervention.  Not  surprisingly,  they  believe  mandates  would  cause  serious  harm  to 
the  nation's  smallest  businesses. 

These  are  among  the  findings  of  a  survey  recently  commissioned  by  the  National  Association 
for  the  Self-Employed.  "Our  members  tell  us  they  want  costs  to  go  down,  but  not  if  it  means 
reducing  quality  or  adding  more  bureaucracy",  said  Bennie  L.  Thayer,  President  and  CEO  of 
the  NASE.  The  survey  was  conducted  by  the  polling  firm  of  Fingerhut,  Granados  Opinion 
Research  Co.  The  NASE  has  320,000  members. 

Survey  results  revealed: 

*  NASE  members,  who  are  either  self-employed  or  who  have  fewer  than  5 
employees,  divide  evenly  between  those  who  "support",  "oppose"  and  "aren't 
sure"  of  the  President's  health  care  package.  About  a  third  of  these  business 
owners  characterize  themselves  as  political  independents.  Those  identifying 
themselves  as  Democrats  or  Republicans  divide  evenly  at  about  one-fourth  each. 

*  While  most  survey  respondents  are  satisfied  with  the  quality  of  care  they  now 
receive,  there  are  great  concerns  about  the  costs  of  medical  care  and  health 
insurance. 

*  Options  that  appeal  to  NASE  members  include  medical  care  savings  accounts, 
competing  Health  Alliances,  and  bans  on  selective  rate  increases  or  selective 
cancellations  by  health  insurers. 

*  61  %  of  those  responding  reported  gross  business  revenues  of  less  than  $100,000; 
an  identical  percentage  reported  average  payrolls  of  less  than  $24,000. 

*  Mandating  employer-provided  health  care  coverage  would  cause  about  one-fourth 
of  these  businesses  to  close  their  doors,  while  another  fourth  would  be  required 
to  lay  off  people,  their  owners  say.  Another  fourth  say  the  employer  mandates 
would  have  a  significant  effect  on  wages  and  profitability,  while  only  17%  say 
it  would  have  little  or  no  effect  on  them.  (About  half  now  make  health  insurance 
available  to  their  employees  and  just  over  a  third  make  it  available  to  their 
employees  dependents.) 
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*  Despite  strong  concerns  about  increased  government  bureaucracy,  most  NASE 
members  would  tend  to  support  the  cost  containment  and  insurance  renewability 
aspects  of  the  President's  health  care  package. 

*  Half  of  those  responding  say  they  would  be  willing  to  give  up  some  choice  of 
health  care  providers  to  save  money. 

"Because  our  businesses  are  the  'smallest  of  the  small',  it  is  essential  that  businesses  of  less  than 
five  employees  -  which  are  mainly  new,  start-up  operations  -  be  spared  from  the  job-destroying 
mandate  to  provide  health  insurance  for  full  and  part-time  workers.  More  than  80%  of  our 
members  say  an  employer  mandate  would  require  them  to  either  close  their  businesses,  lay  off 
employees  or  reduce  the  wages  they  pay.  This  is  not  acceptable." 

"We  hope  that  this  survey  will  give  all  parties  to  the  health  care  debate  a  better  appreciation 
what  America's  small  businesses  want  -  and  don't  want  -  from  a  reformed  health  care  system." 

The  poll  is  a  random  sample  of 500  members  of  the  National  Association  for  the  Self-Employed 
(of  a  total  membership  of  320,000)  surveyed  by  phone  on  health  care  issues.  The  margin  of 
error  is  +/-  4.4%  at  the  95%  confidence  level. 
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MARGINALS 
(N  =  502) 


REGIONS 

Northeast     25 

CT,  MA,  ME,  NH,  NJ,  NY,  PA,  RI,  VT 

South  Atlantic  11 

DC,  DE,  PL,  OA,  MD,  NC,  SC,  WV,  VA 

South  Central    .  .34 

AL,  AR,  KY,  LA,  MS,  OK,  TN,  TX 

Midwest  13 

IA,  IL,  IN,  KS,  MI,  MN,  ND.  NE.  MO,  OH,  SD,  Wl 

West  .  17 


AK,  AZ,  CA,  CO,  HI,  ID,  MT,  NM,  NV,  OR,  UT,  WA,  WY 

Hello,  my  name  is  ,  and  I'm  calling  os  behalf  of  the  National  Association  for  the  Self- 
Employ  ed.  This  is  not  a  sales  call.  It  is  a  serious  opinion  research  survey  on  the  health  care  issues  facing  small 
businesses  today. 

Hello,  May  I  speak  to         (name  on  tistt  ? 

(IF  NOT  AVAILABLE  ->  MAKE  APPOINTMENT  TO  CALL  BACK) 

WHEN  CORRECT  PERSON  IS  ON  LINE:  Hello,  my  name  is  ,  and  I'm  calling 

on  behalf  of  the  National  Association  for  die  Self-Employed.  I'd  like  to  ask  you  a  few  questions  about  your  some 
health  care  issues  feeing  small  businesses  today.  This  is  not  a  sales  call.  It  is  a  serious  opinion  research  survey 
and  we  are  seeking  the  opinions  of  small  businesses  owners  such  as  yourself  on  the  health  care  issues.  It  will  take 
just  a  few  Your  answers  will  be  kept  completely  confidential. 

1.  First  of  all,  did  you  see  or  hear  the  President's  speech  on  health  care 

Yes   63 

No  37 

(Don't  recall)   - 

(Refused)  - 

2.  Have  you  heard  or  read  about  the  speech  since  then? 

Yes   74 

No  26 

(Don't  recall)   * 

(Refused)  - 
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In  general,  do  you  approve  or  disapprove  of  President  Clinton's  health  cue  proposal? 

Approve  34 

Disapprove  33 

(Don't  know/Not  sure)  34 

(Refused)  - 

Let  me  read  you  souse  concerns  that  people  have  aboui  health  care.  For  eash  one,  please  tell  sse  whether 
that  concern  is  very  important,  important,  or  not  so  important.  First .  . . 

Very  Not  So  (Don't  know/ 

Important    Important     Important  flffifff?^ 


au 

.  69 

23 

7 

2 

b. 

54 

23 

16 

3 

c. 

Maintaining  your  freedom  to  choose  doctors  and  hospitals  . 

72 

22 

6 

* 

d. 

37 

38 

21 

3 

e. 

Requiring  small  businesses  like  yours  to  purchase 

,  20 

26 

48 

7 

f. 

Preventing  the  health  care  system  from  becoming 

.  72 

16 

8 

4 

In  general,  how  satisfied  are  you  personally  with  the  health  care  yon  and  your  family  now  receive  —  very 
satisfied,  somewhat  satisfied,  somewhat  unsatisfied  or  very  unsatisfied? 

Very  satisfied  43 

Somewhat  satisfied  32 

Somewhat  unsatisfied   11 

Very  unsatisfied  7 

(Don't  know)   6 

(Refused)  * 

Would  you  favor  or  oppose  a  government  plan  that  would  limit  the  cost  of  premiums  for  health  insurance 
for  individuals? 

Favor  73 

Oppose  18 

(Don't  know)   9 

(Refused)  * 
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And  would  you  favor  or  oppose  a  government  plan  that  would  turrit  the  co«  of  health  insurance  premiums 
small  businesses  could  be  charged  by  health  insurance  companies? 

Favor  74 

Oppose  19 

(Don't  know)   7 

(Refused)  * 

Do  you  have  employees? 

Yes   43 

No  57  (OOTOQ1S) 

(Don't  know)   -  (GOTOQ15) 

(Refused)   -  (GO  TO  Q15) 

(IF  "YES") 

How  many? 

1  employee  19 

2  employees  16 

3  employees  IS 

4  employees  11 

5  employees  9 

6-10  employees  IS 

11-20  employees   7 

21  or  more  employees  5 

Can  your  employees  currently  get  health  insurance  coverage  through  your  company? 

Yes   51 

No  48  (GOTOQ12) 

(Don't  know)   1  (GOTOQ12) 

(Refused)  -  (GO  TO  Q12) 

(IF  "YES") 

Who  pavs  for  this  coverage  —  does  vour  business  pav  all  the  costs,  most  of  the  costs,  do  you  split  it  about 
50-50  with  your  employees,  or  do  your  employees  pay  most  or  all  the  costs? 

Business  pays  all  38 

Business  pays  most  14 

Split  about  50-50   26 

Employees  pay  moat/all  20 

(Other)  3 

(Don't  know)   - 

(Refused)  - 
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(RESUME  ASKING  ALL  WITH  EMPLOYEES) 


Do  you  offer  health  msurance  coverage  for  your  employees'  dependents? 

Yea  36 

No  63  (GOTOQ14) 

(Don't  know)   1  (GOTOQ14) 

(Refused)  -  (COTOQ14) 

OF  "YES") 

Who  pays  for  this  coverage  -  does  your  business  pay  aJI  the  costs,  most  of  the  costs,  do  you  split  it  about 
50-50  with  your  employees,  or  do  your  employees  pay  most  or  all  the  costs? 

Business  pays  all  23 

Split  abouTsO-50  30 

Employees  pay  most/all  34 

(Other)  - 

(Don't  know)   3 

(Refused)  - 


(RESUME  ASKING  ALL  WITH  EMPLOYEES) 

If  the  government  were  to  require  you  to  purchase  health  insurance  for  all  of  your  employees,  full  time 
and  part  time,  and  their  dependents,  at  about  the  price  that  health  insurance  sells  for  today,  what  effect 
would  it  have  on  your  business.  Of  the  following  five  options,  which  effect  do  you  mink  this  would  most 
likely  have  on  your  business  .  .  . 


(READ  OPTIONS) 

No  effect  at  all  7 

A  small  effect  on  wages  and  profitability,  but  something  we  could  live  with  10 

A  ffgfffiean*  effect  on  wages  and  profitability,  but  we  could  stay  in  business 

without  cutting  jobs   24 

We'd  have  to  sharply  cut  back  on  wages  or  lay  off  people  29 

We'd  have  to  close  our  doors   25 

(DO  NOT  READ) 

(Don't  know/Not  sure)  5 

(Refused)  * 


(RESUME  ASKING  EVERYONE) 

Some  health  care  reform  proposals  would  require  every  small  business  to  purchase  the  same  health  care 
plan  through  a  single  government-run  agency.  Other  proposals  call  for  having  a  variety  of  plans  available 
through  multiple  sources.  Whether  or  not  you  like  either  of  these  options,  if  you  had  which 
would  you  prefer  -  a  single  government-run  plan,  or  a  variety  of  approved  plans  from  multiple  sources. 


Single  government-run  plan  6 

Variety  from  multiple  sources  83 

(Don't  know)   11 

(Refused)  * 
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16.  Would  you  be  willing  to  give  up  some  choice  of  doctors  and  V*pi»p'«  to  save  some  money  on  your  health 
insurance? 

Yea   SO 

No  34 

(Depends  on  how  much  $$)  11 

(Don't  know)  S 

(Refused)  - 

17.  Yes  No     /Don't  lenow^  fltefiuad) 

a.  Would  you  do  so  if  it  meant  you  could  save 

ten  percent  on  your  health  insurance?   38  52  10  * 

(Go  to  Q18) 

b.  Would  you  do  so  to  save  twenty-five  percent?   31  SO  19  - 

(Go  to  Qlg) 

c.  To  save  thirty -three  percent?   14  65  21  - 

(Go  to  Q18) 

d.  To  save  fifty  percent?   32  47  20 

(RESUME  ASKING  EVERYONE) 

18.  A  health  care  proposal  some  people  are  talking  about  is  that  each  person  be  allowed  to  set  aside  some 
money,  tax  tree,  to  pay  for  medical  expenses,  like  the  way  retirement  accounts  work  today.  Whatever  was 
left  over  in  die  account  after  paying  medical  bills  the  person  would  be  permitted  to  keep.  Would  you  favor 
or  oppose  such  a  proposal? 

Favor  73 

Oppose  17 

(Don't  know)   10 

(Refused)  * 


19.       Other  people  are  talking  about  a  proposal  for  the  government  to  run  the  health  care  system.  Would  you 
favor  or  oppose  such  a  proposal? 

Favor  17 

Oppose  67 

(Don't  know)   16 

(Refused)  1 
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20.  Which  of  ftp  following  would  you  personally  be  willing  to  pay  to  extend  health  innirnncc  to  those  pram  fly 
without  it: 

(HEAD  OPTIONS) 

Nothing  26 

Up  to  $50  a  year  18 

Between  $50  and  $100  a  year   20 

Between  $100  and  $200  a  year  11 

Between  $200  and  $500  a  year  7 

Or  more  man  $500  a  year  2 

(DO  NOT  READ) 

(Don't  know)   15 

(Refused)  1 

21.  And  which  of  the  following  would  you  personally  be  willing  to  pay  to  make  sure  mat  everyone  is  die 
country  received  a  minimum  level  of  medical  benefits: 

(READ  OPTIONS) 

Nothing  24 

Upto$50ayear  24 

Between  $50  and  $100  a  year  18 

Between  $100  and  $200  a  year  10 

Between  $200  and  $500  a  year  6 

Or  more  than  $500  a  year  3 

(DO  NOT  READ! 

(Don't  know)   15 

(Refused)  * 

22.  Now  I'm  going  to  read  you  some  statement!  about  heath  care  reform  aa  they  relate  tohwrinrasfs  For  each 
one,  please  tell  me  whether  you  agree  a  lot  with  that  statement,  agree  a  little,  disagree  a  Utile,  or  disagree 
a  lot.  First .  .  . 


a.  It's  important  to  me  that  health  care  reform 
include  cost-containment  measures  for  health  care 

for  small  businesses  bice  mine   

b.  It's  important  to  me  that  health  care  reform 
prohibit  insurance  companies  from  dropping  a  whole 
business  just  because  one  of  its  employees  gets  sick  .  .  . 

c.  It's  important  to  me  that  health  care  reform 
prohibit  insurance  companies  from  arbitrarily  raising 
their  rates  on  businesses  whenever  someone  in  the 
business  gets  sick  


Agree  Agree  Disagree  Disagree  (Don't  know/ 

a  Lot  a  Little  a  Little  a  Lot  Refused! 

79  10  5  3  4 

83  2  6  8  1 

83  3  6  7  1 


/ 

/ 
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Finally,  I  have  just  •  few  questions  for  our  statishral  comparisons. 


23.  Thinking  about  the  premiums  you  currently  pay  for  health  insurance  for  you  and  your  family  -  do  you 
think  you  are  paying  tar  too  much  for  the  amount  of  health  coverage  you  are  getting,  paying  a  btue  too 
much,  just  getting  your  money's  worm,  or  getting  a  really  good  amount  of  coverage  for  your  money? 


Par  too  much   41 

A  little  too  much  21 

Just  getting  your  money's  worth  26 

A  really  good  amount  for  your  money  .  7 

(Don't  know)   5 

(Refused)  * 

24.       What  is  the  annual  revenue  range  of  your  business?  Please  stop  me  when  I  come  to  the  right  category: 

(READ  OPTIONS) 

Under  $25,000   19 

Between  $25,000  and  $50,000   24 

Between  $50,000  and  $100,000   19 

Between  $100,000  and  $250,000   17 

Between  $250,000  and  $500,000   7 

Over  $500,000   8 

(DO  NOT  READ) 

(Don't  know)   5 

(Refused)  2 


25.  What  is  your  average  annual  payroll?  Please  stop  me  when  I  come  to  the  right  category: 
(READ  OPTIONS) 

Under  $12,000   45 

Between  $12,000  and  $24,000   16 

Between  $24,000  and  $50,000   18 

Between  $50,000  and  $100,000   14 

Over  $100,000    8 

(DO  NOT  READ) 

(Don'tknow)   -  I 

(Refused)  - 

26.  Which  of  these  market  sectors  do  you  consider  your  business  to  be  in  -  wholesale,  retail,  service, 
manufacturing,  transportation,  or  information? 

Wholesale   7 

Retail  20 

Service  51 

 5 

 4 

 3 

(Other)  10 
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27.       When  it  comes  to  politics,  do  you  gwesiily  tliinlc  of  yotinelf  %a  a  Democrat,  a 
or  what? 


 23 

 25 

 34 

(Other)  13 

(Don't  know)   3 

(Refused)  1 

28.      Msny  ftuiBHCtti  htvo  an  eftnic  hnrityoiwd^  such  m  IridKAiawicaH)  AlricaaKAattericaD,  Italian* AaMeican, 
and  so  oc.  How  would  yoa  best  describe  you/  athoic  background?  (WRITE  OCT  RESPONSE) 


jua  American  SS  Scandinavian-American   1 

 8  Fresh-American   1 


  7          Native  American   2 

English-Scotch  American   6          Asian-American    1 

Afrkan-Aaerican/Black   2          Jewish   1 

  5          Puerto  Rican   - 


1  Other  

*  (Won't  say/Refused) 


(Czech,  Limuaman,  etc) 

(NOTE  BUT  DO  BQX  ASK) 
29.  GENDER 


 55 

 45 

TERMINATE  WITH:  That  is  the  cod  of  my  questions.  Thank  you  very  much  for  your  tune. 


i 
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Mr.  Kopetski.  Thank  you  for  your  testimony.  Mr.  Davidson  from 
the  American  Hospital  Association,  good  morning. 

STATEMENT  OF  DICK  DAVIDSON,  PRESIDENT,  AMERICAN 
HOSPITAL  ASSOCIATION 

Mr.  Davidson.  Good  morning,  thank  you,  Mr.  Chairman. 

I  am  Dick  Davidson,  President  of  the  American  Hospital  Associa- 
tion, which  represents  more  than  5,000  hospitals  and  health  care 
institutions  across  America.  There  are  three  things  that  we  have 
to  be  very  clear  about  as  we  start  this  process  of  legislating  health 
care  reform. 

Number  one,  we  must  have  the  courage  to  be  absolutely  honest 
about  paying  for  what  we  are  promising  to  the  American  public  in 
the  way  of  health  care.  We  have  a  real  concern  that  the  President's 
plan,  for  all  that  is  good  about  it,  doesn't  meet  the  mark  for  ade- 
quately funding  universal  coverage. 

Second,  if  we  are  going  to  truly  control  health  care  costs  and  get 
more  value  out  of  the  dollars  we  do  spend,  we  need  to  focus  on 
major  initiatives  to  restructure  the  health  care  delivery  system.  We 
think  that  is  key.  Rigid  spending  caps  and  price  controls  are  not 
the  answer  to  controlling  costs.  Properly  structured  financial  incen- 
tives that  promote  economic  discipline  and  still  ensure  effective 
medical  care  are  the  way  to  really  save  costs  over  time. 

Third,  to  keep  the  reform  effort  on  track  we  must  have  a  truly 
independent  national  commission  positioned  above  the  political  fray 
to  help  maintain  a  balance  between  benefits  promised  the  Amer- 
ican people  and  the  funds  available  to  pay  for  those  benefits.  And, 
with  attention  to  adequate  due  process  in  the  creation  of  such  a 
commission. 

We  have  several  recommendations  on  how  to  adequately  finance 
universal  coverage  under  the  President's  plan.  They  cover  three 
areas.  First,  in  the  area  of  means  testing.  The  President  calls  for 
providing  coverage  to  early  retirees.  We  think  that  should  be  scaled 
back  so  that  we  look  at  subsidies  only  for  retired  employees  who, 
in  fact,  have  a  need  for  some  help  in  getting  their  health  insurance. 
We  think  there  ought  to  be  a  means  test  there. 

And,  there  ought  to  be  a  means  test  for  the  subsidies  for  small 
business.  We  ought  to  scale  back  the  proposed  new  subsidy  to  small 
employers  so  it  goes  only  to  those  low-profit  marginal  employers  in 
the  provision  of  health  insurance. 

In  the  area  of  home  care  for  the  disabled,  we  think  that  it  should 
be  scaled  back  to  propose  a  new  subsidy  for  home-based  care  for 
the  disabled  as  it  applies  to  low-income  disabled.  Again,  we  ought 
to  consider  means  testing  here  as  well.  And  when  we  get  to  Medi- 
care upper  level  income  oeneficiaries,  we  think  that  there  should 
be  a  means  test  there  in  terms  of  participation  for  payment  under 
Medicare  part  A  as  well  as  a  portion  of  the  costs  of  part  B. 

In  the  area  of  taxes,  we  think  that  for  employers  there  ought  to 
be  a  limit  on  the  tax  deductibility  of  health  insurance  costs  tied  to 
the  cost  of  an  average  health  plan.  The  President's  plan  calls  for 
moving  there  in  the  year  2003.  In  the  area  of  sin  taxes,  we  think 
not  only  should  there  be  taxes  on  cigarettes,  but  we  ought  to  in- 
clude the  expansion  of  excise  taxes  on  distilled  spirits  and  wine  as 
well.  And  in  the  area  of  spending,  we  think  that  there  ought  to  be 
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a  deferring  of  expanding  Medicare  benefits,  including  outpatient 
prescription  drugs,  until  universal  access  is  achieved  for 
nonMedicare  beneficiaries. 

Short  of  that,  we  think  that  the  expansion  of  benefits  to  Medi- 
care beneficiaries  ought  to  go  to  those  who  enroll  in  organized  de- 
livery systems  so  we  create  a  movement  to  restructure  the  delivery 
system  itself.  The  bottom  line  of  these  recommendations — our  best 
guess  is  to  generate  at  least  $250  billion  more  in  money  available 
to  pay  for  the  reformed  system.  Finally,  to  get  maximum  value  out 
of  the  health  care  dollar,  we  have  got  to  ensure  that  any  new  ac- 
cess to  health  care  for  Americans  not  be  into  the  current  delivery 
system,  which  is  fragmented  and  disconnected  and  not  efficient, 
but  into  a  restructured  delivery  system  of  integrated  provider  net- 
works that  are  paid  on  a  fixed  capitated  basis. 

Then  we  are  going  to  see  community-based  collaboration  develop 
that  will  ultimately  eliminate  unnecessary  duplication  of  tech- 
nology and  unnecessary  services  and  reduced  hospital  bed  capacity 
in  this  country,  and  it  will  force  a  focus  on  health  prevention  and 
wellness — not  just  on  illness  and  disease — and  that  is  what  will 
bring  us  maximum  value  for  dollar  invested. 

We  think  that  is  an  essential  direction  to  go,  Mr.  Chairman,  and 
we  look  forward  to  working  with  the  committee  as  these  discus- 
sions continue. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,  my  name  is  Dick  Davidson,  president  of  the  American 
Hospital  Association.     On  behalf  of  AHA's  5,300  institutional 
members,  I  am  pleased  to  testify  today  on  the  financing  of  health 
care  reform. 

We  agree  with  you,  Mr.  Chairman,  when  you  remind  us  that  as  we 
examine  its  financing  we  must  always  keep  in  mind  the  underlying 
goals  of  health  reform,  including  universal  coverage,  restraint 
in  the  rate  of  growth  of  health  care  expenditures,  and  the 
maintenance  of  high-quality  care  and  individual  choice. 

We  are  pleased  to  be  able  to  share  our  thoughts  with  you  on  this 
because  we  see  some  potential  financing  pitfalls  that  need  to  be 
addressed  if  our  efforts  are  going  to  produce  workable, 
sustainable  reform. 


I  must  also  say  at  the  outset  that  we  are  somewhat  hampered  in 
our  ability  to  completely  and  fully  assesss  the  impact  of  the 
President's  proposal  because  we  are  still  operating  at  a 
conceptual  level.    Without  details  about  the  numbers  behind  the 
plan's  financing,  we  would  be  shooting  in  the  dark  in  trying  to 
determine  whether  or  not  the  financing  truly  is  adequate  to  fund 
the  benefits  promised. 

THE  FINANCING  DILEMMA 

Balancing  the  competing  goals  of  universal  access  and  restraining 
the  growth  of  total  health  care  spending  presents  a  difficult 
legislative  challenge.     Expanding  access  to  the  currently 
uninsured  and  underinsured  is  going  to  take  more  resources  -  - 
we're  fooling  ourselves  if  we  think  otherwise.     And  while  there 
are  proven  techniques  for  reining  in  health  care  costs  -  -  and 
we'll  discuss  those  later  in  this  testimony  --  they  take  time  to 
show  results.     It  is  unlikely  that  moderating  the  rise  in  health 
care  costs  will  generate  enough  savings  to  cover  the  entire  cost 
of  reform. 

In  the  meantime,  short-term  cost  containment  pressures  remain. 
The  perhaps  understandable  tendency  under  these  circumstances  is 
to  resort  to  expediency  and  take  one,  or  both,  of  two  approaches: 

o       Defer  or  delay  universal  access.     We  see  this  approach 

advocated  in  several  health  reform  plans  now  on  the  table. 
The  Administration's  proposal  promises  universal  access 
through  an  employer  mandate,  but  stretches  out  expanding 
access  over  a  long  period  of  time. 

Other  plans  promise  universal  access  through  an  individual 
mandate,  but  condition  future  subsidies  for  the  poor  on  the 
ability  to  generate  near- term  savings.     Still  other  plans 
don't  attempt  to  achieve  universal  access,  but  simply  try  to 
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increase  the  number  of  people  insured.     And  yet  another 
possibility  that  may  rear  its  head  as  deliberations  proceed 
is  to  simply  whittle  away  at  the  basic  package  of  health 
care  benefits  until  it  no  longer  provides  real  protection. 

o        Underfund  universal  access.     The  other  approach  is  to 

attempt  to  reach  universal  access  without  major  new  funding. 
Under  this  approach,  the  promise  of  access  for  all  is  made 
but  adequate  financing  sources  are  not  proposed  -  -  or 
government  subsidies  for  those  unable  to  purchase  coverage 
on  their  own  are  arbitrarily  capped,  as  is  the  case  with  the 
Administration's  proposal. 

Both  of  these  approaches,  we  believe,  are  short-sighted  and  will 
merely  perpetuate  and  deepen  current  problems  in  the  system.  In 
the  absence  of  universal  coverage,  hospitals  will  have  to 
continue  cost -shifting  to  avoid  denying  needed  care  to  the 
uninsured.     If  their  ability  to  do  so  is  severely  limited  --  as 
it  is  likely  to  be  in  a  reformed  system  --  those  with  the 
greatest  commitment  to  care  for  the  poor,   such  as  inner  city 
hospitals,  may  no  longer  be  able  to  meet  this  commitment.  In 
fact,  if  universal  access  is  guaranteed  by  law,  but  underfunded, 
many  health  plans  and  providers  may  fail.     And  those  we  lose  may 
be  the  very  ones  we  least  want  to  see  disappear  from  their 
communities . 

A  BETTER  SOLUTION 

We  believe  there  is  a  better  way  to  solve  the  financing  dilemma. 
Our  solution  has  three  parts,  which  can  be  informally  summed  up 
as : 

o  Adequately  funding  universal  access  to  health  coverage; 
o        Getting  more  value  out  of  the  health  care  dollars  we  do 

spend  by  intelligent  restructuring  of  the  health  care 

system;  and 

o        Establishing  a  truly  independent  national  commission  to 
make  judgements  and  recommendations  on  the  proper 
balance  between  the  health  care  benefits  to  be  promised 
and  the  funds  available. 

Ensuring  adequate  funding  of  universal  coverage: 

The  best  way  to  pay  for  health  care  reform  is  through  broad-based 
financing.     As  the  most  basic  first  step,  AHA  supports  the 
Clinton  approach  of  requiring  all  employers  to  provide  coverage 
for  their  employees.     There  are  some  fundamental  principles, 
however,  we  should  apply  as  we  seek  other  financing  avenues  to 
buttress  the  employer -based  system. 

First,  those  individuals  who  do  not  receive  health  care  coverage 
through  an  employer  and  who  do  not  have  adequate  personal 
resources,  should  be  the  first  priority  for  government  subsidies. 
Second,  access  should  be  expanded  to  those  without  any  coverage 
before  benefits  are  enhanced  for  those  already  covered.  Third, 
those  who  engage  in  behaviors  that  have  a  negative  effect  on 
health  should  pay  higher  taxes  related  to  those  behaviors. 

Here  is  the  result  when  we  apply  these  principles  to  current 
government  subsidies  and  reform  proposals  now  on  the  table: 

o       Any  new  entitlement  provided  under  health  reform  should 
be  means- tested,  including  the  proposed  subsidy  to 
early  retirees. 

o       Medicare  benefits  should  not  be  expanded  (for  example, 
the  Administration's  proposal  to  add  outpatient 
prescription  drugs  and  more  home  care)  until  universal 
access  is  achieved  for  non-Medicare  eligibles. 

o       Upper  income  Medicare  beneficiaries  should  contribute 
toward  the  cost  of  Medicare  Part  A  coverage  through 
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premiums,  and  should  pay  a  larger  portion  than  they  do 
now  of  Part  B  coverage  through  premiums. 

o        Favorable  tax  treatment  for  the  cost  of  purchasing 
health  insurance  should  be  limited. 

o        Levies  should  be  applied  to  tobacco,  alcohol,  and 
ammunition  and  devoted  to  health  care. 

Getting  maximum  value  out  of  health  care  dollars: 

Those  hospitals  and  physicians  already  participating,  in 
cooperative  partnerships,  in  which  unnecessary,  expensive 
duplication  of  technology  and  services  are  minimized,  are  working 
examples  of  how  to  reduce  the  rate  of  growth  in  health  care 
costs. 

Such  cooperative  partnerships  are  the  centerpiece  of  AHA' s 
approach  to  reform  --we  call  them  "community  care  networks™1. " 
We  want  this  kind  of  basic  delivery  system  restructuring  to  be 
paired  with  financial  restructuring,  under  which  networks  would 
be  paid  up  front  on  a  per-person  basis.     Such  "capitated  payment" 
is  an  extremely  important  motivator  in  providing  more  efficient 
care  while  still  protecting  quality.     First,  it  aligns  incentives 
for  providers,  leading  them  to  act  as  a  cooperative  group  -- 
because  they  are  paid  as  a  group.     Second,  it  gives  providers  the 
resources  to  invest  in  cost-effective  prevention  and  wellness 
services  -  -  an  incentive  that  is  sorely  lacking  in  our  current 
health  system. 

Those  of  you  who  come  from  communities  where  such  cooperative 
arrangements  are  already  common,  know  the  positive  impact  they 
can  have  on  rising  health  costs  while  still  protecting  quality 
and  delivering  patient  satisfaction.     For  example,  the  CEO  of  one 
of  our  members  in  Portland,  Oregon  --  Legacy  Health  System  -- 
came  to  Washington  a  last  week  to  testify  before  your  colleagues 
on  the  Energy  and  Commerce  Health  Subcommittee  about  the  impact 
of  Legacy's  cooperative  structure  on  costs.     Legacy  had  no  cost 
increases  for  hospital  services  in  1993  --  and  none  are  expected 
in  1994.     Legacy  saves  the  various  health  plans  it  serves  between 
5  and  3  0  percent  of  historical  health  care  costs. 

Today,  consumers  have  a  choice  of  a  number  of  types  of  these  so- 
called  "managed  care  plans."     They  range  from  closed-panel  HMOs, 
in  which  all  physicians  are  employed  by  the  HMO,  to  Point  of 
Service  plans,  in  which  an  enrollee  can  decide  to  opt  out  of  the 
panel  of  plan  physicians  for  a  particular  incident  of  care,  to 
managed  fee- for- service  plans  where  there  is  no  network  and  costs 
are  managed  through  utilization- review  programs.     Earlier  this 
year,  Lewin-VHI  prepared  for  us  a  review  and  analysis  of  the 
literature  in  this  area  entitled,  Managed  Care:  Does  It  Work? 


The  report  concluded  that  these  characteristics  are  among  those 
shared  by  the  more  effective  programs: 

o        A  tightly  knit  network  of  providers,  who  are  chosen 

based  on  their  ability  to  manage  health  care  resources 

cost  -  effectively ; 
o        Dedicated  relationships  and  incentives  to  align  the 

goals  of  providers  in  the  network  to  the  goals  of  the 

plan  sponsor; 

o        A  structure  that  strongly  encourages  beneficiaries  to 
stay  within  the  managed  network  for  all  care;  and 

o        Incentives  for  beneficiaries  to  engage  in  healthy 
behavior,  including  seeking  preventive  and  primary 
care,  and  to  consume  health  care  services 
appropriately . 
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These  findings  explain  why  we  believe  it  would  be  a  mistake  to 
require  that  all  managed  care  plans  in  a  reformed  health  care 
system  offer  the  point -of -service  opt-out.     It  would  be 
counterproductive  to  limit  access  to  the  most  cost-effective  kind 
of  care  for  those  businesses  and  individuals  who  would  choose  to 
hold  down  their  health  care  expenses  to  the  greatest  degree 
possible. 

Mr.  Chairman,  we  have  seen  two  significant  changes  in  the 
attitudes  of  our  members  in  the  past  six  months.     The  first  is  a 
perceptibly  growing  realization  that  reform  is  going  to  happen  -- 
and  that's  good,  because  hospitals  are  absolutely  integral  to  the 
reform  process.     The  second,  however,  raises  a  caution  flag  for 
your  deliberations  over  the  coming  months.     It  is  a  growing 
skepticism  that  our  government  will  provide  adequate  resources  to 
make  universal  access  a  reality.     A  growing  suspicion  that 
adequate  financing  of  health  care  reform  will  become  a  political 
football,  tossed  back  and  forth  between  opposing  teams  but  never 
making  it  across  the  goal  line.     The  Administration's  addition  of 
a  subsidy  cap;  deep  Medicare  and  Medicaid  cuts;  the  failure  to 
move  Medicare  toward  capitation;  the  retreat  from  integrated 
delivery  networks  --  all  are  disturbing  steps  in  this  direction 
in  the  eyes  of  our  members. 

Need  for  an  independent  commission: 

Here,  too,  we  offer  a  solution.     We  have  proposed  that  an 
independent  commission,   insulated  from  the  annual  congressional 
budget  tug-of-war,  is  needed  to  protect  health  care  reform  from 
the  tyranny  of  short-term  interests  and  political  expediency. 
Our  concern  with  the  National  Health  Board  as  proposed  by  the 
President  is  that  it  is  not  truly  independent,  but  an  arm  of  the 
Executive  branch. 

In  our  view,  the  national  board's  primary  objective  should  be  to 
stimulate  a  public  debate  on  the  proper  balance  between  the 
promised  health  care  benefits  and  the  available  funds . 
Reforming  our  health  care  system,  one- seventh  of  our  economy,  is 
a  massive  job.     It's  not  going  to  get  done  all  at  once.     It's  not 
going  to  be  perfect  from  the  beginning.     It  will  need  careful 
adjustment  and  course  correction  along  the  way.     An  independent 
commission,  one  step  removed  from  immediate  political  pressures, 
can  do  the  best  job  of  managing  the  on- going  balancing  act 
between  promised  benefits  and  realistic  financing  that  is  going 
to  be  the  make -or -break  nexus  of  health  care  reform. 
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Chairman  Rostenkowski  [presiding].  Thank  you  very  much. 

Mr.  Bromberg,  are  you  suggesting  that  we  replace  the  adminis- 
tration's combination  of  an  employer  and  individual  mandate  with 
just  an  individual  mandate?  Wouldn't  we  need  a  more  generous 
Federal  premium  subsidy  at  least  in  the  short  term  until  wages  ad- 
just, if  individuals  were  required  to  purchase  the  entire  amount  of 
their  health  insurance? 

Mr.  Bromberg.  Well,  I  wasn't  necessarily  suggesting  it  for  every- 
one in  America.  I  was  suggesting  it  in  lieu  of  a  small  employer 
mandate,  so  let's  start  with  that.  If  we  take  small  employers  and 
compare  the  subsidy  we  have  to  give  them,  which  in  the  Clinton 
bill  basically  says  if  they  have  an  average  payroll  of  $24,000  that 
their  premium  gets  subsidized,  versus  doing  an  individual  mandate 
where  we  did  an  earned  income  tax  credit  or  refundable  credit  or 
a  monthly  advanced  credit  as  you  do  under  the  EITC  in  the  law 
now,  and  we  gave  it  directly  to  the  individual,  the  employer  could 
withhold  it  from  the  payroll  and  use  it  for  the  premium,  two  things 
would  happen. 

You  wouldn't  be  subsidizing  the  people  that  that  employer  em- 
ployed who  make  more  than  $24,000  because  that  was  his  average. 
You  would  only  be  subsidizing  those  below  $24,000,  and  the  money 
would  go  direct  to  the  insurance  plan,  and  we  think  would  be  effi- 
ciently administered  and  produce  a  cost  savings  to  the  plan. 

Chairman  Rostenkowski.  Mr.  Morrison,  in  testimony  presented 
yesterday  by  Mr.  Stark,  he  proposed  that  the  health  premiums  im- 
posed under  the  Health  Security  Act  or  any  other  health  reform 
proposals  could  be  collected  more  simply  and  efficiently  by  the  IRS 
rather  than  by  the  regional  alliances. 

Would  your  members  prefer  this  approach  to  the  one  proposed  by 
the  administration? 

Mr.  Morrison.  Mr.  Rostenkowski,  I  think  that  our  members  gen- 
erally would  prefer  an  approach  that  went  more  toward  the  indi- 
vidual rather  than  the  employer  side  of  health  insurance.  If  you  are 
asking  them  whether  they  would  prefer  to  send  their — in  an  em- 
ployer-based system,  whether  they  would  prefer  to  send  their  check 
to  one  quasi-governmental  entity  called  a  health  alliance  versus 
one  purely  governmental  entity  called  the  Internal  Revenue  Serv- 
ice, I  don't  think  they  would  have  a  strong  preference. 

Chairman  Rostenkowski.  Well,  the  IRS  doesn't  like  to  be  a  col- 
lection agency  for  anyone,  and  I  am  somewhat  in  line  with  that 
kind  of  thinking. 

Are  there  any  other  questions  to  be  asked? 

Mr.  Kleczka. 

Mr.  Kleczka.  Let  me  ask  a  clarification  question  of  Ms. 
Williamson. 

Your  testimony  indicates  that  you  are  opposed  to  folding  work- 
men's comp  into  the  health  care  reform,  but  under  the  President's 
bill  that  is  not  done,  as  you  are  aware.  Do  you  have  any  objection 
to  changing  the  payment  system  for  workmen's  comp  as  outlined 
in  the  President's  proposal? 

Ms.  Williamson.  I  am  not  sure  I  understand  your  question. 

Mr.  Kleczka.  OK  Do  you  not  oppose  folding  workmen's  comp 
into  the  health  care  bill? 
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Ms.  Williamson.  We  would  not  like  to  see  a  fold-in  which  would 
eliminate  the  risk  adjustment  but  we  don't  have  any  objection  to 
folding  the  payment  in. 

Mr.  Kleczka.  OK,  that  is  what  the  President's  bill  does.  You 
have  no  problem  with  that? 

Ms.  Williamson.  That  is  correct. 

Mr.  Kleczka.  OK.  For  the  American  Hospital  Association,  Mr. 
Davidson,  you  oppose  caps,  but  my  recollection  is  that  over  the 
years  when  health  care  was  going  up  12  to  14  percent,  hospitals 
around  the  Nation,  and  I  am  not  saying  they  all  are  in  this  cat- 
egory, had  profits  ranging  8  to  10  percent. 

You  might  dispute  that,  but  nevertheless,  they  were  quite  profit- 
able. Give  me  more  rationale  why  you  would  oppose  caps  which,  as 
the  President's  proposal  indicates,  would  be  limited  to  CPI  in  the 
outyears? 

Mr.  Davidson.  Well,  first  of  all,  Congressman,  in  terms  of  our 
history,  profit  margins  at  the  times  we  are  talking  about  certainly 
didn't  average  anywhere  near  that.  It  is  true  that  there  were  some 
institutions  who,  in  fact,  did  have  profit  margins  that  were  that 
high.  On  average,  however,  they  were  much,  much  smaller  than 
that,  more  in  the  range  of  from  3  to  5  percent. 

Second,  with  regard  specifically  to  your  question  about  caps,  any 
time  we  make  some  arbitrary  determination  about  an  expenditure 
level  and  then  work  backward  from  that,  absent  a  consideration  of 
what  the  costs  are  going  to  be  locally,  what  changes  may  take  place 
in  technology,  what  new  disease  categories  may  emerge,  we  surely 
handicap  ourselves  in  terms  of  our  flexibility. 

Finally,  this  system,  a  large  part  of  the  American  health  care  de- 
livery system  is  made  up  of  an  infusion  of  technology  and  creative 
ways  of  doing  things.  To  the  extent  that  any  kind  of  a  cap  on  pre- 
miums stifles  that,  we  don't  think  that  is  going  to  be  in  anyone's 
best  interest. 

Our  view  is  the  way  that  you  ultimately  bring  about  savings  is 
to  eliminate  the  schizophrenia  over  whether  we  are  going  to  have 
a  regulatory  system  or  a  market-based  system.  And  our  view  is 
that  we  need  to  try  the  market-based  system. 

Mr.  Kleczka.  That  is  the  system  we  are  under  now  and  clearly 
it  is  deficient,  to  say  the  least. 

Mr.  Davidson.  But  we  don't  have  a  market-based  system  cur- 
rently. The  kind  of  market-based  system  we  are  talking  about  talks 
about  competing  organized  delivery  systems  who  will  have  a  new 
form  of  incentive  under  capitated  payment — in  essence  be  a  form 
of  fixed  payment — but  not  some  artificial  cap  that  is  derived  on  the 
basis  of  a  formula  with  economic  forecasts  many  years  out  without 
anyone  understanding  what  may  be  happening  to  the  economy  in 
that  time. 

Mr.  Kleczka.  What  are  your  views  of  introducing  into  the  legis- 
lation certificate  of  need  so  every  hospital  in  the  Milwaukee  area 
or  Wisconsin  doesn't  end  up  with  an  MRI  and  things  that  could  be 
shared  versus  individually  owned? 

Mr.  Davidson.  Well,  what  we  found  with  certificate  of  need  laws 
over  time  is  that  they  haven't  stifled  the  growth  of  medical  services 
because  many  medical  services  have  been  outside  of  those  laws, 
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and  we  have  seen  a  proliferation  of  those.  Again,  we  have  to 
determine — — 

Mr.  Kleczka.  Specifically  address  the  equipment  feature  of  cer- 
tificate of  need. 

Mr.  Davidson.  We  think  the  notion  of  certificate  of  need  has 
come  and  gone,  and  that  the  way  to  reallocate  resources  in  the 
community  is  to  rebuild  the  delivery  system  community-by- 
community,  forcing  community  providers  together  to  begin  to  work 
on  these  issues  and  make  determinations  in  the  community  on 
where  the  resources  ought  to  be.  These  ought  to  be  community- 
based  decisions,  not  necessarily  through  some  kind  of  a  State  regu- 
latory agency. 

Mr.  Kleczka.  I  do  want  to  compliment  the  hospital  association 
for  the  support  of  many  of  the  aspects  which  will  be  helpful  to  us 
when  we  finally  put  together  a  product.  I  also  want  to  highlight  the 
fact  that  your  association — I  have  very  serious  reservations  about 
the  early  retirement  provisions  of  the  bill,  and  clearly  we  will  be 
addressing  those.  Last,  when  you  talked  about  taxing  adding  other 
items  above  and  beyond  cigarettes,  you  did  not  mention  beer,  and 
I  appreciate  that.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Bunning. 

Mr.  Bunning.  Thank  you,  Mr.  Chairman,  I  would  just  like  one 
question  for  Mr.  Davidson. 
Mr.  Davidson.  Yes,  sir. 

Mr.  Bunning.  You  mentioned  in  your  testimony  about  the  Na- 
tional Health  Board  and  the  potential  of  political  problems  with  it. 
You  would  prefer  an  independent  board.  How  do  you  make  it  inde- 
pendent? 

Mr.  Davidson.  Well,  you  make  it  independent  by  statute,  but 
you  also  make  it  independent  in  terms  of  having  an  adequate  pro- 
cedure for  administrative  determination  and  due  process  and  all  of 
the  rest.  We  have  looked  at  independent  bodies  in  our  society. 
There  are  some  that  have  been  successful  and  some  that  perhaps 
have  been  less  successful. 

This  is  an  area  where  we  think  that  we  need  to  have  a  single 
public  platform  where  we  make  the  hard  decisions  about  how  much 
money  is  going  to  be  available  and  what  that  might  buy.  Then  have 
that  body  make  a  connection  to  the  Congress  and  force  decisions 
either  up  or  down  on  what  we  have  to  spend.  This  is  what  it  can 
provide.  We  should  not  tinker  on  the  margins. 

What  happens  with  us  on  so  many  bills  is  that  we  tend  to  get 
them  into  the  political  process  and  all  of  the  vested  interests  are 
able  to  influence  pieces  of  them,  and  sometimes  they  don't  come  out 
in  the  best  way  for  service  to  the  public. 

Mr.  Bunning.  Then  you  would  be  willing  to  turn  one-seventh  of 
our  economy  over  to  an  independent  board  to  do  that? 

Mr.  Davidson.  I  don't  think  the  independent  board  is  going  to 
have  total  authority  over  all  these  things  except  to  make  a  set  of 
recommendations  for  the  Congress  to  either  approve  or  disapprove. 

Mr.  Bunning.  That  is  not  the  way  it  is  written  into  the  Presi- 
dent's proposal,  as  you  know. 

Mr.  Davidson.  Well,  we  would  recommend  changes  in  the  lan- 
guage in  the  powers  and  authority  of  the  independent  board. 
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Again,  we  think  it  is  essential  that  we  have  a  single  place  where 
you  can  debate  these  issues  publicly. 

Mr.  Bunning.  That  is  what  this  committee  usually  does,  and  es- 
pecially on  the  cost  factors,  and  that  is  why  we  were  getting  your 
testimony.  I  have  difficulty  with  the  independence  of  the  board  and 
also  turning  over  the  decisionmaking  process  to  that  board  and  al- 
lowing them  to  set  rates  to  allow  things  that  are  very  important 
to  our  health  care  delivery  system  to  be  done  in  a  single  entity,  and 
I  assume  that  that  is  what  you  are  saying  as  far  as  the  independ- 
ent board  is  concerned. 

Mr.  Davidson.  That  is  what  we  are  saying. 

Mr.  Bunning.  Thank  you. 

Chairman  Rostenkowski.  If  there  are  no  further  questions, 
thank  you  very  much,  lady  and  gentlemen. 

Mr.  Kopetski.  The  next  panel  is,  we  have  David  Raboy  from  the 
Smokeless  Tobacco  Council;  Herbert  Middleton  from  the  Pipe  To- 
bacco Council;  Theo  Folz  from  the  Cigar  Association  of  America, 
and  from  the  board  of  directors  of  the  Virginia  Farm  Bureau  Fed- 
eration, Jordan  Jenkins. 

Chairman  Rostenkowski.  Welcome  to  the  panel,  gentlemen.  It 
is  always  a  pleasure  for  us  to  entertain  our  citizens.  We  are  looking 
forward  to  your  testimony.  I  would  like  to  recognize  Mr.  Payne  to 
introduce  one  of  his  constituents. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman.  I  want  to  wel- 
come this  panel  and  I  particularly  want  to  welcome  Jerry  Jenkins, 
who  is  a  constituent  and  a  friend  and  a  real  leader  back  home  in 
our  Fifth  District  of  Virginia.  We  appreciate  him  being  here  and  all 
of  you  being  here  to  testify.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Since  there  is  a  personal  interest  of 
one  of  our  members  in  your  testimony,  I  think,  Mr.  Jenkins,  we 
will  allow  you  to  lead  off.  If  you  will  please  identify  yourself  and 
the  association  you  represent  for  the  record,  we  would  appreciate 
that.  Mr.  Jenkins. 

STATEMENT  OF  JORDAN  M.  JENKINS,  MEMBER,  BOARD  OF 
DIRECTORS  AND  CHAIRMAN,  FLUE-CURED  TOBACCO 
COMMITTEE,  VIRGINIA  FARM  BUREAU  FEDERATION 

Mr.  Jenkins.  Good  morning,  Chairman  Rostenkowski,  and  I 
thank  you  for  the  opportunity  to  appear  before  this  committee 
today.  My  name  is  Jordan  M.  Jenkins.  I  am  a  tobacco  farmer  from 
Lunenburg  County,  Va.  I  am  also  chairman  of  the  Virginia  Farm 
Bureau  Federation  Flue-Cured  Tobacco  Committee  as  well  as  a 
member  of  the  Virginia  Farm  Bureau  Federation's  board  of  direc- 
tors. 

I  know  firsthand  the  economic  importance  of  tobacco  to  my  fam- 
ily, my  neighbors,  and  my  country.  Our  farmers  know  that  we  live 
in  a  culture  of  change,  and  there  is  no  way  to  perpetuate  the  status 
quo.  Change  is  inevitable,  and  we  support  change  in  the  health 
care  system.  However,  we  do  not  support  asking  tobacco  farmers  to 
finance  this  change.  So  today  I  would  like  to  share  with  you  some 
of  my  thoughts  about  tobacco  production  and  the  tax  proposal  that 
would  destroy  the  production  of  tobacco,  which  is  a  historic,  legal, 
and  economically  significant  commodity. 
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I  am  proud  of  my  heritage.  The  development  in  Virginia  in  1619 
of  a  type  of  tobacco  for  which  there  was  great  demand  in  Europe 
soon  became  the  only  medium  of  trade  available.  It  would  serve  as 
not  only  the  foundation  of  Virginia's  economy  throughout  the  colo- 
nial era,  but  would  later  become  a  vital  element  in  the  State's  in- 
dustrial development. 

To  quote  historian  Virginus  Dabney,  "It  was  around  those  to- 
bacco fields  that  the  entire  economy  revolved.  This  staple  guaran- 
teed not  only  the  permanence  of  the  Virginia  settlement,  but  of  also 
the  Nation." 

I  am  a  professional  in  my  chosen  endeavor.  I  am  proud  of  my 
profession.  I  am  proud  to  be  a  tobacco  farmer,  a  part  of  the  2  per- 
cent of  our  Nation's  population  that  provides  food  and  fiber  for  the 
other  98  percent.  However,  I  could  not  contribute  without  tobacco 
which  pays  the  bills  and  enables  me  to  diversify  into  other  crops 
and  livestock. 

More  importantly,  without  tobacco  I  could  not  put  food  on  my 
table  or  yours.  My  children  could  not  have  gone  to  college,  and  I 
could  not  have  provided  the  quality  of  life  my  family  deserves. 

In  recent  months  I  have  read  news  articles  that  have  quoted 
antismoking  advocates  as  clearly  believing  that  raising  excise  taxes 
on  cigarettes  to  higher  levels  to  be  the  most  effective  way  to  reduce 
consumption,  and  the  administration  has  indicated  that  raising  the 
excise  tax  on  cigarettes  by  75  cents  a  pack  is  an  acceptable  and 
convenient  way  to  pay  for  health  care  reform. 

In  a  somber  mood,  I  ask  myself— is  this  action  rational?  Will  it 
accomplish  anything?  And  how  will  it  affect  tobacco  growers  in  the 
Nation's  economy?  In  this  context  I  would  like  to  relate  what  Can- 
ada has  experienced  since  raising  excise  taxes  on  cigarettes. 

Five  years  ago  more  than  3,000  farmers  grew  tobacco  in  the 
province  of  Ontario.  Today  there  are  less  than  1,000.  One  Canadian 
farmer  stated  that  "a  lot  of  us  have  suffered  tremendous  losses  in 
the  viability  of  our  properties  and  I  am  now  growing  65  acres  of 
tobacco  where  it  used  to  be  300  acres,  and  attempts  to  grow  other 
crops  have  not  been  successful." 

One  result  of  the  Canadian  tax  increase  has  been  the  develop- 
ment of  a  new  industry — smuggling  of  contraband  cigarettes.  The 
illegal  sale  of  contraband  and  tobacco  affects  every  Canadian. 

In  1992  the  Federal  Government  lost  an  estimated  $863.8  million 
in  revenue  as  a  result  of  the  sale  of  contraband  tobacco  products. 
Provincial  governments  lost  approximately  $717.1  million,  and  re- 
tailers lost  a  total  of  $2.3  billion  in  sales,  including  taxes,  to  black 
market  tobacco  products. 

Government  figures  claiming  high  Canadian  taxation  has  led  to 
a  huge  drop  in  consumption  do  not  take  into  account  the  increase 
in  contraband  consumption.  When  this  is  taken  into  account,  it  is 
clear  that  the  steady  decline  in  consumption  over  the  past  30  years 
has  not  been  accelerated  by  high  tobacco  taxes.  Yes,  Canadians 
continue  to  smoke,  but  they  may  not  be  smoking  Canadian-made 
products  in  contraband  cigarettes. 

Ironically,  Quebec  Revenue  Minister  Savoie  recently  stated  that 
his  province  is  willing  to  reduce  the  excise  tax  if  the  Ottawa  gov- 
ernment reciprocates.  Savoie  claims  that  cigarette  smuggling  has 
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forced  his  government  to  examine  the  possibility  of  cutting  the  cig- 
arette tax. 

Much  like  our  Canadian  neighbors,  Americans  are  beginning  to 
voice  their  concern  that  social  engineering  tactics  employed  by 
their  governments  are  invading  their  rights  and  freedoms,  rights 
and  freedoms  that  our  governments  have  a  mandate  and  respon- 
sibility to  protect.  As  the  pendulum  begins  to  swing  across  both 
borders  of  the  United  States  and  Canadian  countries,  their  govern- 
ments should  reflect  on  statements  made  by  Abraham  Lincoln. 
These  being,  ''You  cannot  build  character  and  courage  by  taking 
away  a  man's  initiative  and  independence."  And,  second,  "You  can- 
not help  men  permanently  by  doing  for  them  what  they  could  and 
should  do  for  themselves."  Unfortunately,  today  these  statements 
may  not  be  politically  correct. 

Before  leaving,  I  would  like  to  zero  in  on  what  I  consider  the 
most  important  aspects  of  these  hearings,  and  that  is  my  future, 
and  when  I  say  my  future,  I  can  include  hundreds  of  thousands  of 
people  just  like  me. 

I  am  56  years  old.  I  have  been  involved  in  tobacco  production  al- 
most all  my  life.  If  this  tax  increase  comes  about,  I  feel  certain  as 
I  sit  here  tnat  I  will  be  out  of  business. 

We  have  heard  discussions  of  diversification.  I  think  the  facts 
have  been  laid  before  you  that  this  is  not  a  practical  alternative. 
One  thing  that  hasn't  been  stressed  that  I  would  like  to  leave  be- 
fore this  committee,  there  is  a  surplus  of  almost  all  known  agricul- 
tural products  in  the  world  today.  If  thousands  of  tobacco  farmers 
tried  to  venture  into  some  other  type  of  agriculture  production, 
then  we  just  shift  the  problem  to  some  other  segment  of  our  soci- 
ety. It  does  not  solve  our  problem. 

I  am  too  poor  to  quit  and  too  young  to  retire.  Therefore,  I  look 
upon  this  tobacco  that  I  produce  as  my  earning  power  until  I  reach 
a  normal  retirement  age.  Not  only  would  I  be  deprived  of  this  earn- 
ing power  for  the  remainder  of  this  time,  these  actions  would  also 
destroy  the  only  equity  I  have,  and  that  is  in  my  production  enter- 
prise and  farm  which  would  become  almost  worthless  if  I  were  not 
allowed  to  produce  tobacco  or  someone  was  not  allowed  to  produce 
tobacco  on  my  farm. 

Therefore,  I  feel  like  I  am  on  the  spot,  along  with  many  other 
people,  and  I  would  like  for  this  committee  to  consider  the  power 
over  individual  lives  that  are  reflected  in  the  actions  that  might  be 
taken  here  today. 

In  closing,  I  would  say  to  you  that  tobacco  producers  are  respect- 
able, forthright  and  hard-working  members  of  our  Nation's  econ- 
omy, and  I  urge  you  not  to  turn  your  back  on  them  by  enhancing 
the  idea  of  increasing  the  Federal  excise  tax  on  cigarettes.  Thank 
you  very  much. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Jenkins. 

Mr.  Raboy. 

STATEMENT  OF  DAVID  G.  RABOY,  PHJD.,  ECONOMIC 
CONSULTANT,  SMOKELESS  TOBACCO  COUNCIL,  INC. 

Mr.  Raboy.  Thank  you,  Mr.  Chairman.  My  name  is  Dave  Raboy. 
I  am  the  chief  economic  consultant  to  the  Washington  law  firm  of 
Patton,  Boggs  &  Blow.  I  hold  a  Ph.D.  in  economics  and  am  testify- 
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ing  today  on  behalf  of  the  Smokeless  Tobacco  Council,  an  Associa- 
tion of  Domestic  Smokeless  Tobacco  Product  Manufacturers. 

I  have  been  retained  by  the  STC  to  study  the  economic  effects 
of  excise  taxes  on  smokeless  tobacco  products.  My  testimony  today 
will  review  the  economic  effects  of  the  proposed  smokeless  tobacco 
excise  taxes  contained  in  the  Health  Security  Act. 

President  Clinton  has  advocated  complete  overhaul  of  our  health 
care  system,  and  has  proposed  tobacco  tax  increases  for  the  pur- 
pose of  raising  revenue  for  health  care.  Proposed  tax  increases  on 
smokeless  tobacco  products,  therefore,  should  be  judged  according 
to  four  standard,  readily  accepted  criteria  for  evaluating  general 
revenue  raisers.  Such  taxes  must  be  fair  and  equitable,  provide  a 
stable  source  of  revenue,  be  economically  efficient,  resulting  in  the 
minimum  disruption  of  the  economy,  and  in  addition,  the  taxes 
ought  to  be  regionally  neutral,  not  falling  disproportionately  on  any 
geographic  region. 

I  am  hard  pressed  to  think  of  examples  in  our  history  where  ex- 
isting tax  rates  on  one  product  were  increased  by  10,417  percent 
as  proposed  for  chewing  tobacco  or  3,472  percent  as  proposed  for 
snuff.  I  would  see  if  these  taxes  can  stand  up  to  the  four  standard 
criteria  for  revenue  raisers. 

Fairness  is  one  of  the  most  important  criteria  used  to  judge  tax 
proposals.  Regressive  taxes  are  exactly  what  policymakers  should 
seek  to  avoid.  In  my  view,  the  Health  Security  Act  demonstrates 
a  disregard  for  tax  fairness  by  imposing  extreme  tax  increases  on 
products  consumed  in  greatest  concentration  by  blue  collar  Ameri- 
cans. 

It  is  a  highly  regressive  proposal.  This  fact  is  confirmed  in  mar- 
ket research  data  from  various  sources,  as  I  discuss  in  my  written 
testimony.  Further,  any  tax  that  falls  disproportionately  on  one  re- 
gion of  the  country  violates  the  principle  of  tax  fairness. 

The  proposed  tax  on  other  tobacco  products  or  OTP  is  unequivo- 
cally a  tax  on  the  South.  A  dozen  southern  States  bear  the  full 
brunt  of  this  proposal.  In  my  charge  I  have  evaluated  the  relative 
tax  burdens  for  each  of  these  12  States  based  on  assumptions  that 
I  believe  are  consistent  with  those  employed  by  the  Treasury  De- 
partment, although  other  assumptions  are  defensible. 

Citizens  of  these  12  States  will  pay  over  50  percent  of  the  new 
taxes  associated  with  OTP  tax  increases,  yet  these  12  States  ac- 
count for  only  25  percent  of  the  Nation's  population  and  more  fun- 
damentally tnese  12  States  receive  only  23  percent  of  the  Nation's 
disposable  income. 

For  example,  Mississippi  will  have  a  new  tax  share  that  will  be 
almost  six  times  its  percentage  share  of  disposable  income,  and 
North  Carolina's  percentage  share  of  the  new  OTP  tax  is  over  three 
times  its  percentage  share  of  national  disposable  income. 

This  committee  labored  long  and  hard  to  achieve  tax  neutrality 
during  deliberations  on  the  Tax  Reform  Act  of  1986  and  beyond, 
yet  the  proposed  excise  tax  increases,  again  measured  in  thousands 
of  percent,  fall  on  only  one  small  segment  of  the  economy. 

According  to  Treasury's  own  estimate,  the  new  smokeless  tobacco 
excise  tax  will  raise  about  $720  million  a  year.  This  on  an  industry 
whose  gross  sales  in  1992  were  only  about  $1.4  billion.  This  is 
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equivalent  to  levying  a  50  percent  or  beyond  gross  receipts  tax  on 
one  industry. 

We  don't  do  this  to  any  other  industry  in  this  country  under  this 
proposal  or  under  our  existing  Tax  Code.  This  proposal  can  only  be 
viewed  as  a  punitive  tax  on  one  small  industry. 

Tax  increases  the  likes  of  that  proposed  will  cause  the  loss  of 
livelihoods  for  farmers  and  workers  in  the  tobacco  industry,  its  sup- 
pliers and  the  communities  where  they  live. 

Some  have  maintained  that  the  proposed  punitive  rates  of  tax  on 
smokeless  tobacco  are  justified  out  of  some  notion  of  equivalency 
with  cigarettes  on  a  per  pound  of  tobacco  basis.  There  is  no  mean- 
ingful definition  of  equivalency  between  cigarettes  and  smokeless 
tobacco  products,  as  I  believe  the  Congress  has  recognized  in  prior 
tax  legislation. 

Substantial  differentials  in  rates  and  methods  of  taxation  be- 
tween cigarettes  and  smokeless  tobacco  products  are  warranted  be- 
cause, one,  smokeless  tobacco  excise  taxes  are  the  most  regressive. 
Two,  the  tax  burden  is  more  regionally  concentrated.  Ana,  three, 
the  value  inherent  in  the  final  output  of  cigarettes  per  pound  of  to- 
bacco input  far  exceeds  the  value  created  by  the  production  of 
smokeless  tobacco  products.  Rational  economic  policy  requires  that 
tax  rates  based  on  weight  reflect  differing  values  at  least  to  some 
extent. 

In  conclusion,  extreme  increases  in  excise  taxes  on  smokeless  to- 
bacco products  have  been  advocated  as  a  general  source  of  revenue 
for  the  funding  of  health  care  reform.  This  proposal  fails  to  meet 
the  four  fundamental  tax  policy  tests.  The  proposed  taxes  are  high- 
ly regressive,  narrowly  targeted  to  one  region  of  the  country,  vio- 
late principles  of  tax  neutrality  and  economic  efficiency,  and  in  no 
way  produce  a  stable  revenue  source.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachments  follow:] 
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TESTIMONY  OF  DAVID  G.  RABOY 

ON  BEHALF  OF  THE 
SMOKELESS  TOBACCO  COUNCIL 

My  name  is  David  Raboy  and  I  am  the  Chief  Economic  Consultant  to  the 
Washington  D.C.  law  firm  of  Patton,  Boggs  &  Blow.  I  hold  a  Ph.D.  in  economics 
and  I  am  testifying  today  on  behalf  of  the  Smokeless  Tobacco  Council  (STC),  an 
association  of  domestic  smokeless  tobacco  product  manufacturers.  I  have  been 
retained  by  the  STC  to  study  the  economic  effects  of  excise  taxes  on  smokeless 
tobacco  products,  and  have  constructed  a  computer  model  which  estimates  the 
revenue  effects,  on  a  state  and  national  basis,  of  such  excise  taxes.  My  testimony 
will  review  these  economic  effects. 

President  Clinton  has  advocated  a  complete  overhaul  of  our  health  care 
system.  He  has  stated  that  the  proposed  tobacco  tax  increases  are  included  for  the 
purpose  of  raising  revenue  for  health  care.  The  proposed  tax  increases  on 
smokeless  tobacco  products,  therefore,  should  be  judged  according  to  four 
standard,  generally  accepted  criteria  for  evaluating  revenue  raisers.  Such  taxes 
must  be  fair  and  equitable,  provide  a  stable  source  of  revenue,  and  be 
economically  efficient;  that  is,  they  should  raise  revenue  while  resulting  in  the 
minimum  disruption  of  the  economy  and  minimum  distortion  of  the  decisions  of 
private  citizens.  In  addition,  taxes  must  be  regionally  neutral.  A  tax  that  purports 
to  be  a  general  revenue  raiser  but  places  a  disproportionate  burden  on  one  region 
or  another  must  surely  fail  to  fulfill  the  basic  criteria  for  a  fair  and  equitable  tax. 

I  am  hard  pressed  to  think  of  examples  in  our  history  where  existing  tax 
rates  on  one  product  were  increased  by  10,417  percent,  as  proposed  for  chewing 
tobacco,  or  3,742  percent,  as  proposed  for  snuff.  Such  dramatic  increases  in  tax 
rates,  targeted  at  only  one  small  set  of  products  in  an  enormous  economy,  cannot 
be  argued  to  be  a  stable,  equitable  source  of  funding  for  an  economy-wide 
overhaul  of  health  care.  Let's  see  if  the  proposed  tax  increases  can  stand  up  to  the 
standard  criteria  for  evaluating  revenue  raisers. 

Tax  Equity 

Fairness  is  one  of  the  most  important  criteria  used  to  judge  tax  proposals. 
There  are  two  aspects  of  tax  fairness,  vertical  and  horizontal  equity. 

Vertical  Equity  states  that  taxpayers  should  be  taxed  according  to  their 
ability  to  pay  —  the  tax  burden  should  rise  as  income  increases.  Regressive  taxes 
are  exactly  what  policymakers  seek  to  avoid.  Yet  the  proposed  increase  in 
smokeless  tobacco  excise  taxes  is  a  highly  regressive  proposal.  Tobacco  taxes,  in 
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general,  are  regressive,  and  smokeless  tobacco  taxes  are  the  most  regressive,  due 
to  the  demographics  of  smokeless  tobacco  consumption. 

In  Exhibit  1,  attached  to  this  testimony,  I  compare  the  proportion  of  the 
general  population  with  family  income  under  $20,000,  to  the  proportions  of 
consumers  of  various  tobacco  products  with  incomes  under  the  same  level.  For 
instance,  in  1988  about  29  percent  of  the  U.S.  population  had  family  income  of 
less  than  $20,000.  On  the  other  hand,  market  research  has  established  that  about 
36  percent  of  snuff  consumers  and  37  percent  of  chewing  tobacco  consumers  had 
family  income  of  less  than  $20,000.  This  concentration  at  the  low  end  of  the 
income  spectrum  was  not  true  to  the  same  extent  for  all  tobacco  products. 
Cigarette  consumers  were  also  concentrated  at  the  low  end,  but  not  to  the  same 
degree  as  smokeless  tobacco  consumers. 

Market  research  from  different  sources  confirms  these  demographics. 
Recent  market  research  by  Simmons  Market  Research  Bureau  revealed  that  51 
percent  of  chewing  tobacco  users  and  42  percent  of  moist  snuff  users  had  family 
incomes  below  $30,000.  Mediamarket  Research  Inc.  established  through  survey 
analysis  that  57  percent  of  all  smokeless  tobacco  users  had  family  incomes  below 
$30,000.  Regardless  of  which  number  is  used,  the  conclusion  is  the  same.  The 
Health  Security  Act  demonstrates  a  complete  disregard  for  tax  fairness  by 
imposing  a  10,417  percent  tax  increase  on  chewing  tobacco,  which  is  consumed 
by  the  poorest  consumers,  and  a  3,472  percent  increase  on  snuff,  also  consumed 
by  individuals  in  the  lowest  income  groups. 

Regional  Impact 

The  second  aspect  of  tax  fairness  is  horizontal  equity  —  taxpayers  with 
similar  incomes  should  face  similar  tax  burdens.  Quite  obviously,  any  tax  that 
falls  disproportionately  on  one  region  of  the  country  violates  the  principle  of 
horizontal  equity. 

The  proposed  tax  increase  on  other  tobacco  products  (OTP),  is 
unequivocally  a  tax  on  the  South.  A  dozen  southern  states  bear  the  brunt  of  this 
proposal,  and  would  pay  a  portion  of  the  new  tax  far  in  excess  of  their  relative 
shares  of  national  population  or  national  disposable  income.  These  twelve  states 
are  Alabama,  Arkansas,  Georgia,  Kentucky,  Louisiana,  Mississippi,  North 
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Carolina,  South  Carolina,  Tennessee,  Texas,  Virginia,  and  West  Virginia.  (See 
Exhibit  2). 

I  have  calculated  the  relative  tax  burdens  for  each  of  these  states,  based  on 
assumptions  that  I  believe  are  consistent  with  those  employed  by  Treasury 
(specifically  in  terms  of  the  price  elasticity  of  demand),  although  other 
assumptions  are  defensible.  Citizens  of  these  twelve  states  will  pay  over  50 
percent  of  the  new  taxes  associated  with  the  OTP  tax  increases.  Yet  these  twelve 
states  account  for  only  25  percent  of  the  nation's  population.  And  more 
fundamentally,  these  twelve  states  receive  only  23  percent  of  the  nation's 
disposable  income.  (For  comparisons  for  all  50  states,  see  Exhibit  4). 

North  Carolina's  percentage  share  of  the  new  OTP  tax  is  over  3  times  its 
percentage  share  of  national  disposable  income.  Georgia  will  bear  a  tax  share  that 
is  2.6  times  its  share  of  population  and  2.8  times  its  share  of  income.  Mississippi's 
new  tax  share  will  be  almost  6  times  its  share  of  disposable  income.  (See  Exhibit 
3  for  the  five  states  that  are  the  biggest  losers  under  the  proposals.) 

The  burden  of  the  proposed  new  excise  taxes  bear  no  relationship  to  a  state's 
relative  share  of  the  nation's  wealth  or  population.  Except  for  these  twelve  states, 
the  burden  of  the  new  OTP  taxes  will  be  less  than  proportionate  to  income  and 
population,  or  just  about  proportionate.  The  OTP  taxes  in  the  Health  Security  Act 
are  truly  taxes  on  the  South,  and  taxes  on  the  poorest  consumers. 

Economic  Efficiency 

Another  important  tax  principle  is  tax  neutrality  —  taxes  should  not  fall 
disproportionately  on  one  industry  or  another.  This  committee  labored  long  and 
hard  to  achieve  exactly  this  goal  during  deliberations  on  the  Tax  Reform  Act  of 
1986.  Yet  the  proposed  excise  tax  increases,  again  measured  in  thousands  of 
percent,  fall  only  on  one  extremely  small  segment  of  the  economy. 

The  smokeless  tobacco  industry  includes  small  farmers  in  states  like 
Tennessee,  Kentucky,  Wisconsin,  Pennsylvania  and  Virginia.  In  many  cases, 
tobacco  provides  the  cash  margin  that  sustains  a  diversified  family  farm  operation. 
The  smokeless  tobacco  companies  employ  workers  in  states  like  Connecticut, 
Wisconsin,  New  Jersey,  West  Virginia,  Virginia,  Tennessee,  Kentucky  and 
Illinois.  Many  tobacco  product  distributors  are  in  states  like  Texas  and  Georgia. 
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Tax  increases  the  likes  of  that  proposed  will  cause  the  loss  of  livelihoods 
both  within  the  tobacco  industry  as  well  as  those  who  are  suppliers  and  providers 
to  the  industry.  There  will  be  an  inevitable  cascading  of  the  loss  of  those  jobs  and 
their  economic  harm  throughout  the  larger  farm  and  rural  communities  associated 
with  tobacco.  That  is  an  inescapable  conclusion. 

What  Should  the  Relationship  Be  Between  Cigarette  Taxes  and  OTP 
Taxes? 

Some  have  maintained  that  the  confiscatory  rates  of  increase  on  smokeless 
tobacco  taxes  are  justified  out  of  some  notion  of  "equivalency"  with  cigarettes  on 
a  per  pound  of  tobacco  basis.  There  is  no  meaningful  definition  of  "equivalency" 
between  cigarettes  and  smokeless  tobacco  products. 

The  Congress  has  historically  recognized  the  justification  for  substantial  per 
pound  tax  rate  differentials  between  cigarettes  and  other  tobacco  products.  These 
differentials  were  implemented  in  1986  when  OTP  taxes  were  reinstated.  When 
taxes  on  cigarettes  were  increased  in  1990,  OTP  taxes  were  increased  by  the  same 
proportion. 

Unlike  cigarettes,  which  are  uniformly  packaged,  there  are  many  different 
smokeless  tobacco  products  which  are  packaged  in  a  multitude  of  styles,  sizes,  and 
weights.  Chewing  tobacco  and  snuff  are  sold  in  five  major  product  categories 
under  more  than  150  brand  names  in  over  35  separate  packages  which  in  turn  are 
available  in  a  wide  variety  of  sizes  and  weights.  For  example,  chewing  tobacco 
comes  in  loose  leaf,  plug,  and  twist  forms  and  snuff  comes  in  both  moist  and  dry 
forms.  Typical  packages  include  bottles,  pouches,  plugs,  packs,  tumblers,  bags, 
twists,  gullets,  ten  varieties  of  cans  and  so  on. 

Beyond  the  lack  of  comparability  of  products,  OTP  taxes  are  more 
regressive  than  cigarette  taxes,  justifying  a  differential  in  rates.  The  more  narrow 
regional  burden  of  OTP  taxes  is  further  justification  for  different  tax  rates. 

The  most  compelling  reason  for  rate  differentials  beyond  those  warranted 
by  equity  and  regional  concerns  are  purely  economic.  Substantial  differentials  in 
per  pound  rates  of  tax  between  cigarettes  and  smokeless  tobacco  products  are 
warranted  because  the  value  inherent  in  the  production  of  cigarettes  far  exceeds 
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the  value  created  by  the  production  of  smokeless  tobacco  products.  Both  products 
use  essentially  the  same  raw  input  —  tobacco.  Yet  there  is  about  8  to  10  times 
more  value-added  in  cigarettes  (the  difference  between  the  price  a  manufacturer 
gets  for  final  output  derived  from  a  pound  of  raw  input  and  the  price  of  the  raw 
pound  of  tobacco  input)  than  there  is  value-added  in  chewing  tobacco.  Rational 
economic  policy  requires  that  tax  rates  based  on  weight  reflect  differing  values,  at 
least  to  some  extent.  Historically,  excise  tax  rates  reflected  value  in  some  way. 

Why  is  this  important?  "Value-added,"  by  definition,  is  equal  to  the  stream 
of  profit  and  labor  compensation  paid  to  those  that  turn  tobacco  into  a  higher 
value  product.  In  other  words,  there  is  substantially  more  profit  and  labor  income 
in  the  final  output  of  a  pound  of  tobacco  dedicated  to  cigarettes,  than  in  that  for 
chewing  tobacco.  Unless  we  want  to  implicitly  tax  the  labor  income  and  profit  of 
chewing  tobacco  manufacturers  at  a  rate  much  higher  than  the  labor  income  and 
profit  of  cigarette  manufacturers,  we  need  substantial  differentials  in  the  per  pound 
rates  of  tax. 

Because  of  the  relative  level  of  regressivity  between  the  different  product 
categories,  and  the  differences  in  product  packaging  and  value  added,  there  is 
simply  no  justification  for  notions  of  per  pound  equivalency.  If  Congress  insists 
on  including  tobacco  excise  taxes  in  health  care  reform  legislation,  the  rates  of  all 
tobacco  products  should  be  increased  by  the  same  percentage. 

Conclusion 

Extreme  increases  in  the  excise  taxes  on  smokeless  tobacco  products  have 
been  advocated  as  a  general  source  of  revenue  for  the  funding  of  health-care 
reform.  This  proposal  fails  to  meet  the  four  fundamental  tax  policy  tests 
previously  described.  The  proposed  taxes  are  highly  regressive,  narrowly  targeted 
to  one  region  of  the  country,  and  violate  principles  of  tax  neutrality  and  economic 
efficiency.  Finally,  the  proposal  in  no  way  produces  a  stable  revenue  source.  Tax 
increases  of  over  10,000  percent  can  only  be  geared  towards  inflicting  substantial 
damage  to  an  industry,  with  all  the  attendant  implications  for  loss  of  wages  and 
sales  revenue.  Any  tax  that  produces  a  substantial  contraction  of  the  target 
industry  will,  by  definition,  fail  to  produce  a  stable  revenue  source. 
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%  of  Tobacco  Consumers  Below  $20,000  in  Income 

Comparison  with  General  Population  --  1988. 


Population     Chew         Snuff  Cigarettes 


/  A 

Source:  Simmons  Market  Research  Bureau,  Inc. 
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Exhibit  4  ) 


Distribution  of  the  Proposed  OTP  Tax  Increase 


States  Disproportionately  Affected 


Percentage  of  Total 

State 

Tax  increase       I         Population        I    Disposable  Income 

Alabama 

4.1% 

1.6% 

1.4% 

Alaska 

0.1% 

0.2% 

0.3% 

Arizona 

0.9% 

1.5% 

1.3% 

Arkansas 

1.6% 

0.9% 

0.8% 

California 

3.7% 

12.1% 

12.9% 

Colorado 

1.7% 

1.4% 

1.4% 

Connecticut 

0.2% 

1.3% 

1.7% 

Delaware 

0.0% 

0.3% 

0.3% 

D.C. 

0.1% 

0.2% 

0.3% 

Florida 

4.5% 

5.3% 

5.2% 

Georgia 

6.8% 

2.6% 

2.4% 

Hawaii 

0.2% 

0.5% 

0.5% 

Idaho 

0.3% 

0.4% 

0.4% 

Illinois 

3.8% 

4.6% 

5.0% 

Indiana 

2.5% 

2.2% 

2.0% 

Iowa 

0.8% 

1.1% 

1.0% 

Kansas 

1.4% 

1.0% 

1.0% 

Kentucky 

4.2% 

1.5% 

1.2% 

1  rtniciann 

Luuioiai  ici 

2.2% 

1 .7% 

1 .4% 

Maine 

0.3% 

0.5% 

0.4% 

Maryland 

0.8% 

1.9% 

2.2% 

Massachusetts 

0.7% 

2.4% 

2.7% 

Michigan 

2.4% 

3.7% 

3.6% 

Minnesota 

0.9% 

1.8% 

1.7% 

Mississippi 

4.7% 

1.0% 

0.8% 

Missouri 

1.7% 

2.0% 

2.0% 

Montana 

0.4% 

0.3% 

0.3% 

Nebraska 

0.4% 

0.6% 

0.6% 

Nevada 

0.3% 

0.5% 

0.5% 

New  Hampshire 

0.1% 

0.4% 

0.5% 

New  Jersey 

0.8% 

3.1% 

4.1% 

New  Mexico 

0.1% 

0.6% 

0.5% 

New  York 

3.3% 

7.1% 

8.2% 

Nonn  uaroiina 

7.9% 

2.7% 

2.4% 

North  Dakota 

0.2% 

0.2% 

0.2% 

Ohio 

3.2% 

4.3% 

4.1% 

Oklahoma 

1.1% 

1.3% 

1.0% 

Oregon 

1.2% 

1.2% 

1.0% 

Pennsylvania 

4.9% 

4.7% 

4.8% 

Rhode  Island 

0.5% 

0.4% 

0.4% 

South  Carolina 

2.6% 

1.4% 

1.2% 

South  Dakota 

0.2% 

0.3% 

0.2% 

Tennessee 

4.8% 

2.0% 

1.8% 

Texas 

8.4% 

6.9% 

6.4% 

Utah 

0.3% 

0.7% 

0.6% 

Vermont 

0.1% 

0.2% 

0.2% 

Virginia 

3.6% 

2.5%  |  2.6% 

Washington 

1.1% 

2.0% 

2.1% 

West  Virginia 

2.3% 

0.7%  |  0.6% 

Wisconsin 

1.3% 

2.0% 

1.9% 

Wyoming 

0.1% 

0.2% 

0.2% 
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STATEMENT  OF  THE  SMOKELESS  TOBACCO  COUNCIL,  INC. 
ON  THE  REVENUE  PORTIONS  OF 
THE  HEALTH  SECURITY  ACT 
BEFORE  THE 

HOUSE  OF  REPRESENTATIVES  WAYS  AND  MEANS  COMMITTEE 

Mr.   Chairman,  my  name  is  Jeffrey  L.   Schlagenhauf  and  I  am 
the  President  of  the  Smokeless  Tobacco  Council,    Inc.,  an 
association  of  domestic  smokeless  tobacco  product  manufacturers. 
I  appreciate  the  opportunity  to  submit  this  statement,  which 
expresses  the  views  of  the  smokeless  tobacco  manufacturers  on  the 
revenue  portions  of  the  proposed  Health  Security  Act,  recently 
announced  by  the  Administration.     In  a  startling  exercise  in  "new 
speak",   the  Administration,   in  material  accompanying  the 
introduction  of  the  Health  Security  Act,   makes  the  incredible 
assertion  that  smokeless  tobacco  tax  increases  of  10,417%  and 
3,472%  are  "fair"  and  "workable."     This  tax  is  neither  "fair"  nor 
"workable."     Bluntly  put,   that  assertion  is  false  on  its  face; 
the  tax  increases  proposed  on  this  one  industry  are  grossly 
unfair  and  completely  unworkable .     They  are  unjustifiable, 
outrageously  excessive,   regressive,   burdensome  to  one  region  of 
the  country,   and  punitive. 

For  those  of  you  who  may  not  be  familiar  with  smokeless 
tobacco,   it  is  tobacco  which  is  intended  to  be  used  in  the  mouth 
and  is  available  in  two  main  varieties  --  snuff   (moist  and  dry), 
and  chewing  tobacco   (loose  leaf,   plug,   and  twist)    --  and  is  sold 
in  a  wide  variety  of  package  sizes  and  weights.  Smokeless 
tobacco  has  been  enjoyed  in  this  country  since  it  was  first 
settled  over  3  00  years  ago.     Indeed,  one  brand  of  smokeless 
tobacco,   still  a  popular  brand  today,   is  one  of  the  oldest 
consumer  products  in  this  country,   having  been  granted  one  of  the 
first  trademarks  issued  by  the  U.S.   Patent  Office.  Today, 
smokeless  tobacco  products  are  used  by  a  wide  variety  of  working 
Americans  including  factory  workers,   construction  workers,  others 
who  work  with  their  hands,   and  outdoorsmen. 

Mr.   Chairman,   as  this  Committee  is  well  aware,  smokeless 
tobacco  products  have  been  subject  to  federal  excise  taxes  for 
much  of  our  nation's  history.     After  the  repeal  of  the  smokeless 
tobacco  excise  tax  in  1965  along  with  excise  taxes  on  scores  of 
other  products,   the  federal  excise  tax  on  smokeless  tobacco  was 
reimposed  in  1985.     The  smokeless  tobacco  tax  was  further  raised 
along  with  the  cigarette  excise  tax  in  1991,   and  once  again  in 
January  of  this  year.     In  the  1990  legislation  that  imposed  those 
increases,   Congress  approved  a  formula  by  which  smokeless  tobacco 
tax  rates  were  increased  the  same  percentage  amount  as  cigarette 
rates.     This  action  reaffirmed  and  reinforced  the  long  held 
recognition  of  the  competitive  niche  of  smokeless  tobacco  based 
on  historical,   cultural,  and  economic  factors. 

In  the  recently  announced  proposal  for  health  care  reform, 
the  Administration  has  advocated  only  one  new  source  of  tax 
revenue  --  tobacco  taxes--  including  punitive  taxes  directed  at 
smokeless  tobacco.     Mr.  Chairman,   the  amount  of  the  proposed  tax 
increase  on  smokeless  tobacco  is  so  outrageously  high  -  10,417 
percent  in  the  case  of  chewing  tobacco,   and  3,4  72  percent  in  the 
case  of  snuff  --  as  to  be  confiscatory.     Incredibly,  the 
Administration  described  the  taxes  as  "fair"  and  "workable." 
This  outrageous  tax  is  nothing  less  than  an  unvarnished  attack  on 
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our  employees,   distributors,   wholesalers  and  those  who  retail  our 
products,   which  will  result  in  the  loss  of  jobs.     It  is  an  attack 
on  the  growers  of  our  tobacco,   that  will  result  in  the  loss  of 
farms  and  do  irreparable  harm  to  farm  communities.     It  is  an 
attack  on  our  consumers,   who  will  be  asked  to  shoulder  an  unfair 
burden  of  taxation. 

This  unworkable  proposal  also  destroys  market  stability. 
Current  law  differentials  between  cigarettes  and  smokeless 
tobacco  products  have  been  reaffirmed  by  the  Congress  previously, 
are  justified  and  should  be  maintained.     If  tax  increases  are 
absolutely  unavoidable,    (other  health  care  reform  proposals  do 
not  have  new  taxes) ,   they  should  be  broad  based,   not  directed  at 
one  industry. 

Mr.  Chairman,   the  Administration  has  not  only  proposed  an 
outrageously  high  tax,    it  has  also  proposed  to  destroy  the 
balance  in  taxation  between  the  two  major  categories  of  smokeless 
tobacco,   moist  snuff  and  chewing  tobacco.     In  recognition  of  the 
important  differences  between  the  products    (traditional  package 
sizes  and  particularly  value  added)   the  Congress  imposed 
differing  rates  of  tax  on  snuff  and  chewing  tobacco.  This 
existing  law  differential  must  be  maintained. 

SMOKELESS  TOBACCO- -AN  ADULT  PRODUCT 

Some  anti-tobacco  activists  argue  that  higher  excise  taxes 
are  necessary  to  discourage  persons  under  the  age  of  eighteen 
from  using  tobacco  products.     They  claim  that  high  and  increasing 
rates  of  usage  justify  these  outrageous  proposals  to  use  the  tax 
code  to  manipulate  individual  adult  choice  to  suit  their  own 
views  of  what  is  appropriate  individual  behavior. 

The  fact  of  the  matter  is  that,  according  to  a  recent  HHS 
report,  use  of  smokeless  tobacco  by  males  under  18  years  of  age 
is  low,  decreasing  and  very  close  to  HHS 1 s  "target"  or  goal  for 
the  year  2000.  The  1992  Healthy  People  2000  Review1  reflects 
that  the  reported  use  of  smokeless  tobacco  products  (defined  as 
use  on  at  least  one  occasion  in  the  last  30  days)  by  12-17  year 
old  males  decreased  from  6.6%  of  that  group  in  1988  to  5.3%  in 
1991 . 

Moreover,   a  National  Institute  on  Drug  Abuse  survey 
published  in  October  1993  reported  that  use  of  smokeless  tobacco 
by  12-17  year  old  males  had  further  declined  in  1992  to  4.8%, 
which  is  very  close  to  the  4.0%  "target"  for  the  year  2000  set  in 
Healthy  People  2000  Review.     Furthermore,   the  reported  usage  of 
smokeless  tobacco  by  the  total  12-17  year  old  population  (males 
and  females)   was  2.6%  in  1992  according  to  the  NIDA  survey. 

The  Smokeless  Tobacco  Council  agrees  that  tobacco  products 
should  not  be  sold  or  distributed  to  persons  under  the  age  of 


The  1992  Healthy  People  2000  Review  was  compiled  by  the 
National  Center  for  Health  Statistics   (Center  for  Disease 
Control  and  Prevention)   and  submitted  by  HHS  Secretary 
Shalala  to  the  President  and  Congress  in  compliance  with  the 
Health  Services  and  Centers  Amendments  of  1978. 
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eighteen.  Indeed,  the  Council  has  worked  hard  for  many  years  to 
inform  the  public  that  smokeless  tobacco  products  are  for  adults 
only.  The  trends  revealed  in  the  government's  own  surveys  noted 
above  suggest  that  our  efforts  are  working.  A  description  of  the 
Council's  adults-only  program,  which  has  been  conducted  for  a 
decade  with  the  goal  of  keeping  smokeless  tobacco  an  adults-only 
product,   is  included  with  this  testimony  as  Attachment  A. 

Legislatively,   the  Council  has  also  supported  the  passage 
of  state  laws  which  prohibit  the  sale  or  distribution  of  tobacco 
products  to  persons  under  the  age  of  18.     The  Council  also 
supported  a  provision  in  the  Alcohol,   Drug  Abuse  and  Mental 
Health  Administration  Reorganization  Act  which  requires  states  to 
prohibit  the  sale  or  distribution  of  tobacco  products  to  persons 
under  the  age  of  18,   or  risk  losing  federal  funds  for  other 
programs.     We  believe  these  laws  are  the  effective  way  to  keep 
tobacco  products  out  of  the  hands  of  persons  under  the  age  of 
eighteen.     In  sharp  contrast  to  these  laws,   however,  excessive 
excise  taxes  unfairly  punish  the  working  adult  Americans  who  are 
our  consumers . 

SMOKELESS  TOBACCO  TAXES  ARE  HIGHLY  REGRESSIVE 

The  proposed  new  taxes  on  smokeless  tobacco  violate 
fundamental  principles  of  equitable  and  efficient  tax  policy. 
The  most  important  of  these  principles  is  vertical  equity. 

Excise  taxes  are  inherently  regressive,   because  they  impose 
the  same  tax  on  a  product  regardless  of  the  consumer's  income 
level.     The  smokeless  tobacco  tax  is  the  most  regressive  excise 
tax  due  to  the  demographics  of  smokeless  tobacco  consumers. 
Smokeless  tobacco  users  are  concentrated  in  the  lowest  income 
categories.     Several  data  sources  confirm  this. 

For  instance,    in  1988  about  29  percent  of  the  U.S. 
population  had  family  income  of  less  than  $20,000.     On  the  other 
hand,  market  research  has  established  that  about  36  percent  of 
snuff  consumers  and  37  percent  of  chewing  tobacco  consumers  had 
family  income  of  less  than  $20,000.     This  concentration  is 
greater  for  smokeless  tobacco  products  than  for  any  other  tobacco 
product . 

Recent  market  research  by  Simmons  Market  Research  Bureau 
revealed  that  51  percent  of  chewing  tobacco  users  and  42  percent 
of  moist  snuff  users  had  family  incomes  below  $30,000. 
Mediamarket  Research  Inc.  established  through  survey  analysis 
that  57  percent  of  all  smokeless  tobacco  users  had  family  incomes 
below  $30, 000 . 

The  announced  excise  tax  proposals  demonstrate  a  complete 
lack  of  any  sense  of  fairness  by  imposing  the  largest  percentage 
increase  on  the  most  regressive  taxes.     As  noted  above,  chewing 
tobacco  has  the  highest  percentage  of  low  income  consumers  --  yet 
chewing  tobacco  is  subject  to  the  largest  percentage  increase  in 
taxes   (10,417  percent).     Snuff  taxes,  also  highly  regressive,  are 
increased  3,472  percent. 
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The  Administration  has  stated  that  it  does  not  want  to  tax 
middle  and  lower  income  working  men  and  women  of  America,  as 
Members  of  this  Committee  will  recall  vividly  from  the  rhetoric 
of  the  Budget  Reconciliation  debate.       However,   this  proposal  is 
aimed  directly  at  those  very  same  taxpayers.     As  this  Committee 
will  also  recall  from  the  luxury  tax  fiasco,   substantial  economic 
harm  results  from  product  specific  taxes;  harm  that  usually  is 
inflicted  on  the  American  working  person.     This  proposal  will 
produce  widespread  economic  harm  to  middle  and  lower  income 
working  men  and  women. 

In  selecting  a  financing  system  for  the  Health  Security 
Act,   the  Administration  has  chosen  to  ignore  the  lessons  of  the 
past,   as  well  as  the  principle  of  vertical  equity  by  selecting 
only  tobacco  taxes  as  a  tax  revenue  source.     And  of  that 
category,   the  most  regressive  individual  product  taxes  -those  on 
chewing  tobacco  and  snuff-  incredibly  are  increased  the  most. 
Certainly,  Members  of  this  Committee  will  reject  these  regressive 
and  punitive  tax  increases  and  pursue  sound  tax  policy  in  funding 
such  an  important  program  as  health  care  reform. 

THE  PROPOSED  EXCISE  TAX  DISPROPORTIONATELY  BPRPENS 

ONE  REGION  OF  THE  COUNTRY 

Sound  tax  policy  also  dictates  that  the  burden  of  any  new 
excise  tax  for  a  national  health  care  reform  plan  should  be 
equally  distributed  on  geographic  regions  across  the  United 
States.     Contrary  to  this  fundamentally  fair  and  sound  policy, 
the  impact  of  the  proposed  tax  increase  on  smokeless  tobacco 
products  will  be  unfair  because  it  will  be  unduly  burdensome  on 
only  one  region,  the  Southern  region,  of  our  country.  Although 
twelve  Southern  states  comprise  about  25%  of  the  nation's 
population,   they  account  for  less  than  25%  of  the  nation's 
disposable  income.     In  sharp  contrast  to  those  shares,  these 
twelve  States  will  pay  over  half  of  the  proposed  smokeless 
tobacco  tax. 

States  bearing  the  brunt  of  the  new  tax  are  Alabama, 
Arkansas,  Georgia,   Kentucky,   Louisiana,  Mississippi,  North 
Carolina,   South  Carolina,   Tennessee,  Texas,  Virginia,  and  West 
Virginia.     For  example,  Mississippi  would  pay  a  portion  of  the 
new  tax  that  is  £  times  their  share  of  disposable  income  and  more 
than  ±  times  their  share  of  the  total  population.  Likewise, 
Tennessee  consumers  would  pay  a  portion  of  the  new  taxes  that  is 
over  three  times  their  share  of  disposable  income.     Yet  another 
state  unfairly  burdened  by  the  proposed  tax  would  be  North 
Carolina.     North  Carolina  accounts  for  2.4  percent  of  the 
nation's  total  disposable  personal  income,  yet  North  Carolina 
would  pay  7 . 9  percent  of  the  new  tax  on  smokeless  tobacco 
products.     As  a  final  example  of  the  extreme  regional  nature  of 
the  proposed  tax  increase,  Georgians  would  pay  a  share  of  the  new 
tax  that  is  over  two  and  a  half  times  their  national  economic 
representation,  based  on  disposable  personal  income. 

These  statistics  clearly  demonstrate  that  the  punitive 
smokeless  tobacco  tax  increase  proposed  by  the  Clinton 
Administration  would  substantially  violate  the  fundamental 
principle  that  tax  burdens  should  be  equitably  distributed. 
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This  tax  is  a  prescription  for  regional  devastation  caused  not  by- 
natural  events,   but  by  deliberate,   unthinking,  governmental 
action.     We  cannot  believe  the  Committee  or  the  Congress  will 
sanction  such  a  single  minded  attack  on  one  region  of  the 
country.  The  Smokeless  Tobacco  Council  believes  it  is  patently 
unfair  to  ask  the  people  of  a  dozen  Southern  states  to  shoulder 
over  half  of  an  excessive  tax  burden  that  might  at  best  provide 
only  a  small  fraction  of  the  massive  funding  for  federal  health 
programs  benefiting  the  United  States  at  large. 

HEALTH  CARE  SHOULD  NOT  BE  FUNDED  BY  A  SINGLE  INDUSTRY 

Another  important  principle  of  tax  policy  is  that  revenue 
sources  should  be  broad  based  and  neutral.     Broad-based  and 
neutral  taxes  are  administratively  efficient  -  they  raise  revenue 
through  a  stable,   standard  mechanism.     Broad-based  taxes  do  not 
distort  consumer  choices  and,   thus,  provide  the  most 
comprehensive  and  stable  revenue. 

Broad-based  and  neutral  taxes  are  also  equitable.  They 
avoid  policy  choices  and  discrimination  based  on  one  group's 
notion  of  appropriate  individual  behavior  and  instead  focus  only 
on  revenue  needs . 

The  Health  Security  Act  singles  out  one,   and  only  one, 
industry  for  disparate  treatment.     It  attempts  to  pay  for  health 
care  for  all  Americans  on  the  backs  of  a  small  minority  of  the 
population  who  choose  to  consume  smokeless  tobacco  products. 

EXCESSIVE  TAXATION  WILL  CAUSE  JOB  LOSS 

This  tax  will  affect  the  thousands  of  people  who  are 
employed  in  the  production,   manufacturing  and  distribution  of 
smokeless  tobacco.     The  industry  includes  small  farmers  in  states 
like  Tennessee,   Kentucky,  Wisconsin,   Pennsylvania  and  Virginia. 
In  many  cases,   tobacco  provides  the  cash  margin  that  sustains  a 
diversified  family  farm  operation.     Smokeless  tobacco  companies 
employ  workers  in  states  like  Connecticut,   Wisconsin,   New  Jersey, 
West  Virginia,  Virginia,   Tennessee,   Kentucky  and  Illinois.  Many 
tobacco  product  distributors,   convenience  and  "mom  and  pop"  store 
operators  will  be  affected  in  large  states  like  Texas  and 
Georgia . 

Tax  increases  at  any  level,   especially  the  likes  of  those 
proposed,  will  cause  the  loss  of  livelihoods  both  within  the 
tobacco  industry  as  well  as  among  those  who  are  suppliers  and 
providers  to  the  industry.     There  will  be  an  inevitable  cascading 
of  the  loss  of  those  jobs  and  their  economic  harm  throughout  the 
larger  farm  and  rural  communities  associated  with  tobacco.  That 
is  an  inescapable  conclusion. 

Mr.   Chairman,   this  proposal  is  so  arbitrary  and  excessive 
that  it  cannot  be  viewed  as  the  fair  and  reasonable  exercise  of  a 
legitimate  power.     It  is  surely  something  more:  a  cynical  and 
zealous  attempt,  based  on  one  group's  judgmental  views  about 
others'   lifestyles,   to  punish  and  confiscate  the  business  and 
livelihoods  of  the  working  people  in  the  smokeless  tobacco 
industry  and  to  deny  working  adult  Americans  a  simple  pleasure. 
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THE  PROPOSED  TAX  IS  ILLUSORY  AS  A  REVENUE  RAISER 

By  placing  a  huge  tax  on  top  of  the  excise  taxes  currently 
in  place  at  the  state  level,   the  proposed  federal  tax  is  largely 
illusory  as  a  revenue  raiser  because  its  imposition  would  create 
a  declining  revenue  base.     This  decline  would  come  not  only  from 
shrinking  revenues  from  the  excise  tax  itself,   but  from  declines 
in  corporate  and  individual  revenue  associated  with  the  tobacco 
industry.     If  taxes  on  smokeless  tobacco  products  were  increased 
to  the  suggested  levels,    large  numbers  of  consumers  could  not 
afford,   or  would  choose  not,   to  purchase  such  products.     The  net 
result  would  be  that  tax  revenues  would  plummet  despite  an 
increase  in  actual  tax  rates. 

The  Administration's  own  FY   '94  budget  submission  is  clear 
evidence  of  the  effect  of  higher  product-specific  taxes  on 
revenue  and  contradicts  the  assertions  before  the  Committee  that 
higher  taxes  on  these  products  means  higher  revenue.     Despite  a 
25%  increase  in  the  smokeless  tobacco  tax  rate  imposed  in  January 
1993,   the  Administrations  own  FY  '94  budget  estimates  that  tax 
revenue  from  smokeless  tobacco  will  decrease  in  the  coming  fiscal 
year. 

This  point  illustrates  a  conflict  inherent  in  the  proposed 
tax.     Some  proponents  say  that  the  goal  of  the  tax  should  be  to 
influence  individual  adult  choice   (a  choice  contrary  to  their 
own)   and  decrease  consumption  of  a  lawful  product.     Others  look 
to  the  tax  as  a  source  of  revenue  to  fund  the  health  care  reform 
package.     These  goals  conflict  with  one  another  because  as 
consumption  is  driven  down  by  higher  taxes,   revenue  will 
inevitably  decline.     It  is  time  for  the  proponents  of  this 
punitive  tax  increase  to  be  honest  with  the  Committee  about  their 
motives  underlying  this  tax  proposal.     Funding  health  care  on  an 
unstable  revenue  source  is  tax  policy  folly;  any  tax,  if 
mandated,   must  be  neutral  and  broad  based  if  it  is  to  be  fair  and 
successful  as  a  revenue  source. 

"EQUIVALENCY"   IS  MEANINGLESS  BETWEEN 
CIGARETTES  AND  SMOKELESS  TOBACCO  PRODUCTS 

Some  have  maintained  that  the  confiscatory  rates  of 
increase  on  smokeless  tobacco  taxes  are  justified  out  of  some 
notion  of  "equivalency"  with  cigarettes  on  a  per  pound  of  tobacco 
basis.     This  is  merely  a  disingenuous  smokescreen  to  impose 
massive  tax  increases  on  smokeless  tobacco  products.     There  is  no 
meaningful  definition  of  "equivalency"  between  cigarettes  and 
smokeless  tobacco  products. 

Unlike  cigarettes,  which  are  uniformly  packaged,   there  are 
many  different  smokeless  tobacco  products  which  are  packaged  in  a 
multitude  of  styles,   sizes,   and  weights.     Chewing  tobacco  and 
snuff  are  sold  in  five  major  product  categories  under  more  than 
150  brand  names  in  over  35  separate  packages  which  in  turn  are 
available  in  a  wide  variety  of  sizes  and  weights.     For  example, 
chewing  tobacco  comes  in  loose  leaf,  plug,   and  twist  forms  and 
snuff  comes  in  both  moist  and  dry  forms.     Typical  packages 
include  bottles,  pouches,  plugs,  packs,   tumblers,  bags,  twists, 
gullets,   ten  varieties  of  cans  and  so  on. 
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Substantial  differentials  in  rates  of  tax  between 
cigarettes  and  smokeless  tobacco  products  are  also  warranted 
because  the  value  inherent  in  the  production  of  cigarettes  far 
exceeds  the  value  created  by  the  production  of  smokeless  tobacco 
products . 

Both  products  use  essentially  the  same  raw  input  -- 
tobacco.     Yet  there  is  about  8-to-10  times  more  value-added  (the 
difference  between  the  price  a  manufacturer  gets  for  a  pound  of  a 
product  and  the  price  of  a  raw  pound  of  tobacco  input)  in 
cigarettes     than  there  is  value-added  in  chewing  tobacco. 
Rational  economic  policy  requires  that  tax  rates  based  on  weight 
reflect  differing  values.     Historically,   excise  tax  rates 
reflected  value  in  some  way.     Prior  to  1965,    for  instance,  there 
were  different  manufacturers'   excise  taxes  on  radios, 
televisions,   and  other  electrical  appliances.     It  would  not  make 
sense  to  tax  a  pound  of  televisions  the  same  as  a  pound  of 
electric  toasters. 

Because  of  the  relative  level  of  regressivity  between  the 
different  product  categories,   and  the  differences  in  product 
packaging  and  value  added,   there  is  simply  no  justification  for 
notions  of  per  pound  "equivalency."     If  Congress  insists  on 
including  tobacco  excise  taxes  in  health  care  reform  legislation, 
despite  the  poor  tax  policy  implications  of  such  taxes,   the  rates 
of  all  tobacco  products  should  be  increased  by  the  same 
percentage . 

A  FEDERAL  EXCISE  TAX  ENCROACHES  UPON  STATE  TAX  BASES 

A  large  federal  excise  tax  on  smokeless  tobacco  products 
will  substantially  encroach  upon  state  tax  bases  and  erode  the 
ability  of  individual  states  to  generate  revenue. 

The  many  states  that  derive  revenue  from  taxes  on  tobacco 
products  are  able  to  do  so  solely  because  of  the  absence  of  an 
excessive  federal  levy.     The  excessive  and  punitive  federal  tax 
being  discussed  today  would  clearly  endanger  the  effectiveness  of 
existing  state  excise  taxes  by  infringing  upon  the  same  tax  bases 
tapped  by  states. 

CONCLUSION 

The  smokeless  tobacco  industry  is  uniquely  American.  Use 
of  smokeless  tobacco  by  American  working  people  has  been  a  custom 
for  over  300  years.     From  the  very  beginning,   smokeless  tobacco 
has  been  an  all -American  product;   from  the  farmer  to  the 
manufacturing  process  in  the  United  States,   to  the  thousands  of 
distributors,   stores  and  "mom  and  pop"  shops  that  sell  the 
product,   and  finally  to  the  American  working  people  who  enjoy 
these  products.     The  many  men  and  women  of  the  American  smokeless 
tobacco  industry  -  the  growers,   the  factory  workers,  the 
consumers  -  should  not  bear  this  unfair  tax  because  some  want  to 
restrict  adult  choice.     Use  of  the  taxing  power  in  this  punitive 
manner  is  unfair,   unreasonable,   and  unprecedented.     We  urge  the 
Committee  to  restore  fairness  and  sensibility  to  the 
Administration's  proposal  and  reject  this  tax. 

Attachment 
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ATTACHMENT  A 

THE  ADULTS   ONLY  POLICY  OF  THE  SMOKELESS   TOBACCO  COUNCIL -A  SUMMARY 


For  years  the  smokeless  tobacco  industry  has  worked  hard  to 
inform  the  public  that  smokeless  tobacco  products  are  for 
adults  only.     We  have  also  worked  to  correct  the  widespread, 
persistent  and  erroneous  allegations  spread  by  anti-tobacco 
activists  that  the  industry  markets  its  products  to  persons 
under  the  age  of  18.     Our  ongoing  effort  has  two  aims:  to 
enlist  the  help  of  relevant  groups  in  ensuring  that  the  adult 
products  we  manufacture  do  not  find  their  way  into  the  hands  of 
those  under  18;   and  to  correct  the  misperceptions  about  our 
industry,   which  are  spread  by  those  opposed  to  all  tobacco  use. 

•      Responsible  Marketing  To  Adult  Consumers 

The  industry's  program  is  built  on  a  solid  foundation.  We 
have  imposed  upon  ourselves,   and  adhere  to,   high  standards  of 
responsible  marketing.     Industry  policies    (see  the  attached 
copy  of  "the  Code  of  the  Smokeless  Tobacco  Industry")  prohibit 
smokeless  tobacco  advertisements  in  publications  that  are 
primarily  youth  oriented  and  require  models  appearing  in  our 
ads  to  be  at  least  25  years  of  age.     These  policies  also 
prohibit  endorsements  of  smokeless  tobacco  by  active  athletes 
and  require  that  samples  be  distributed  only  to  those  who  are 
18  years  of  age  or  older. 

This  campaign  is  substantial,   not  only  in  terms  of  the 
direct  cash  outlays,   but  also  in  terms  of  additional  resources 
enlisted  in  its  behalf  from  other  institutions. 

•     Public  Outreach  Regarding  the  Adults  Only  Policy 

In  addition  to  the  work  of  the  Council ' s  ten-member 
full-time  professional  staff,   personnel  from  our  six  member 
companies  routinely  speak  out  in  public  forums  in  support  of 
our  policies  and  contribute  other  related  services.     We  have 
also  sought  vigorously  to  multiply  the  impact  of  our  efforts  by 
reaching  out  to  other  organizations  sharing  our  concern  over 
youth  usage  of  tobacco,   such  as  the  American  Legion, 
convenience  store  owners,   law  enforcement  officers  and  other 
organizations.     Via  one  medium  or  another,  we  have  reached  tens 
of  millions  of  Americans  with  the  message  that  smokeless 
tobacco  is  an  adults-only  product. 

•  Support  for  Age  of  Purchase  Laws 

We  worked  extensively  with  state  legislatures  to  encourage 
the  adoption  of  18  as  the  minimum  age  of  purchase  of  smokeless 
tobacco  products,   long  before  Congress  approved  legislation 
(the  Alcohol,   Drug  Abuse  and  Mental  Health  Administration 
Reorganization  Act)   establishing  minimum  age  18  funding 
conditions  on  states  for  the  sale  and  distribution  of  tobacco. 
In  1984,   only  22  states  had  laws  setting  18  as  the  minimum  age 
for  purchase  of  smokeless  tobacco.     Thanks  in  part  to  our 
efforts,   47  states  had  already  approved  laws  establishing  18  as 
the  minimum  age  for  purchasing  our  products  prior  to  passage  of 
the  Reorganization  Act.     In  many  of  these  states  --  Colorado, 
Maryland,   New  York,   Pennsylvania,   Texas  and  Virginia  --  the 


521 


Council  submitted  testimony  in  active  support  for  the  passage 
of  these  laws . 


•  Retailer  Outreach 

Over  the  last  decade  the  Council  and  its  member  companies 
have  pursued  a  variety  of  activities  to  educate  retailers  about 
our  policy.     For  example,   the  Council  has  printed  and 
distributed  point-of-sale  signs  to  more  than  50,000  convenience 
stores,   urging  retailers  not  to  sell  our  products  to  anyone 
under  18  and  to  ask  for  positive  identification  if  the  person 
appears  to  be  under  18. 

•  Public  Service  Announcements 

To  reach  the  general  public  with  our  message,   we  produced  a 
public  service  announcement  in  support  of  our  adults  only 
policy  and  released  it  to  300  television  stations  nationwide. 
Millions  of  people  heard  and  saw  this  hard-hitting  message. 
Unfortunately,   in  order  to  avoid  any  suggestion  that  the 
announcement  might  violate  the  electronic  media  ban  of  the 
Comprehensive  Smokeless  Tobacco  Health  Education  Act  of  1986 
(the  "Smokeless  Tobacco  Act"),   this  program  was  discontinued. 

Passage  of  the  Smokeless  Tobacco  Act  did  not  end  our 
outreach  program.  We  vigorously  continued  the  program  by  means 
of  the  print  media.     "Some  Things  Are  Still  For  Adults  Only" 
was  one  of  our  paid  public  service  announcement  campaigns.  The 
PSA  asked  those  under  18  not  to  attempt  to  buy  smokeless 
tobacco  products  and  asked  retailers  not  to  sell  our  products 
to  anyone  under  age  18. 

•  A  National  Letter  Campaign 

We  also  launched  a  national  campaign  entitled  "Because  We 
Care."     We  placed  open  letters  to  America's  parents,  coaches, 
teachers  and  retailers  asking  these  adult  authority  figures  to 
help  educate  the  nation's  youth  about  our  age  of  purchase 
policy.     These  messages  were  placed  in  some  of  the  most  widely 
read  publications  in  the  country,   including  Parade  Magazine  and 
The  Washington  Post,   as  well  as  some  key  speciality 
publications  such  as  Education  Week,  Convenience  Store  News  and 
U.S.   Tobacco  and  Candy  Journal. 

•  Local  Efforts 

We  have  also  gone  to  the  local  level  with  two  paid  public 
service  announcement  campaigns  concerning  youth  and  smokeless 
tobacco.     The  first  campaign  --   "It's  Our  Responsibility"  -- 
was  targeted  at  local  newspapers  and  featured  strong  parental 
figures  discussing  responsibility  and  the  importance  of  parents 
helping  to  prepare  their  children  for  adult  decisions.  These 
PSAs  were  placed  in  local  newspapers  from  coast  to  coast  such 
as  The.  (Memphis)  Commercial  Appeal,  the  Wisconsin  State 
Journal,  the  Southern  Illinoisan  and  the  Tallahassee  Democrat. 


Educator  Outreach 
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The  4th  "R"?  campaign  --  directed  specifically  at 
education-related  print  media  --  asked  America's  teachers, 
coaches  and  principals  to  teach  youth  about  responsible 
decision-making.     We  tried  to  place  these  PSAs  in  education 
publications  across  the  country.     However,   many  of  the 
publications  we  contacted  refused  to  accept  our  PSAs  citing 
policies  against  accepting  tobacco- sponsored  messages, 
regardless  of  content.     The  47  publications  that  did  accept  our 
PSAs  included  both  national  and  state-level  circulated 
publications . 

•      Opposition  to  Children's  Products  Imitative  of 
Smokeless  Products  or  Bearing  Smokeless  Tobacco  Logos 

Occasionally,   it  comes  to  our  attention  that  certain 
products  produced  by  candy  companies  imitative  of  smokeless 
tobacco  and  aimed  at  children  appear  on  the  market.  For 
example,   a  manufacturer  of  bubble  gum  produces  an  item 
consisting  of  a  long  tape  of  gum  coiled  up  and  packaged  to 
resemble  a  can  of  smokeless  tobacco.     Another  company  produces 
a  shredded  version  of  bubble  gum  also  packaged  to  look  like 
smokeless  tobacco  products.     In  a  related  case,   a  toy 
manufacturer  produced,   without  authorization  (authorization 
which  would  not  have  been  given  even  if  sought) ,  model  cars 
bearing  the  logos  of  smokeless  tobacco  manufacturers. 

We  strongly  oppose  these  marketing  practices.     In  all 
cases,   we  contacted  the  companies  involved  and  protested 
vigorously  to  stop  the  practice.     An  STC  member  spent  $20,000 
to  ensure  the  destruction  of  model  cars  bearing  its 
unauthorized  logo.     We  also  wrote  to  the  Department  of  Health 
and  Human  Services  to  inform  them  of  these  practices  and  our 
actions  in  response. 

•      Coalition  Building 

Another  annual  campaign  consisted  of  a  compendium  of  many 
of  the  industry's  adults  only  efforts  entitled  "A  Continuing 
Commitment."     This  publication  was  distributed  to  business, 
civic  and  youth  organizations  communicating  our  message  and 
asking  their  help  in  supporting  our  policies.     The  Boy  Scouts 
of  America,   The  Rotary  Club  International  and  the  United  States 
Chamber  of  Commerce  are  some  of  the  nearly  100  organizations  we 
contacted. 

As  a  result  of  that  outreach,  we  worked  closely  with  the 
American  Legion  to  incorporate  our  adults  only  message  into 
their  youth  outreach  programs.     We  have  twice  addressed  their 
Committee  on  Americanism  and  Youth,   distributed  our  adults  only 
policy  materials  to  50  state  commanders  and  more  than  200  other 
top  officials,   and  placed  a  series  of  paid  public  service 
announcements  in  The  American  Legion  Magazine.     Thanks  to  the 
Legion's  cooperation,  our  message  reached  a  far  wider  audience. 

In  addition  to  these  yearly  campaigns,   we  maintain  many 
ongoing  activities  to  get  our  adults  only  message  out  to  the 
public.     Many  times  each  year,   we  communicate  with  people  who 
have  contact  with  youth  --  those  within  and  outside  the 
industry  --to  inform  them  of  our  policies.     We  have  spoken  to 
tobacco  farmers,  distributors  of  tobacco  products  and 
convenience  store  owners  to  explain  our  adults  only  policy  and 
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ask  their  help  in  making  it  work.     We  have  also  distributed 
tens  of  thousands  of  pieces  of  literature  detailing  our  adults 
only  policy  during  the  course  of  these  addresses. 

•  Editorials 

We  also  take  advantage  of  editorial  opportunities  to  get 
our  message  across.     We  regularly  publish  op-ed  articles  in 
trade  and  general  interest  publications  to  inform  readers  of 
our  policies.     Hundreds  of  letters  to  the  editor  have  been  sent 
reminding  editors  and  their  readers  of  our  policy  that 
smokeless  tobacco  is  not  for  youth. 

•  Recent  Activities 

Recently,  we  have  added  some  new  dimensions  to  the  program 
in  order  to  achieve  the  goals  we  have  set. 

First,  we  are  working  on  further  developing  our  programs  to 
educate  parents,   retailers  and  other  adults  that  the  use  of 
smokeless  tobacco  is  an  adult  custom  and  not  intended  for 
youth.     An  example  is  the  printing  of  handout  cards,  for 
distribution  to  retailers,   that  detail  our  adults  only  policies 
and  ask  retailers'   help  in  enforcing  age  18  purchase  laws. 

Second,  we  have  extended  our  outreach  program  to  include 
the  law  enforcement  community.     For  several  reasons,  law 
enforcement  officers  are  worthy  allies  in  our  campaign  against 
the  use  of  smokeless  tobacco  products  by  persons  under  the  age 
of  18.     For  example,   they  are  concerned,   as  we  are,  with 
adherence  to  the  law,    including  laws  that  define  activities 
which  are  adult  customs.     Even  more  important,   they  have 
enormous  influence  on  youth  as  community  authority  figures,  and 
can  help  guide  youth  into  productive,   responsible  adulthood. 

Our  third  recent  goal  is  to  explore  and  utilize  new  ways  to 
reach  our  adult  consumers  and  enlist  their  help  in  enforcing 
our  policies.     The  Council  and  its  members  primarily  are 
concentrating  on  publications  popular  with  the  adult  consumers 
of  smokeless  tobacco,   such  as  Outdoor  Life,   Field  &  Stream,  and 
Progressive  Farmer.     Not  only  have  we  placed  public  service 
announcements  in  these  magazines,   we  have  also  succeeded  in 
enlisting  editorial  support  from  these  publications  for  our 
adults  only  policies.     This  is  but  one  example  of  the  kind  of 
effort  that  magnifies  the  impact  of  our  adults  only  campaign. 

Our  industry  is  proud  of  our  efforts  and  the  Council  and 
•its  members  intend  to  continue  this  program. 

We  have  shown  that  the  smokeless  tobacco  industry's  youth 
education  program  is  long-term  and  represents  substantial 
commitment.     We  have  shown  that  it  is  flexible  and  pragmatic, 
striving  to  achieve  its  ends  by  many  means,   including  public 
outreach,   legislative  relations  in  the  states  to  encourage 
minimum-age  of  purchase  laws,  and  enlisting  the  help  of  other 
groups  that  share  our  concerns . 

Our  aim  is  simple  and  clear:     to  ensure  that  the  public  -- 
including  youth  and  adults,   businessmen  and  consumers, 
legislators  and  citizens  --  is  aware  that  our  products  are  for 
adults  only. 
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—  THE  CODE  ^ 

  of  the  

Smokeless  Tobacco  Industry 

In  order  to  ensure  that  the  advertising  and  the  sampling  or  free  distribution  of  smokeless  tobacco  products 
—  chewing  tobacco  and  snuff  —  are  conducted  in  a  responsible  and  uniform  manner,  the  Subscribing 
Members  of  the  Smokeless  Tobacco  Industry-  Code,  hereby  adopt  and  make  known  to  all  the  following 
standards.  In  accordance  with  their  long-standing  policy,  the  Subscribing  Members  confirm  18  years  as  the 
minimum  age  for  purchase  of  smokeless  tobacco  products. 


ADVERTISING 

•  Smokeless  tobacco  advertisements  shall  he  directed  to 
adults  and  shall  not  appear  in  publications  that  are 
primarily  youth-oriented. 

•  Models  who  appear  in  smokeless  tobacco  advertising 
shall  be  at  least  25  years  of  age. 

•  No  athlete  actively  competing  in  professional  sports 
sliall  be  used  to  present  any  smokeless  tobacco  product 
in  any  advertisements  by  way  of  oral  or  written  endorse- 
ment or  by  depiction  of  use  of  any  such  product. 

•  No  professional  entertainer  w  ho  appeals  primarily  to 
persons  under  the  age  of  J  8  shall  be  used  to  present  an\ 
smokeless  tobacco  product  in  any  advertisements  by  way 
of  oral  or  written  endorsement  or  by  depiction  of  use  of 
any  such  product. 

•  Promotional  offers  of  smokeless  tobacco  products 
and  of  premium  items  that  require  proof  of  purchase  of 
smokeless  tobacco  products  shall  carry  the  designation 
"Offer  not  available  to  minors  "  and.  on  the  coupon  for 
mail-in  offers,  a  statement  by  which  the  person  request- 
ing product  certifies  that  (s)heis  18  years  of  age  or  older. 

•  Mail-in  and  telephone  requests  for  smokeless  tobacco 
products  may  be  honored  by  a  c  ompany  if  it  can  be 
reasonably  ascertained  that  the  intended  recipients  are 
at  least  18  years  of  age. 


SAMPLING 

•  Smokeless  tobacco  samples  shall  be  distributed  only  to  persons  who 
are  at  least  1 8  \  ears  of  age.  Persons  who  appear  to  be  under  18  vears 
of  age  shall  be  required  :o  furnish  proof  of  age. 

•  No  sampling  shall  be  conducted  within  two  blocks  of  any  premises 
identified  as  being  used  primarily  for  youth  activities,  such  as  schools 
or  organized  youth  centers,  at  limes  when  such  premises  are  being  used 
for  their  primary  purpose. 

•  Sample  products  shall  be  kept  secure  and  under  control  at  all  times, 
so  that  samples  will  not  be  obtained  by  persons  under  18  years  of  age. 

•  No  unsolicited  samples  shall  be  sent  through  the  mails. 

•  Persons  conducting  sampling  activities  shall  do  so  in  such  manner 
as  to  avoid  the  impairment  or  obstruction  of  orderly  pedestrian  and 
vehicular  traffic. 

•  Persons  conducting  sampling  shall  ensure  that  no  littering  or  un- 
sightly conditions  are  created  as  a  result  of  the  activity. 

'All  sampling  activities  shall  be  conducted  in  compliance  with  state 
and  local  laws  and  ordinances. 

•  All  persons  conducting  sampling  activities  —  whether  in  the  direct 
employ  or  as  agents  of  the  Subscribers  to  the  Code — shall  be  furnished 
copies  of  this  Code  and  shall  agree  to  comply  with  its  terms. 

•  All  persons  conducting  sampling  activities  sliall  be  at  least  18  years 
of  age. 

•  Persons  found  to  have  violated  anv  provisions  of  this  Code  shall  be 

immediately  removed  from  sampling  activities  and  disciplined. 


We,  the  Subscribing  Members,  shall  monitor  and  enforce  the 
provisions  of  this  Code  in  order  to  ensure  compliance. 


Smokeless  Tobacco  Council,  Inc.,  2550  M  Street,  N.W.,  Suite  300,  Washington,  DC  20037 
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STATEMENT  OF  HERBERT  H.  MIDDLETON,  JR.,  CHAIRMAN, 
JOHN  MIDDLETON,  INC.,  KING  OF  PRUSSIA,  PA.,  ON  BEHALF 
OF  THE  PIPE  TOBACCO  COUNCIL,  INC. 

Mr.  Middleton.  Members  of  the  committee,  I  am  Herbert  Mid- 
dleton,  Jr.,  chairman  of  John  Middleton,  Inc.,  started  in  1856  by 
my  great-grandfather  in  Pennsylvania.  We  have  been  there  ever 
since.  An  independent  family  business,  we  are  one  of  the  leading 
manufacturers  of  pipe  tobacco  in  an  industry  which  does  about 
$100  million  at  the  manufacturing  level. 

Thank  you  for  the  opportunity  to  appear  before  you  today  on  be- 
half of  the  Pipe  Tobacco  Council,  which  consists  of  12  manufactur- 
ers and  importers  of  smoking  tobacco  and  6  supplier  members.  The 
industry  has  facilities  in  Illinois,  Virginia,  Kentucky,  Pennsylvania, 
North  Carolina,  and  Georgia,  and  purchases  leaf  that  is  grown  in 
10  States. 

The  administration's  proposal  to  increase  the  pipe  tobacco  tax 
from  67.5  cents  to  $13,175  per  pound,  an  increase  of  1,852  percent, 
frankly,  will  just  shut  us  down. 

Today  a  14-ounce  can  of  Prince  Albert,  selling  in  a  State  with  an 
excise  tax  of  20  percent,  costs  a  consumer  $11.71.  Under  the  pro- 
posed Federal  excise  tax,  that  same  can  would  cost  $29.37 — $29.37 
could  well  sound  the  death  knell  for  an  industry  that  has  been  slid- 
ing to  extinction  for  decades,  a  decline  of  80.4  percent  in  sales  from 
1970  to  1993. 

This  grossly  unfair  and  devastating  tax  may  have  been  prompted 
by  fear  that  cigarette  smokers  would  switch  to  other  tobacco  prod- 
ucts when  the  tax  on  cigarettes  is  increased.  It  won't  happen. 

Since  1950,  I  have  seen  the  pounds  of  pipe  tobacco  sold  in  the 
United  States  decline  year  after  year,  except  for  one  significant 
year,  1964,  the  year  the  Surgeon  General  first  issued  the  report  on 
smoking  and  health.  Sales  soared,  but  it  turned  out  to  be  just  a 
blip  that  left  us  with  less  volume  than  ever  when  the  boomlet  was 
over  in  1965.  No,  cigarette  smokers  are  not  apt  to  switch. 

The  second  possible  rationale  for  increasing  the  tax  on  pipe  to- 
bacco is  that  by  doing  so  it  will  somehow  be  equivalent  to  the  tax 
on  cigarettes.  Forget  the  convoluted  formula  the  administration 
used  to  achieve  equalizing  because  the  very  concept  of  equalizing 
is  totally  irrelevant. 

One  cannot  compare  pipe  tobacco  with  cigarettes.  In  dollar  vol- 
ume, 43/iooo  of  1  percent;  in  consumer  demographics,  no  women, 
mostly  older  men  on  fixed  incomes;  in  marketing,  no  vending;  and 
consumer  advertising  barely  perceptible.  The  third  rationale  for  in- 
creasing the  tax  on  pipe  tobacco  could  be  to  discourage  men  and 
women  from  smoking  a  pipe.  You  have  to  smile  at  that  one. 

When  was  the  last  time  you  saw  a  woman  of  any  age  or  a  man 
under  50  smoking  a  pipe?  Simply  said,  pipe  smoking  is  not  a  life- 
style that  appeals  to  young  people. 

A  fourth  and  final  rationale  for  a  tax  increase  on  pipe  tobacco 
would  be  to  deal  with  significant  external  costs,  if  pipe  smokers,  in 
fact,  contribute  significant  external  costs  on  the  rest  of  society. 
However,  it  is  hard  to  ascertain  how  a  rapidly  dwindling  number 
of  pipe  smokers,  less  than  V2  of  1  percent  of  the  population  and 
mostly  elderly,  could  by  any  stretch  of  the  imagination  be  deter- 
mined to  inflict  such  costs  on  society. 
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Roll-your-own  is  the  smallest  segment  in  the  smoking  tobacco  in- 
dustry. Currently  it  is  not  taxed,  but  last  year  if  you  had  taxed  roll- 
your-own  tobacco  at  the  same  rate  as  pipe  tobacco,  it  would  have 
brought  in  only  $3  million.  The  proposed  new  tax  of  $12.50  a  pound 
on  that  product  will  more  than  double  the  retail  price.  An  esti- 
mated 50  percent  of  roll-your-own  sales  are  made  to  penal  institu- 
tions. Other  significant  users  include  the  unemployed,  the  home- 
less, and  the  indigent.  To  levy  a  regressive  tax  of  $12.50  a  pound 
on  this  product  could  effectively  wipe  it  out  as  well. 

Mr.  Chairman,  you  want  to  raise  revenue  to  fund  health  care  re- 
form. History  shows  that  increasing  the  pipe  tobacco  tax  is  an  inef- 
fective revenue  generator. 

In  1990  the  tax  yielded  $5.7  million.  Since  then  you  increased 
our  tax  by  50  percent.  We  estimate  next  year's  yield  to  be  $5.9  mil- 
lion. Imagine  increasing  the  tax  by  50  percent  and  getting  only 
$200,000  more. 

Does  that  make  any  sense?  Considering  that  roll-your-own  could 
not  tolerate  the  tax  proposed,  either,  the  more  reasonable  approach 
would  be  to  tax  them  the  same  as  pipe  tobacco  is  currently. 

Getting  back  to  the  matter  of  equalization  with  cigarettes,  this 
is  the  first  time  we  have  ever  had  it.  Yesterday  the  cigarette  indus- 
try had  5  minutes  to  make  a  verbal  presentation.  Today  we  have 
the  same  amount  of  time. 

Had  this  been  based  on  relative  sales,  you  would  have  accorded 
us  only  9/io  of  1  second.  Thank  you. 

[The  prepared  statement  follows:] 
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Pipe  Tobacco  Council,  Inc. 
Comments  by  Herbert  H.  Middleton,  Jr. 
Before  the  House  Ways  6  Means  Committee 
November  19,  1993 


Mr.  Chairman,  members  of  the  committee,  I  am  Herbert  H. 
Middleton,  Jr.,  chairman  of  John  Middleton,  Inc.     My  company  was 
founded  in  1856  by  my  great  grandfather  when  he  arrived  from 
England  at  the  age  of  17.     We  have  been  located  in  Pennsylvania 
for  the  entire  137  years  of  our  existence  —  first  in 
Philadelphia  and  for  the  past  33  years  in  King  of  Prussia.     I  am 
the  fourth  generation  owner  of  this  small  independent  family 
business  and  my  son  and  daughter  are  the  fifth  generation. 
Though  small  relative  to  firms  outside  our  industry  that 
manufacture  consumer  goods  in  national  distribution,  we  are  one 
of  the  leading  manufacturers  of  pipe  tobacco  in  an  industry  which 
does  about  $100  million  annually  at  the  manufacturing  level. 

I  want  to  thank  you  for  the  opportunity  to  appear 
before  you  today  on  behalf  of  the  Pipe  Tobacco  Council,  Inc. 
(PTC) .     The  PTC  consists  of  12  manufacturers  and  importers  of 
smoking  tobacco  sold  in  the  U.S.  and  six  associate  members  who 
are  suppliers  to  the  industry.     The  industry  has  facilities  in 
Illinois,  Virginia,  Kentucky,  Pennsylvania,  North  Carolina  and 
Georgia  and  purchases  leaf  that  is  grown  in  ten  states. 

On  November  1,  President  Clinton  spoke  before  the  U.S. 
Chamber  of  Commerce  to  promote  the  North  American  Free  Trade 
Agreement.     At  that  time  he  said,   "I  would  never  knowingly  do 
anything  that  would  cost  an  American  a  job.     My  job  is  to  try  to 
recover  the  economic  vitality  of  this  country  by  working  in 
partnership  with  the  private  sector." 

We  are  grateful  the  President  holds  that  view,  Mr. 
Chairman,  because  I  can  tell  you  emphatically,  and  without 
reservation,  that  if  Mr.  Clinton's  proposal  to  increase  the 
existing  pipe  tobacco  tax  by  1,852%  is  adopted,  the  U.S.  pipe 
tobacco  industry  will  shut  down.     Jobs  will  be  lost;  sales, 
excise  and  income  tax  revenues  to  local  and  state  governments  and 
to  the  federal  government  will  be  lost  and  the  rolls  of  the 
unemployed  will  increase. 

How  can  we  be  so  sure?    Today,  a  fourteen  ounce  can  of 
Prince  Albert  pipe  tobacco,  a  brand  we  have  been  manufacturing 
since  1987,  selling  in  a  state  with  a  state  excise  tax  of  20%, 
would  typically  cost  the  consumer  $11.71.     Should  the  federal 
excise  tax  be  increased  from  $.675  a  pound  to  $13,175  per  pound 
that  same  can  would  sell  for  $29.37!     Thus  the  $12.50  proposed 
tax  increase  would  cost  the  consumer  an  additional  $17.66  at 
retail.     Many  of  our  consumers  are  elderly  and  on  fixed  incomes. 
$11.71  is  already  a  stretch  for  them;  $29.37  could  well  sound  the 
death  knoll  for  an  industry  that  has  been  sliding  to  extinction 
for  decades.     A  tax  increase  on  pipe  tobacco  of  any  amount  would 
hasten  that  process.     A  tax  decrease  would  not  cure  us,  but  would 
slow  that  process.     That  actually  happened  twice  before.  In 
1951,  when  the  federal  excise  tax  on  pipe  tobacco  and  roll-your- 
own  tobacco  was  $.18  a  pound  it  was  reduced  to  $.10  a  pound. 
Then,  in  1966  the  tax  was  eliminated  altogether.     In  both  cases, 
the  motivation  of  Congress  was  to  provide  relief  for  a  distressed 
industry.     In  1966  when  the  tax  was  eliminated,  consumption  stood 
at  69  million  pounds. 

In  1988  when  consumption  had  declined  to  21.6  million 
pounds,  Congress  reinstated  the  tax  on  pipe  tobacco  at  $.45  a 
pound,  but  did  not  reinstate  the  tax  on  roll-your-own  tobacco. 
As  a  result  of  the  50%  increase  in  tobacco  taxes  legislated  in 
1990,  the  pipe  tobacco  tax  increased  to  $.5625  per  pound  in  1991 
and  to  its  current  rate  of  $.675  per  pound  in  1993.  Consumption 
of  pipe  tobacco  this  year  is  expected  to  total  only  9,576,281 
pounds . 
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How  did  such  an  unprecedented,  grossly  unfair  and 
devastating  tax  increase  find  its  way  into  this  proposal? 
Apparently,  it  was  deemed  necessary  to  disincentive  cigarette 
smokers  from  switching  to  a  less  expensive  form  of  smoking  when 
the  tax  on  cigarettes  is  increased.     We  know  from  bitter 
experience  that  will  not  happen.     Ever  since  I  came  into  the 
industry  in  1950,  the  pounds  of  pipe  tobacco  sold  in  the  U.S. 
have  declined  year-after-year  unabated  except  for  one  significant 
year  —  1964.     That  was  the  year  Surgeon  General  Luther  Terry 
produced  the  first  report  on  Smoking  and  Health.     After  the 
report  was  published,  our  firm  and  all  other  manufacturers  of 
pipe  tobacco  were  bombarded  with  orders.     We  could  not  produce 
our  products  fast  enough.     The  Federal  excise  tax  on  pipe  tobacco 
was  only  $.10  a  pound  at  that  time,  so  there  was  an  economic 
incentive  as  well  to  switch  from  cigarettes.     But  it  turned  out 
to  be  just  a  blip  that  left  the  industry  with  less  volume  than 
ever  when  the  boomlet  was  over.     No,  cigarette  smokers  are  not 
apt  to  switch. 

Another  rationale  for  increasing  the  tax  on  pipe 
tobacco  from  $.675  to  $13,175  per  pound  is  that  the  tax  on  pipe 
tobacco  should  be  eguivalent  to  a  tax  on  cigarettes.     I  will  not 
expound  on  the  convoluted  formula  the  Administration  used  to 
achieve  "equalizing"  because  the  very  concept  of  equalizing  is 
totally  irrelevant.     Our  industry  is  not  equivalent  to  the 
cigarette  industry.     In  dollar  volume  —  .0043%  as  large.  In 
consumer  demographics  —  no  women,  mostly  older  men.  In 
marketing  —  no  vending  and  consumer  advertising  barely 
perceptible.     The  reason  you  do  not  see  our  products  on 
television  or  advertised  on  radio,  even  though  we  are  permitted 
to  do  so,   is  that  we  have  such  a  small  number  of  users  of  our 
products  we  simply  cannot  afford  to  advertise. 

Another  rationale  for  increasing  the  tax  on  pipe 
tobacco  by  1,852%  could  be  to  discourage  young  men  from  smoking  a 
pipe.     When  was  the  last  time  you  saw  a  man  under  50  smoking  a 
pipe?    Simply  put,  young  men  do  not  smoke  pipes.     This,  along 
with  price  sensitivity,  is  why  our  industry  is  in  such  a  decline. 
Older  smokers  are  not  being  replaced.     A  claim  that  an  increase 
in  the  cigarette  tax  would  drive  young  men  to  smoke  pipes  is 
preposterous . 

A  final  rationale  for  a  tax  increase  on  pipe  tobacco 
would  be  to  deal  with  significant  external  costs  if  pipe  smokers 
in  fact  contribute  significant  external  costs  on  the  rest  of 
society.     However,   it  is  hard  to  ascertain  how  a  dwindling  number 
of  pipe  smokers,  mostly  elderly,  could  by  any  stretch  of  the 
imagination  be  determined  to  inflict  significant  external  costs 
on  society. 

Historical  Sales  and  Trends  Show  Steady  Declines  in  Sales.  One 
can  only  begin  to  understand  the  impact  of  the  Administration's 
proposal  by  first  understanding  historical  sales  and  trends  in 
the  industry,  facts  which  the  Administration  was  apparently 
unaware  of  when  coming  to  its  recommendations.     Until  recently  it 
was  impossible  to  get  reliable  data  on  pipe  tobacco  sales  in  the 
U.S.     This  is  because  the  Department  of  Agriculture  classifies  us 
as  part  of  the  smoking  tobacco  industry  which  consists  of  two 
segments  —  pipe  tobacco  and  roll-your-own  tobacco.     The  USDA 
estimates  that  70%  of  smoking  tobacco  is  used  in  pipes;  the 
remainder  is  used  for  roll-your-own.     The  most  important  fact  for 
you  to  know  is  that  according  to  the  USDA.  74.6  million  pounds  of 
smoking  tobacco  —  that  is.  pipe  and  roll-your-own  —  were 
consumed  in  the  U.S.   in  1970.  but  only  14.6  million  pounds  will 
be  consumed  in  1993.     That  is  a  decline  of  80.4%  in  just  23 
years.      (See  attached  table.) 
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Federal  Tax  Revenue  From  This  Declining  Industry  is  Deminimus. 
How  much  revenue  does  this  tax  generate?    Estimates  to  which  you 
may  have  access  are  likely  to  be  flawed  and  overstated  by  the 
fact  that  until  this  year  government  trade  data  on  imports  of 
smoking  tobacco  included  both  packaged  pipe  tobacco  (which  was 
subject  to  the  excise  tax)  and  packaged  roll-your-own  tobacco, 
which  is  not  taxed.     The  Bureau  of  Alcohol,  Tobacco  and  Firearms 
(BATF)  treated  all  of  these  imports  as  if  they  were  taxable  pipe 
tobacco.     This  resulted  in  inflated  estimates  of  industry  sales 
and  excise  tax  revenue.     This  year,  for  the  first  time,  the 
tariff  schedules  have  broken  out  the  two  categories  of  smoking 
tobacco. 

However,  because  approximately  98%  of  the  pipe  tobacco 
sold  by  manufacturers  and  importers  is  captured  by  the  Pipe 
Tobacco  Council's  statistical  reporting  program,  we  are  able  to 
state  with  a  high  degree  of  accuracy  total  pipe  tobacco  industry 
sales  and  the  excise  tax  revenues  generated  for  1990  through  1993 
as  follows: 


Year  Mfrs. /Impt. 's  Sales  Tax  Excise  Tax  Revenue 

1990  12,593,957  lbs.  $.45/lb.  $5.7  million 

1991  11,638,194  lbs.  $.5625/lb.  $6.5  million 

1992  10,633,394  lbs.  $.5625/lb.  $5.98  million 
1993*  9,576,281  lbs.  $.675/lb.  $6.5  million 


♦estimated 

As  you  can  see,  the  tax  rate  has  increased  by  50%  over 
the  past  four  years,  while  industry  sales  have  declined  24%. 
Furthermore,  assuming  no  further  increase  in  the  Federal  excise 
tax,  my  company  has  projected  industry  sales  of  pipe  tobacco  and 
tax  revenue  from  1994  through  1997  as  follows: 


1994  8,720,783  lb.  $.675/lb.  $5.9  million 

1995  7,970,796  lbs.  $.675/lb.  $5.4  million 

1996  7,333,132  lbs.  $.675/lb.  $4.9  million 

1997  6,783,147  lbs.  $.675/lb.  $4.6  million 


So,  even  if  the  excise  tax  is  not  increased,  the  pipe 
tobacco  industry  will  decline  a  further  30%  by  1997,  at  which 
time  the  government  will  be  gathering  only  about  $4.6  million  in 
excise  tax  revenue  from  the  product  —  $4.6  million  more  than  if 
the  industry  is  obliterated  with  a  1,862%  tax  hike.     The  total 
sales  decline  from  1990  to  1997  will  be  46%  even  without  the 
Administration's  confiscatory  tax.     It  is  obvious  that  the  tax 
policy  of  the  federal  government  is  pushing  a  legitimate  industry 
to  the  brink  of  survival. 

Roll-your-own  tobacco:     Turning  now  to  the  smaller  segment  of  the 
smoking  tobacco  industry,  the  sales  of  roll-your-own  tobacco  are 
insignificant.     Lest  you  think  that  the  government  is  missing  a 
major  source  of  revenue  in  roll-your-own  tobacco,  sales  in  1992 
were  approximately  5.3  million  lbs.     Taxing  this  product  at  the 
same  rate  as  pipe  tobacco  would  have  brought  the  government  only 
$2.98  million  last  year. 
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The  new  tax  of  $12.50  per  pound  on  roll-your-own 
tobacco  will  increase  the  retail  price  of  that  product  by  more 
than  100%.     An  estimated  50%  of  roll-your-own  sales  are  made  to 
penal  institutions.     Research  indicates  that  in  addition  to 
inmates,  other  significant  users  include  the  unemployed,  the 
homeless  and  the  indigent.     To  levy  a  regressive  tax  of  $12.50 
per  pound  on  this  product  would  effectively  wipe  it  out,  and  then 
of  course  the  government  would  derive  no  revenue  from  it. 

Impact  on  Retail  Sales;     The  U.S.  Department  of  Agriculture 
estimates  that  consumers  spent  almost  $48  billion  on  tobacco 
products  in  1992,  of  which  $45.3  billion  was  spent  on  cigarettes. 
Although  retail  sales  for  pipe  tobacco  are  not  broken  out  because 
they  are  so  insignificant,  we  estimate  that  consumers  spent  $187 
million  on  pipe  tobacco  sales  in  1992.     That  is  .0043%  of  total 
sales  of  all  tobacco  products.     Furthermore,  we  estimate  that 
sales  of  roll-your-own  totalled  less  than  $70  million  at  retail. 

Another  thing  which  must  be  taken  into  consideration  is 
the  fact  that  federal  excise  taxes  are  added  into  the  base  on 
which  the  states  levy  their  excise  taxes.     Since  some  40  states 
tax  pipe  and  roll-your-own  tobaccos  and  they  do  so  on  an  ad 
valorem  basis,  any  increase  in  the  Federal  excise  tax  is 
magnified  at  the  state  level.     Note  from  the  earlier  example,  the 
$12.50  tax  increment  proposed  for  pipe  tobacco  would  increase  the 
retail  price  of  a  14  ounce  can  of  Prince  Albert  in  a  20%  tax 
state  by  $17.66.     The  state  tax  rate  varies  from  state  to  state. 
North  Carolina's  excise  tax  is  2%  while  the  tax  in  Washington 
State  is  74.9%.     The  median  state  tax  is  20%. 

In  addition  to  the  14  ounce  can  previously  referenced, 
pipe  tobacco  is  also  sold  in  pouches  of  1-1/2  ounces.  Estimates 
by  our  members  indicate  that  the  Administration's  proposal  would 
increase  the  retail  price  of  national  brands  in  that  packup  by 
approximately  80%  and  the  price  of  generic  brands  by  up  to  180%. 

The  effect  of  the  1,852%  increase  in  the  pipe  tobacco 
tax  as  proposed  by  the  Administration  would  be  to  drive  companies 
out  of  business  thereby  increasing  unemployment  and  resulting  in 
a  net  loss  of  revenue  to  state  and  local  governments  and  to  the 
Federal  government  due  to  the  loss  of  sales,  excise,  corporate 
and  individual  income  tax  revenue  and  increased  unemployment 
compensation  payments. 

We  are  not  aware  of  any  projections  from  the 
Administration  as  to  how  much  revenue  is  anticipated  from  the 
higher  taxes  on  pipe  tobacco,  but  we  can  assure  you  that  if  their 
proposal  is  adopted,  pipe  tobacco  will  not  be  contributing  any 
additional  revenue  for  health  care  reform.     In  fact,  revenues 
will  likely  decrease  or  disappear  altogether. 

Should  the  tax  on  smoking  tobacco  be  increased  in  the  same 
proportion  as  the  tax  on  cigarettes?     If  the  tax  on  pipe  tobacco 
were  increased  in  that  way,  the  multiplier  would  be  4.125  and  the 
tax  would  come  in  at  $2.78  a  pound.     Coincidentally ,  that  figure 
is  very  close  to  your  committee's  proposal  in  1988,  namely,  a  tax 
of  $2.67  a  pound.     Congress  rejected  that  and  passed  a  tax  of 
$.45  as  previously  referenced.     Since  sales  have  declined  since 
then, , there  would  seem  to  be  no  rationale  to  contradict  their 
wisdom  of  setting  the  tax  at  $.45  rather  than  $2.67. 

If  the  50%  increase  in  the  pipe  tobacco  tax  since  1990 
has  resulted  in  essentially  holding  tax  revenues  steady  while 
depressing  sales  by  24%,  then  any  increase  will  reduce  revenues 
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while  acting  to  accelerate  the  continuing  decline  in  sales.  Even 
without  a  tax  increase,  the  industry  will  decline  another  30%  by 
1997.     So  what  purpose  would  a  tax  increase  serve? 

Conclusion: 

1.  Do  not  increase  the  pipe  tobacco  tax.     Indeed,  if 
anything,  the  tax  should  be  removed  entirely  or 
at  least  reduced  to  its  pre-1990  level  of  $.45. 

2.  Considering  that  roll-your-own  sales  are  so  minimal 
and  that  50%  of  sales  are  to  penal  institutions, 
this  product  could  not  tolerate  the  tax  being 
proposed.     The  more  reasonable  conclusion  suggested 
above  for  the  tax  on  pipe  tobacco  would  be  far  more 
equitable  for  roll-your-own. 

President  Clinton  has  stated  that  he  would  never 
knowingly  do  anything  that  would  cost  an  American  his  job. 
Chairman  Rostenkowski  has  indicated  that  he  wants  to  fund  health 
care  reform,  not  drive  companies  out  of  business.     No  segment  of 
the  tobacco  industry  has  declined  more  steeply  than  pipe  tobacco 
over  the  recent  past.     It  is  an  industry  brought  to  its  knees. 
Any  further  tax  increases  would  be  merely  punitive,  for  surely 
they  will  not  raise  any  additional  revenue.     In  fact,  further 
increases  will  likely  be  net  revenue  losers.     Finally,   is  it  fair 
that  such  an  inf initesimally  small  fraction  of  the  population 
should  have  imposed  on  them  such  a  disproportionate  tax  burden? 

I  do  not  envy  your  role  in  sorting  out  the  revenue 
raising  consequences  of  the  Health  Care  Reform  program.     What  may 
be  minuscule  to  you  is  vital  for  us  to  impart  because  for  us  it 
is  survival.     So,  the  Pipe  Tobacco  Council  appreciates  the 
opportunity  to  share  these  facts  that  otherwise  could  be 
overlooked.     Getting  back  to  the  matter  of  equalization  with 
cigarettes,  this  is  the  first  time  we  have  ever  had  it.  They 
have  5  minutes  to  make  a  verbal  presentation.     So  do  we.  Had 
this  been  based  on  relative  sales,  you  would  have  accorded  us 
only  9/10ths  of  one  second. 
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U.  S.  Consumption  of  Smoking  Tobacco 
(Pipe  Tobacco  and  Roll-Your-Own) 
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Year 

Consumption* 

Year 

Consumption* 

1965 

71 . 4 

1980 

37 . 3 

1966 

69 . 2 

1981 

36.5 

1967 

^  *7  1 

67  .  1 

1982 

33.7 

1968 

69 . 7 

1983 

33.3 

1  ft  c  ft 
1969 

68  .  8 

1984 

O  "7  C 

27.5 

1  ATA 

1970 

74.6 

1  AO  C 

1985 

27  .  0 

1971 

C  C\  ft 

69  .  9 

i  a  o  ^ 
1986 

"t  A  A 

24.4 

1  ft  "7  *> 
19  1 2 

£  "7  *> 

6  /  .  2 

1  A  A  T 

198  / 

23.6 

1  ft  "7  *i 

19  /  3 

60  .  0 

1  ft  o  o 

1988 

21.6 

1974 

60 .  0 

1989 

19.5 

1  ft  "7  C 

1975 

CO  "7 

53  . 7 

i «  ft  ft 
1990 

1  "7  ft 

17  .  9 

1976 

53.7 

1991 

17.4 

1977 

47.3 

1992 

15.9 

1978 

44.2 

1993** 

14.6 

1979 

39.3 

*  millions  of  lbs. 
**  estimated 


Source:     USDA  Tobacco  Situation  and  Outlook  Report 
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Chairman  Rostenkowski.  Thank  you. 
Mr.  Folz. 

STATEMENT  OF  THEO  W.  FOLZ,  CHAIRMAN,  CIGAR  ASSOCIA- 
TION OF  AMERICA,  INC.;  AND  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  CONSOLIDATED  CIGAR  CORPORA- 
TION, FT.  LAUDERDALE,  FLA. 

Mr.  Folz.  Yes,  sir,  Mr.  Chairman,  I  am  Theo  Folz  from  Fort  Lau- 
derdale, president  and  chief  executive  officer  of  Consolidated  Cigar 
Corp.  I  am  here  appearing  today  as  chairman  of  the  Cigar  Associa- 
tion of  America  which  is  a  trade  association  that  represents  the 
manufacturers,  leaf  dealers,  and  importers  of  cigars. 

I  have  been  in  the  business  for  over  30  years,  and  our  company 
makes  little  cigars,  large  cigars,  and  pipe  tobacco.  We  have  over 
1,000  employees  in  Virginia,  Pennsylvania,  Florida,  and  Puerto 
Rico.  In  addition,  we  have  another  1,400  employees  in  the  CBI 
countries  of  Honduras  and  the  Dominican  Republic. 

The  proposed  tax  rate  increases  of  312.5  percent  on  large  cigars 
and  3,333  percent  on  little  cigars  are  devastating.  I  guarantee  to 
the  committee  that  at  the  end  of  the  day  it  will  produce  less  reve- 
nue, will  accelerate  plant  closings  and  consolidations,  and  will  cre- 
ate job  loss.  Cigars  should  be  treated  differently  than  other  tobacco 
products.  Cigars  are  different.  The  tobacco  in  cigars  is  different  to- 
bacco. 

We  are  currently  in  the  second  phase  of  a  50  percent  tax  increase 
that  started  in  1991.  We  can't  take  any  more  taxes.  The  proposed 
tax  increase  will  create  a  revenue  drop,  in  my  opinion.  If  you  will 
see  the  chart  over  there  by  Mr.  Sharp,  the  president  of  the  Cigar 
Association,  in  1915  there  were  15,732  factories  in  the  United 
States  making  cigars. 

In  1992,  there  was  approximately  50.  The  reason  I  say  approxi- 
mately 50  is  that  the  statistics  are  so  small  the  government  quit 
tracking  them  in  1982,  but  that  is  our  best  count.  We  currently 
have  in  our  industry  about  5,000  direct  employees  in  the  United 
States  and  another  5,000  direct  employees  in  CBI  countries. 

We  have  countless  vendors,  leaf  dealers,  farmers,  cellophane  sup- 
pliers, truckers,  ocean  freight,  hotels  that  our  salesmen  stay  in. 
With  these  type  of  tax  increases,  rest  assured  that  there  will  be 
even  further  consolidation  of  the  cigar  business. 

Exhibit  number  2  up  there  shows  the  performance  of  the  cigar 
industry  since  1967  versus  the  CPI,  and  you  will  see  that  the  cigar 
industry  has  not  been  able  to  keep  up  with  the  CPI.  We  have  been 
squeezing  out  less  than  a  5  percent  compounded  annual  price  in- 
crease. 

These  price  increases  that  you  are  proposing  on  large  cigars 
would  be  equivalent  to  some  7  to  10  years  of  normal  price  increases 
in  one  fell  swoop.  We  are  an  industry  that  is  already  under  pres- 
sure. There  used  to  be  a  saying  in  our  industry:  You  raise  the  price 
of  a  cigar  a  penny,  you  close  a  factory. 

The  next  chart  shows  the  sales  of  large  cigars  since  1950  in  bil- 
lions of  cigars.  You  will  see  that  we  were  creeping  along  with  a  lit- 
tle growth  until  all  of  a  sudden  in  1964  the  sales  jumped  25  per- 
cent. Why  would  sales  jump  25  percent  in  1  year? 
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That  is  the  year  the  Surgeon  General's  report  came  out  and  ciga- 
rette smokers  attempted  to  smoke  cigars.  As  you  can  see,  after 
1964  cigarette  smokers  didn't  like  cigars.  We  have  already  proven 
the  fact  that  there  is  no  reason  to  tax  cigars  like  cigarettes  because 
cigarette  smokers  won't  smoke  them.  You  don't  have  to  inhale  ci- 
gars to  enjoy  them.  You  will  see  that  we  have  had  a  decline  of  well 
over  75  percent  since  1964  in  unit  sales  of  large  cigars.  The  aver- 
age age  of  a  large  cigar  smoker  is  over  50  for  72  percent  of  our  cus- 
tomers. We  don  t  have  any  young  smokers. 

Chart  number  4  up  there  shows  the  fact  that  large  cigars  are  the 
only  tobacco  product  taxed  on  an  ad  valorem  basis.  This  is  the  rev- 
enue in  millions  of  dollars  that  the  Federal  Government  has  gotten 
on  the  cigar  excise  tax.  Obviously  it  went  up  when  the  sales  went 
up,  but  as  prices  go  up,  as  we  raise  our  prices,  each  individual 
cigar  brings  in  more  revenue  to  the  government. 

In  spite  of  that,  and  in  spite  of  the  50  percent  increase  in  the 
tax  rate  which  started  in  1991,  we  are  still  producing  less  and  less 
revenue  for  the  government.  The  Treasury  has  put  out  an  estimate 
of  revenues  from  the  proposed  new  taxes,  and  if  one  looks  at  that 
estimate,  you  will  see,  and  you  do  the  math,  that  in  each  of  the 
last  4  years,  they  are  predicting  less  than  a  2.5  percent  decline  in 
sales  for  the  tobacco  industry.  That  is  quite  amazing,  that  Treasury 
can  add  all  these  taxes  on  the  entire  tobacco  industry  and  sales  are 
going  to  improve  compared  to  current  declines.  So  I  would  suggest 
to  you  that  the  government  needs  to  work  hard  on  what  their  pro- 
jections are  and  how  it  impacts  industry. 

Exhibit  number  5  shows  the  little  cigar  business  in  this  country 
in  billions  of  little  cigars.  It  was  a  nothing  business  until  approxi- 
mately 1970,  when  one  of  the  cigarette  companies  decided  that 
they  would  market  little  cigars  in  a  serious  manner  and  advertise 
them  on  electronic  media.  The  sales  jumped  up  to  4.3  billion  cigars. 
Then  Congress  banned  little  cigar  advertising  from  electronic 
media.  The  cigarette  manufacturers  lost  interest  in  little  cigars, 
and  they  have  slowly  slipped  away  to  a  nothing  business.  Today 
there  are  no  cigarette  manufacturers  making  little  cigars.  They  are 
made  by  cigar  manufacturers. 

I  must  say  to  you  that  there  are  more  cigarettes  sold  in  the  Unit- 
ed States  in  1  day  than  there  are  little  cigars  sold  in  an  entire 
year.  There  are  more  cigarettes  made  in  the  United  States  in  1  day 
than  large  cigars  are  sold  in  1  year.  There  must  be  some  scope  and 
perspective  to  what  is  going  on  here.  Little  cigar  smokers,  the  de- 
mographics, 57  percent  are  over  age  50. 

Exhibit  number  6,  and  our  last  exhibit,  shows  the  annual  per 
capita  consumption  of  cigars  by  adult  males.  At  the  peak  in  1964 
there  was  on  average  165  cigars  per  year  smoked  by  adult  males 
in  this  country.  That  is  now  down  to  26  cigars  in  1992.  The  average 
cigar  smoker  smokes  one  to  two  cigars  a  day.  They  start  after  the 
age  of  30. 

Even  though  large  cigars  can  be  advertised  on  electronic  media, 
you  hardly,  if  ever,  see  an  ad  because  it  is  unaffordable.  This  is  be- 
cause our  customer  base  is  so  small,  and  our  industry  is  so  small. 

The  other  problem  with  the  cigar  business  is  that  you  can't 
smoke  them  anywhere.  It  has  been  15  years  since  you  could  smoke 
one  on  an  airplane,  20  years  since  you  could  smoke  in  an  elevator. 
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It  is  hard  to  find  a  restaurant  where  you  can  smoke  a  cigar  or  pipe, 
and  just  in  recent  years  has  that  pressure  started  to  hit  the  ciga- 
rette industry.  We  have  already  given  at  the  office,  if  I  may  use 
that  pun. 

I  would  also  point  out  to  you  that  only  men  smoke  cigars.  We  are 
a  dinosaur  industry.  We  are  headed  to  extinction.  These  proposed 
taxes  are  like  an  atomic  bomb  on  our  industry.  All  it  is  going  to 
do  is  blow  us  off  the  face  of  the  earth  faster.  It  will  not  generate 
revenues  for  this  government. 

At  the  end  of  the  day  it  will  cost  jobs,  it  will  cause  plant  closings, 
and  consolidation.  It  will  also  reduce  significantly  State  excise  tax 
revenue.  I  would  point  out  to  the  chairman  that  recently  a  20  per- 
cent excise  tax  was  passed  in  Illinois.  That  is  the  39th  State  to  tax 
cigars  at  the  State  and  local  level. 

The  average  excise  tax  in  this  country  on  large  cigars  is  25  per- 
cent of  sales.  All  States  but  two  are  on  an  ad  valorem  basis.  If  you 
put  these  taxes  on  the  cigars  at  the  manufacturing  level,  it  is  going 
to  only  explode  at  the  State  level,  which  will  further  raise  the  retail 
price,  which  will  shut  down  the  volume,  and  therefore  result  in  less 
tax  revenue.  It  is  going  to  hurt  our  retailers,  and  it  is  also  going 
to  hurt  our  wholesalers.  If  you  bear  with  me  for  one  moment,  most 
of  the  people  in  the  cigar  industry  sell  through  what  is  known  as 
candy  and  tobacco  distributors.  Most  of  these  businesses  are  family 
businesses. 

I  am  not  aware  of  there  being  any  public  companies  in  the  busi- 
ness. If  you  put  in  this  total  tax  package  which  includes  the  ciga- 
rette tax,  you  are  going  to  raise  the  price  of  a  case  of  cigarettes 
$450.  Best  estimates  by  the  wholesalers  in  this  country  indicate 
that  it  will  take  30  to  50  percent  more  working  capital  for  them 
to  carry  the  inventory  and  carry  the  receivables. 

These  are  businesses  that  make  V2  of  1  percent  on  selling  price 
if  they  are  well  run  and  nobody  is  stealing  from  them.  This  will  dry 
up  our  distribution  channel.  We  won't  have  anyone  to  sell  our  ci- 
gars to.  We  used  to  have  our  own  distribution  channel  when  the 
industry  was  bigger  in  the  1960s  and  1970s.  We  can't  afford  it  any- 
more. I  would  also  like  to  say  to  you  that  our  President  has  said 
he  doesn't  want  to  put  any  legislation  in  that  costs  jobs.  Rest  as- 
sured this  will  cost  jobs. 

Also,  Mr.  Chairman,  3  weeks  ago  I  heard  you  yourself  say  on  tel- 
evision that  it  was  your  job  or  our  job  to  pass  a  health  care  plan, 
not  to  put  people  out  of  business.  My  company,  speaking  for  my 
company  for  a  moment,  is  very  supportive  of  health  care.  I  did  the 
research  before  today,  and  the  last  4  years  our  Blue  Cross-Blue 
Shield  premiums  have  gone  up  21  percent  per  year  compounded. 

We  are  now  paying  12  percent  of  payroll  on  health  care.  We  need 
health  care,  but  we  need  the  government  to  work  with  us  the  way 
we  have  worked  with  them  in  the  past,  whether  it  was  on  the 
Cuban  embargo  or  any  other  issue. 

It  is  incredible  that  these  tax  proposals  come  out  and  there  is  no 
contact  with  industry  to  see  what  the  impact  is.  Thank  you  very 
much. 

[The  prepared  statement  and  attachments  follow:] 
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Before  the  House  Ways  and  Means  Committee 
Hearings  on  the  Administration's  Health  Care  Reform  Proposals 
(November  19, 1993) 


STATEMENT  OF  THEO  W.  FOLZ 
ON  BEHALF  OF 
THE  CIGAR  ASSOCIATION  OF  AMERICA,  INC. 

Mr.  Chairman,  my  name  is  Theo  Folz.  I  am  President  and  Chief  Executive  Officer  of  the 
Consolidated  Cigar  Corporation.  I  appear  before  you  today  in  my  capacity  as  Chairman  of  the 
Cigar  Association  of  America  to  speak  on  the  financing  provisions  of  the  Administration's  health 
care  reform  proposals.  The  Cigar  Association  of  America  is  the  national  trade  association  of 
manufacturers  and  importers  who  sell  their  products  in  the  United  States. 

I  have  been  in  the  cigar  business  for  30  years.  My  father  sold  cigars  for  54  years.  This  is  not 
unusual  in  an  industry  of  primarily  family-owned  businesses  whose  involvement  in  cigars  can  be 
measured  in  generations. 

My  company  manufactures  large  and  little  cigars  and  pipe  tobacco.  We  employ  over  1,000 
people  at  our  facilities  located  in  Pennsylvania,  Virginia,  Florida  and  Puerto  Rico.  We  also 
employ  1,400  in  our  operations  in  the  Dominican  Republic  and  Honduras. 

Mr.  Chairman,  we  were  stunned  by  the  Administration's  proposal  to  increase  the  federal  excise 
taxes  on  cigars.  After  all,  the  second  stage  of  a  50%  cigar  tax  increase  just  went  into  effect  this 
year  and  the  market  is  still  adjusting  to  its  impact.  Also,  the  President,  in  his  public  statements 
this  year,  specified  that  only  a  tax  increase  on  cigarettes  was  contemplated.  That  view  was  in 
line  with  the  Congressional  Budget  Office's  recommendations  earlier  this  year  for  a  tax  increase 
on  cigarettes,  but  nol  on  cigars  or  pipe  tobacco. 

The  sheer  magnitude  of  the  proposed  increases  (312.5%  for  large  cigars;  3,333%  for  little  cigars) 
leads  us  to  believe  that  the  authors  of  the  proposal  had  no  idea  of  historical  sales  trends  in  our 
industry,  or  how  little  revenue  is  derived  from  taxing  cigars.  Certainly,  they  were  not  aware  of 
the  negative  effect  such  tax  increases  would  have  on  U.S.  jobs  and  on  tax  revenues  to  fund  their 
ambitious  goals. 

In  particular,  we  believe  the  Administration  was  not  fully  aware  that  cigars  and  cigarettes  are  in 
fact  very  different  products  ~  in  how  they  are  used,  how  they  are  produced  and  how  they  are 
marketed.  To  give  you  some  idea  of  scale,  there  are  more  cigarettes  manufactured  in  the  U.S. 
each  day  than  the  large  cigar  industry  sells  in  an  entire  year.  We  in  the  cigar  industry  are 
constantly  frustrated  by  the  fact  that  too  often  all  tobacco  products  are  lumped  together  for 
purposes  of  public  policy  debates.  Because  we  are  a  small  industry,  it  is  hard  for  us  to  be  heard 
in  government  circles  to  point  out  those  critical  differences.  And  so,  we  are  most  grateful  for  the 
chance  to  testify  before  this  Committee  to  shed  light  on  this  subject. 

Mr.  Chairman,  the  proposed  tax  increases  would  effectively  put  the  little  cigar  industry  out 
of  business  and  decimate  the  large  cigar  industry.  It  would  substantially  reduce  the  excise 
tax  revenues  paid  by  our  industry.  It  would  also  substantially  reduce  the  taxes  (sales, 
individual  income  and  corporate)  which  our  industry  and  its  suppliers  and  its  employees 
pay  to  the  states  and  the  federal  government.  We  are  unalterably  opposed  to  any 
additional  tax  increase  for  many  reasons,  one  of  which  is  that  the  market  has  not  even  had 
time  to  absorb  the  two-stage  50%  tax  increase  since  1991. 

The  Cigar  Industry  Is  Small  and  Declining 

The  cigar  industry  is  made  up  essentially  of  small  or  medium-sized  businesses,  including  many 
"buckeye"  manufacturers  with  a  handful  of  employees.  Most  cigar  companies  are  owner- 
operated.  As  you  can  see  from  the  attached  graph,  (Exhibit  1),  in  1915  there  were  more  than 
1 5,000  cigar  factories  located  in  virtually  every  state  in  the  union.  Today  there  are  fewer  than  50 
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establishments  -  located  mainly  in  Florida,  Pennsylvania,  Alabama,  Georgia,  Texas  and  Puerto 
Rico.  We  directly  employ  approximately  5,000  people  domestically,  many  of  whose  alternative 
job  opportunities  are  quite  limited.  Another  5,000  workers  are  directly  employed  in  Caribbean 
Basin  Initiative  countries.  Our  industry  also  provides  thousands  of  additional  jobs  for  our 
suppliers. 

Exhibit  2  describes  how  prices  on  cigars  have  not  kept  pace  with  the  cost  of  living.  In  this 
industry  we  struggle  to  raise  prices  4%  to  5%  per  year.  The  industry  carefully  weighs  price 
increases,  which  negatively  impact  consumption,  vs  cost  increases.  The  proposed  tax  increase  on 
large  cigars  would  be  equal  to  7  to  10  years  of  average  industry  price  increases. 

Cigar  sales  are  at  their  lowest  point  in  more  than  100  years  and  are  continuing  to  decline.  U.S. 
consumption  of  large  or  traditional  cigars^  has  been  declining  for  many  years.  Exhibit  3  shows 
units  sold  from  1960  through  1992.  As  you  can  see,  unit  sales  in  1992  were  only  24.7%  of  the 
industry's  peak  year  in  1964  ~  28  years  ago. 

The  increase  in  1964  is  significant  because  of  the  Administration's  professed  concerns  about  a 
cigarette  tax  prodding  smokers  of  those  products  to  switch  to  other  tobacco  products.  In  fact, 
when  the  Surgeon  General's  report  on  cigarettes  came  out  in  1964,  many  cigarette  smokers  tried 
switching  to  cigars.  As  a  result,  cigar  sales  surged  25%  that  year.  However,  cigar  sales  began  to 
decline  shortly  afterwards  as  cigarette  smokers  discovered  why  cigar  smokers  generally  do  not 
inhale.  You  don't  have  to  inhale  to  enjoy  a  cigar.  Cigar  smokers  puff.  Their  enjoyment  comes 
from  the  taste  and  aroma.  This  difference  is  probably  due  to  the  fact  that  cigar  tobaccos  are  quite 
distinct  and  different  from  cigarette  tobaccos.  Cigar  tobaccos  are  alkaline  rather  than  acidic,  and 
are  therefore  not  conducive  to  inhaling.  What  this  means  is  that  cigarette  smokers  who  wish  to 
give  up  cigarette  smoking  are  not  likely  to  be  satisfied  if  they  switch  to  cigars.  The  sales  blip 
from  1964  to  1966  clearly  demonstrates  this. 

Last  year,  consumers  spent  about  $48  billion  on  all  tobacco  products  of  which  only  1 .5%  or  $700 
million  was  spent  on  cigars.  This  compares  with  $45.3  billion  spent  on  cigarettes. 

Last  year  (FY  1992),  federal  tax  collections  from  all  tobacco  products  totaled  $5.2  billion. 
Cigars  accounted  for  .5%  of  that  total,  or  $26.6  million.  In  contrast,  excise  tax  collections  on 
cigarettes  were  $5.09  billion.  In  addition,  Exhibit  4  shows  that  federal  tax  collections  from  large 
cigars  declined  steadily  from  the  high  of  $60.5  million  in  1965  to  last  year's  $26.6  million,  even 
though  tax  rates  increased. 

The  excise  tax  on  large  cigars  is  the  only  ad  valorem  tobacco  tax  at  the  federal  level.  All  the 
other  tobacco  taxes  are  specific-rate  taxes  based  on  units  or  pounds.  This  means  that,  whenever 
increased  costs  are  passed  forward  in  the  prices  of  large  cigars,  a  corresponding  tax  increase  is 
built  into  the  law.  An  ad  valorem  tax  is  intrinsically  self-adjusting.  If  unit  sales  remain  the 
same  but  prices  increase,  the  tax  burden  and  tax  revenues  will  likewise  increase. 

Little  Cigars  Are  Not  Substitutes  for  Cigarettes 

The  only  similarity  between  cigarettes  and  some  little  cigars  lies  in  the  size  and  packaging. 
There  is  virtually  no  evidence  that  the  latter  is  a  substitute  for  the  former.  The  differences  are 
marked  and  proven  by  history.  There  are  more  cigarettes  sold  each  day  in  the  United  States  than 
little  cigars  in  an  entire  year.  Last  year  the  little  cigar  tax  brought  the  government  only  $1 .2 
million.  There  were  only  1.3  billion  little  cigars  sold  compared  to  510  billion  cigarettes. 
Consumers  spent  an  estimated  $45.3  billion  on  cigarettes  compared  to  approximately  $50  million 
on  little  cigars. 

As  Exhibit  5  indicates,  consumption  of  little  cigars  peaked  at  4.3  billion  in  1973  when  they  were 
widely  advertised  on  television  by  one  cigarette  manufacturer.  When  such  advertising  was 


1/  Large  cigars  are  defined  by  law  as  those  weighing  more  than  3  pounds  per  1 ,000.  Little 
cigars  are  those  weighing  3  pounds  or  less  per  1,000. 
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banned  that  year,  sales  declined  precipitously.  Last  year  sales  totaled  1 .3  billion  units  --  or  a 
70%  decline  since  1973. 

The  Administration  proposes  to  raise  the  excise  tax  on  little  cigars  by  3,333%  --  from  $1,125  per 
1 ,000  to  $38,625  per  1 ,000.  This  is  proposed  on  a  product  which  is  .25%  Cone  quarter  of  one 
percent)  the  size  of  the  cigarette  industry  in  unit  sales  and  .1%  rone-tenth  of  one  percent  the  size 
of  the  cigarette  industry  in  retail  dollar  sales. 

Little  cigars  are  defined  as  consisting  of  cigar  tobaccos  wrapped  within  a  leaf  of  tobacco  or 
within  a  wrapper  consisting  of  at  least  65%  tobacco.  They  must  weigh  3  lbs.  or  less  per  1,000 
units  and  under  BATF  regulations  their  pH  content  must  be  at  least  7.  This  can  only  be  achieved 
by  using  cigar  leaf  tobacco  -  not  the  flue-cured  or  burley  tobacco  found  in  cigarettes.  This 
means  that  little  cigars  are  alkaline,  not  acidic  like  cigarettes.  Because  of  this,  inhaling  little 
cigars  is  difficult  and  not  a  pleasant  experience. 

That  little  cigars  are  not  like  cigarettes  is  also  evidenced  by  the  demographics  of  usage.  Research 
indicates  that  all  cigar  smokers,  including  little  cigar  users,  are  older,  with  the  majority  being 
over  50.  Women  users  of  all  cigars  account  for  less  than  .1%  (one-tenth  of  one  percent)  of  users. 
Nearly  70%  of  little  cigar  smokers  are  over  40  years  of  age. 

Finally,  little  cigars  are  not  sold  on  cigarette  racks  or  in  vending  machines.  They  are  not 
distributed  in  sampling  campaigns.  There  is  virtually  no  media  advertising.  Nominal  funds  are 
spent  on  promotion  -  coupons,  cents  off,  multi-sale  at  a  discount,  etc. 

Cigar  tax  increases  would  reduce  state  tax  revenues.  Some  39  states  have  imposed  taxes  on 
cigars  and  other  tobacco  products  averaging  around  25%  of  manufacturer's  invoice  price.  Most 
recently,  Illinois  enacted  a  20%  tax  on  cigars  and  other  tobacco  products.  It  is  important  to  point 
out  that  all  but  two  of  these  taxing  states  levy  their  taxes  on  an  ad  valorem  basis.  Any  increase  in 
the  federal  excise  tax  becomes  part  of  the  base  on  which  the  states  levy  their  taxes.  Higher 
excise  taxes  on  cigars  at  the  federal  level  will  reduce  the  amount  of  revenue  collected  by  the 
states. 

A  substantial  increase  in  the  cigar  tax  rates  would  only  accelerate  the  general  decline  in  cigar- 
smoking  and,  accordingly,  would  reduce  -  not  increase  -  cigar  tax  revenues.  The  reason  is  that 
cigars  are  highly  price-sensitive.  The  average  cigar  smoker,  having  limited  income  available  for 
discretionary  spending,  would  opt  to  switch  to  a  lower-price  cigar,  or  purchase  fewer  cigars,  or 
forego  the  pleasure  of  cigar-smoking  altogether.  The  vast  majority  (97%)  of  cigars  sold  in  the 
U.S.  are  priced  at  less  than  $1  each.  With  this  tax  increase  cigar-smoking  would  soon  become 
a  rich  man's  pastime,  denied  to  the  vast  majority  of  cigar  smokers  today  who  simply 
wouldn't  be  able  to  afford  the  product 

Moderation  Is  the  Hallmark  of  Cigar-Smoking 

As  I  stated  earlier,  cigar-smoking  is  quite  different  from  cigarette-smoking.  The  typical  cigar 
smoker  smokes  between  one  and  two  cigars  a  day  (the  average  is  8-10  per  week).  In  other 
words,  cigars  are  smoked  in  moderation.  Per  capita  consumption  of  cigars  per  year  by  the  entire 
adult  male  population  has  declined  from  165  in  1964  to  26  in  1992  -  a  decline  of  84.2%  (see 
Exhibit  6). 

We  recognize  the  Committee's  interest  in  the  external  costs  of  smoking.  Our  industry  does  not 
believe  there  are  any  external  costs  associated  with  cigar  smoking  in  view  of  ~  how  cigars  are 
smoked  (not  inhaled  as  a  rule),  the  infrequency  of  use  (a  typical  cigar  smoker  uses  only  one  or 
two  per  day),  the  limited  number  of  cigar  smokers  (3%  of  the  total  adult  male  population),  the 
declining  use  of  our  products,  and  the  widespread  restrictions  on  where  our  products  can  be 
enjoyed  (for  example,  almost  all  restaurants  specifically  prohibit  cigar  and  pipe  smoking). 

Cigars  Do  Not  Appeal  To  Youth 

There  is  no  youth  issue  with  cigars.  I  want  to  emphasize  that.  The  average  cigar  smoker  is  a 
man  of  mature  years.  Few  women  smoke  cigars  in  our  culture.  Generally,  cigar  smokers  do  not 
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begin  until  they  reach  their  30's.  This  is  important  because  there  has  been  some  concern  in 
government  circles  that  tobacco  advertising  encourages  youth  to  take  up  smoking  before  they  are 
capable  of  making  an  informed  and  mature  judgment  on  the  subject.  To  prevent  this,  it  has  been 
suggested  that  a  high  tax  should  be  imposed  to  make  tobacco  products  too  costly  for  the  young  to 
afford. 

These  concerns  do  not  apply  to  cigars.  According  to  a  comprehensive  study  done  by  Market 
Facts  Research  in  1986,  57%  of  little  cigar  smokers  and  72%  of  large  cigar  smokers  are  more 
than  50  years  old.  Not  only  are  cigars  by  their  nature  not  appealing  to  youthful  smokers,  but 
advertising  by  cigar  companies  is  very  limited  and  usually  consists  of  point-of-purchase 
promotions.  We  do  not  advertise  on  electronic  media,  which  is  particularly  accessible  to  youth, 
even  though  there  are  no  advertising  restrictions  on  large  cigars. 

Cigar  Tax  Increases  Would  Harm  Beneficiary  Caribbean  Basin  Countries 

Apart  from  the  devastating  effect  the  proposed  tax  increase  would  have  on  cigar  companies  and 
their  employees,  as  well  as  their  families  and  communities  in  the  United  States,  it  would  also 
have  adverse  -  perhaps  severe  -  economic  consequences  for  some  of  the  poorer  nations  of  the 
world  —  particularly  in  the  Caribbean  and  Central  America  -  where  cigar  and  cigar  tobacco 
exports  to  the  United  States  provide  significant  foreign  exchange  which  is  needed  to  help  fuel 
their  economic  development.  I  am  thinking  of  the  Dominican  Republic,  Jamaica,  Nicaragua  and 
Honduras  and  some  of  our  other  neighbors  to  the  South. 

Take  the  Dominican  Republic  for  example.  It  is  a  substantial  producer  of  cigars  and  cigar 
tobaccos  for  the  U.S.  market.  About  8%  of  its  total  exports  to  the  U.S.  consist  of  cigars  and  cigar 
tobaccos.  That  represents  about  5%  of  the  total  export  earnings  of  the  Dominican  Republic.  One 
of  the  problems  of  these  island  economies  is  that  they  have  few  options  for  economic 
development  because  of  their  limited  size  and  resources.  A  5%  drop  in  the  export  earnings  of  a 
country  like  the  Dominican  Republic  cannot  easily  be  replaced  and  could  have  a  major  impact  on 
its  struggling  economy  as  a  whole.  It  seems  to  me  that  a  cigar  tax  increase  that  would  have  that 
effect  is  at  odds  with  the  very  objective  of  U.S.  policy  sparked  by  this  Committee  when  you 
passed  the  Caribbean  Basin  Initiative. 

Summation 

Mr.  Chairman,  the  President  has  stated  "I  would  never  knowingly  do  anything  that  would  cost  an 
American  a  job.  My  job  is  to  try  to  recover  the  economic  vitality  of  this  country  by  working  in 
partnership  with  the  private  sector."    He  has  further  stated  that  he  is  looking  to  tobacco  for 
revenue  for  his  health  care  package.  You  too,  Mr.  Chairman,  have  indicated  that  you  are  looking 
to  fund  health  care  reform  and  not  to  put  companies  out  of  business.  It  doesn't  take  too  much 
looking  to  find  that  the  unstable,  still  declining  cigar  industry  offers  little  revenue  for  health  care 
reform.  A  simple  look  at  the  facts  will  tell  you  that  cigars  are  in  no  position  to  finance  health 
care  reform. 

We  ask  the  Committee  -  in  the  most  earnest  and  somber  way  we  can 

muster  -  to  look  elsewhere  for  meaningful  tax  revenue  because  you  simply  won't  find  it  here. 

The  cigar  industry's  very  survival  depends  on  your  good  judgment. 

Thank  you  for  your  attention. 
Attachments 
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Chairman  Rostenkowski.  Thank  you,  Mr.  Folz.  You  know,  we 
on  this  committee  are  on  the  horns  of  a  dilemma.  We  have  an  audi- 
ence out  there  that  wants  health  reform.  You  want  health  reform, 
Mr.  Folz. 

Mr.  Folz.  Yes,  sir. 

Chairman  Rostenkowski.  It  has  got  to  be  paid  for. 
Mr.  Folz.  Yes,  sir. 

Chairman  Rostenkowski.  Now,  I  am  not  encouraged  by  the 
amount  of  money  that  the  administration  expects  to  raise  from  this 
industry.  I  did  say  on  television,  particularly  smokeless  tobacco, 
where  the  proposal  would  increase  the  tax  by  10,000  percent,  to 
charge  an  industry  that  makes  $1  billion  $800  million  in  taxes  is 
somewhat  ridiculous,  even  to  somebody  who  wants  to  raise  reve- 
nues. But  I  say  we  are  on  the  horns  of  a  dilemma  because  we  have 
to  raise  money  if  we  are  going  to  pass  the  health  reform  that  the 
country  wants. 

Now,  I  can  argue  with  Bill  Clinton.  I  can  sit  there  and  say  I  am 
sorry,  Mr.  President,  but  here  you  are.  You  are  kind  of  tunnel- 
visioned  on  the  tobacco  industry,  and  he  is  going  to  view  this  with 
some  sympathy,  I  am  sure,  and  then  he  is  going  to  say,  well,  OK, 
if  you  don  t  get  the  revenue  there,  and  that  is  OK  with  me,  get  it 
someplace  else. 

Now,  that  always  happens  with  us  here.  I  mean,  that  is  the 
Ways  and  Means  Committee.  The  administration  sits  down  there 
where  you  gentlemen  are  sitting  and  they  propose  a  ridiculous  tax, 
knowing  that  the  membership  on  this  committee  will  not  agree  to 
it,  but  tney  get  out  from  under  the  umbrella  by  saying,  listen,  that 
is  our  proposal.  If  you  don't  like  it,  get  it  someplace  else,  but  you 
have  got  to  get  the  revenue. 

Now,  you  know,  there  are  38  of  us  that  sit  here,  and  trying  to 
get  money  out  of  a  fellow  like  Bunning  is  like  pulling  teeth. 

Mr.  Bunning.  Worse  than  that. 

Chairman  Rostenkowski.  But  the  fact  of  the  matter  is  in  every 
focus  group,  and  I  have  gone  before  a  lot  of  them,  they  are  people 
of  our  age  sitting  there  concerned  about  whether  they  are  going  to 
have  portability  in  their  health  insurance  policy,  and  the  discussion 
will  start  about  infrastructure  in  the  country.  We  have  got  to  fix 
that. 

We  have  crime  in  the  streets.  My  gosh,  there  is  a  big  surge  now 
about  crime  in  the  streets.  We  have  got  to  do  something  about  that. 
Drugs,  we  have  got  to  do  something  about  that,  but  in  the  final 
analysis,  gentlemen,  those  people  sitting  around  that  table  are 
going  to  talk  about  health  insurance,  the  unavailability  of  it,  the 
cost  of  it.  They  want  it,  and  thev  want  us  to  find  the  money  to  pay 
for  it.  They  don't  want  to  pay  for  it,  but  they  want  us  to  find  the 
money  to  pay  for  it. 

Now,  that  is  kind  of  an  impossible  task.  Even  as  sympathetic  as 
I  am  with  you,  and  your  industry,  I  think  generally  speaking  the 
public  doesn't  give  a  hoot.  I  mean,  they  figure  that  if  somebody  is 
going  to  get  sick,  maybe  the  contributor  to  that  illness  is  the  prod- 
uct that  you  people  vend. 

Now,  I  say  that  and  I  think  I  am  an  ally  of  yours  in  that  I  don't 
want  to  put  anybody  out  of  business  by  taxing  them  out  of  busi- 
ness. I  think  that  that  is  unconscionable,  but  we  are  going  to  have 
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to  sit  here  and  figure  out  where  do  we  get  the  revenue  that  the 
masses  of  the  people  out  there  want  us  to  provide  in  order  for  them 
to  have  a  health  insurance  policy.  Now,  I  didn't  mean  to  make  a 
speech.  I  am  not  going  to  ask  any  questions. 

Mr.  Folz.  May  I  say  something  in  response? 

Chairman  Rostenkowski.  You  took  a  long  time,  Mr.  Folz.  Go 
ahead. 

Mr.  Folz.  I  don't  disagree  with  anything  you  are  saying,  and  it 
is  not  a  question  of  let  the  other  guy  do  it.  Maybe  I  didn't  do  a  good 
job,  but  I  was  trying  to  explain  to  the  committee  that  this  whole 
industry  right  now,  large  cigars  and  little  cigars  contributes  $28 
million  in  excise  taxes  at  the  Federal  level  and  perhaps  another 
$100  plus  million  at  the  State  and  local  level,  and  this  is  an  indus- 
try that  has,  at  manufacturer's  invoice  sales  of  $420  million  of 
which  $28  million  is  the  excise  tax. 

I  am  not  saying  let  the  other  guy  do  it.  We  are  only  saying  to 
you  that  it  is  our  best  belief  that  if  you  put  these  taxes  on  us  at 
this  level  that  you  will  have  a  net  revenue  loser. 

Chairman  Rostenkowski.  I  don't  disagree  with  you.  I  really 
don't.  If  I  am  going  to  follow  it  to  its  logical  conclusion,  we  are  esti- 
mating all  the  money  that  we  are  going  to  get  out  of  your  industry. 
When  we  put  you  out  of  business,  we  are  not  going  to  get  a  damn 
dime,  and  I  recognize  that,  but  I  just  want  you  to  understand  that 
there  are  going  to  be  decisions  made  by  this  panel  of  members  of 
the  House  that  are  going  to  be  very  difficult  for  us  to  make.  Are 
there  any  questions? 

Mr.  Bunning.  Mr.  Chairman,  I  would  like  to  ask  Mr.  Jenkins  a 
question. 

Chairman  Rostenkowksi.  Go  ahead.  Then  Mr.  Kleczka  and  Mr. 
Payne. 

Mr.  Bunning.  Mr.  Jenkins,  in  your  testimony  it  is  your  belief 
that  if  the  Federal  Government  taxes  tobacco  products,  and  namely 
cigarettes,  to  a  certain  proportion  and  then  tries  to  return  a  portion 
of  that  money  back  to  you  in  some  manner  or  form,  are  you  telling 
me  that  then  you  wouldn't  be  able  to  have  alternative  crops?  At 
least  that  is  what  I  heard  in  your  testimony. 

In  other  words,  that  the  ground  and  the  area  in  your  State  is  not 
capable  of  producing  alternative  crops  that  would  pay  the  bills  that 
you  have  obviously  shown  us  in  your  testimony? 

Mr.  Jenkins.  I  did  not  address  that  issue,  sir,  but  it  has  been 
considered,  and  the  problem  is  the  amount  of  money  it  would  take 
to  extend  past  the  farm  gate  in  survival. 

Now,  if  you  are  going  to  pay  a  certain  amount  for  the  quota,  so 
much  a  pound,  that  would  take  care  of  1  year,  but  what  happens 
to  the  following  years?  This  conversion  into  other  crops,  if  you  went 
into,  say,  swine  production  and  swine  production  wasn't  profitable, 
it  wouldn't  do  any  good.  That  is  what  I  was  trying  to  emphasize. 

In  other  words,  there  is  a  surplus  of  everything.  We  haven't  come 
up  with  a  new  magic  crop  that  we  can  jump  in  and  grow.  So  in 
order  to  sustain  the  tobacco  farm  you  would  need  almost  an  early 
retirement  system  or  something  of  this  nature. 

Mr.  Bunning.  Are  most  of  the  farms  in  your  State  reasonably 
small  farms,  from  2  acres  to  200  or  500  acres? 
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Mr.  Jenkins.  The  tobacco  acreage  averages  about  5  acres  in  this 
State,  and  the  total  acreage  would  probably  not  average  much  over 
100  to  150  acres,  and  maybe  a  third  of  that  total. 

Mr.  Bunning.  Thank  you  very  much. 

Mr.  Gibbons  [presiding].  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Mr.  Jenkins,  I  also  have  a  question  which  is  not  related  to  the 
health  care  bill,  but  to  Wisconsin.  We  do  do  tobacco  or  cigar- 
wrapper  tobacco  there,  but  not  in  the  Milwaukee  area.  We  do  a  lot 
of  beer  in  Milwaukee.  Often  constituents  come  up  and  decry  the 
fact  that  there  is  a  government  tobacco  subsidy,  and  ever  since  I 
have  been  in  Congress  I  keep  checking  this  out  every  time  the 
question  comes  up,  and  the  only  thing  I  can  find  is  a  checkoff  from 
tobacco  growers  that  helps  support  the  price,  so  this  would  be  a 
voluntary  type  or  a  mandatory  contribution  like  we  do  for  milk 
price  support  in  the  dairy  States. 

Now,  can  you  give  me  the  answer  to  take  back  to  my  constitu- 
ents? I  have  yet  to  find  it,  and  the  only  thing  I  can  see  is  this  check 
off  that  you  folks  put  in  on  your  own  to  provide  for  support  of  your 
tobacco  prices. 

Mr.  Jenkins.  I  can  assure  you,  sir,  the  flue-cured  tobacco  pro- 
gram does  not  receive  any  subsidy.  In  fact,  I  would  be  proud  to  say 
that  in  the  last  several  years  this  program  has  been  a  net  contribu- 
tor to  the  U.S.  Treasury. 

All  fees  are  generated  from  growers  and  manufacturers,  and  the 
only  expense  to  the  U.S.  Government  is  the  outlay  from  CCC  for 
purchase  of  loan  stocks,  and  this  money  is  paid  back  at  current  in- 
terest rates  with  no  discount,  and  the  assessment  is  generated  in 
advance  and  anticipation  to  be  sure  that  there  can  be  no  loss. 

Mr.  Kleczka.  Fine,  thank  you,  so  my  response  is  still  accurate. 

Last  question  I  have  for  Mr.  Folz,  as  a  followup  to  the  chairman's 
concerns.  Knowing  full  well  that  you  see  the  tobacco  tax  and  cigar 
taxes  overbearing,  what  kind  of  recommendations  can  you  give  this 
committee  should  we  need  more  revenue  to  finance  health  care, 
which,  I  have  to  tell  you,  we  will  be  needing? 

Mr.  Folz.  Yes,  sir,  I  understand  what  you  are  saying.  Our  posi- 
tion today  is  that  we  just  took  a  50  percent  increase  in  the  last  2 
years. 

Mr.  Kleczka.  You  don't  have  to  rehash  that.  Give  me  your  rec- 
ommendations for  other  revenue  that  we  could  get. 

Mr.  Folz.  We  are  recommending  a  zero  tax  today,  sir.  Obviously, 
if  it  comes  down  that  we  are  going  to  have  a  tax,  then  we  would 
be  glad  to  work  with  staff  or  to  make  a  recommendation,  but  I  am 
not  prepared  to  make  a  recommendation  because  our  association 
has  authorized  me  at  zero  tax. 

Mr.  Kleczka.  Fund  health  care  with  no  additional  revenues? 
Thank  you  very  much. 

Mr.  Middleton.  May  I  answer  that? 

Mr.  Kleczka.  Sure.  Go  ahead. 

Mr.  Middleton.  I  think  you  heard  me  testify  that  in  1990  pipe 
tobacco  generated  for  the  Treasury  $5.7  million,  that  is  it.  After 
having  raised  the  tax  50  percent  next  year  

Mr.  Kleczka.  No,  the  question  was  what  type  of  revenues  would 
you  suggest  should  it  not  be  tobacco? 


549 


Mr.  Middleton.  What  I  am  trying  to  get  to  this  point  is  that 
whatever  incremental  revenue  you  raise,  it  is  not  going  to  be  there 
because  as  you  tax  us,  it  goes  down. 

Mr.  Kleczka.  OK,  forget  it.  Thank  you  for  your  

Mr.  Middleton.  What  we  are  saying  is  no  more  taxes,  no  more 
taxes. 

Mr.  Kleczka.  You  didn't  understand  the  question,  but  thank  you 
very  much. 
Mr.  Gibbons.  All  right. 
Mr.  Payne. 

Mr.  Payne.  Thank  you,  Mr.  Chairman.  Jerry,  I  had  one  question 
to  followup  on  what  Mr.  Running  just  asked  and  it  has  to  do  with 
alternative  crops.  Do  you  know  of  any  alternative  crop  that  can  be 
raised  on  the  small  acreage  allotments  that  we  have  in  our  tobacco 
farms  in  Virginia  that  would  produce  anywhere  near  the  kind  of 
return  that  tobacco  does? 

Mr.  Jenkins.  I  don't  know  of  any  crop  that  would  even  approxi- 
mate the  returns.  There  has  been  some  work  done  at  NC  State  and 
the  economists  predicted  to  replace  the  income  from  one  acre  of  to- 
bacco would  go  as  high,  I  think,  as  several  thousand  acres  of  oats 
and  other  crops  in  between.  You  wouldn't  have  but  one  farmer  per 
county  if  you  wanted  to  generate  the  income. 

Mr.  Payne.  So  when  you  are  constrained  in  terms  of  the  amount 
of  land  that  you  have,  you  are  also  very  constrained  in  terms  of 
any  kind  of  alternative  agricultural  use  that  might  be  done  on  that 
same  kind  of  acreage  that  could  produce  the  same  kind  of  return 
or  even  for  a  family  that  they  could  earn  a  living  on? 

Mr.  Jenkins.  That  is  right.  The  amount  of  production  required 
would  be  so  massive  that  there  wouldn't  be  room  enough  for  all  the 
people  to  work.  It  would  still  eliminate  most  farmers. 

Mr.  Payne.  How  about  if  you  raised  a  crop  like  tomatoes,  do  you 
have  any  idea  what  you  would  yield  on  an  acre  of  tomatoes  versus 
an  acre  of  tobacco? 

Mr.  Jenkins.  From  the  last  studies  I  have  seen,  net  would  prob- 
ably be  maybe  a  third,  but  tomatoes  are  not  a  very  secure  crop  in 
that  the  price  fluctuates  greatly  within  the  season  and  certainly 
from  one  season  to  the  other.  So  I  don't  know  over  a  continuous  pe- 
riod what  the  average  would  be,  but  nowhere  close. 

Mr.  Payne.  You  are  saying  in  a  good  year  

Mr.  Jenkins.  You  might  come  close,  but  1  year  out  of  10  or  some- 
thing of  that  nature. 

Mr.  Payne.  Thank  you  very  much. 

Mr.  Gibbons.  Mr.  Ford. 

Mr.  Ford.  Thank  you,  Mr.  Chairman.  This  question  is  to  the  rep- 
resentative of  the  smokeless  tobacco  council.  What  do  you  believe 
should  be  the  tax  on  tobacco  products?  In  the  past,  we  have  used 
a  formula  to  determine  the  tax  on  tobacco  products,  including 
smokeless  tobacco.  Now,  we  are  trying  to  implement  a  national  uni- 
versal health  care  plan.  My  colleagues  who  testified  yesterday  be- 
fore this  committee  indicated  that  the  tobacco  industry  has  created 
a  health  problem,  and  therefore  the  tobacco  industry  should  pay  a 
major  part  of  the  costs  derived  from  this  health  care  problem. 
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Now,  you  know  that  there  is  going  to  be  a  tax  on  tobacco.  What 
is  the  fair  tax  on  cigarettes?  What  is  the  fair  formula  that  your  in- 
dustry would  say  that  we,  as  tax  writers,  should  use? 

Mr.  Raboy.  Mr.  Ford,  you  had  a  witness  yesterday  that  discussed 
the  economics  of  social  cost.  I  have  not  done  any  research  in  that 
area,  so  I  am  really  not  qualified  to  tell  you  what  I  think  the  tax 
rate  should  be  on  cigarettes. 

What  I  do  believe  and  I  feel  very  sorry  for  the  chairman  and  you 
all  because  you  have  a  very  difficult  decision  up  there.  You  have 
a  $331  billion  price  tag  on  a  health  care  plan  that  you  have  to 
fund. 

The  purpose  of  my  testimony  is  simply  to  say  that  when  it  does 
get  to  the  point  where  you  do  need  additional  revenues  that  I  think 
there  is  four  things  you  ought  to  look  at,  that  you  ought  to  look 
at  very  broad-based  taxes  because  the  benefits  of  health  care  and 
the  cost  of  health  care,  as  well,  are  diffused  throughout  the  entire 
society. 

We  have  health  care  problems  permeating  throughout  the  soci- 
ety, and  everybody  ought  to  pay  something  and  everybody  ought  to 
benefit.  Mr.  Gibbons  has  a  proposal  before  this  committee,  which 
I  applaud.  It  is  a  subtraction  method  value-added  tax  proposal 
which  I  understand  is  not  politically  popular  up  here,  but  when  you 
have  a  $331  billion  price  tag  on  something,  maybe  it  is  time  to  look 
at  something  like  a  value-added  tax  or  a  sales  tax. 

At  the  very  least  you  need  to  look  at  very  broad-based  things 
that  do  not  discriminate  against  one  particular  region  of  the  coun- 
try, that  certainlv  do  not  discriminate  against  working  class  Ameri- 
cans solely  or  ask  that  the  burden  of  health  care  be  only  borne  dis- 
proportionately by  working  class  Americans.  That  is  where  one  has 
to  look. 

Mr.  Ford.  I  come  back  to  the  question  of  health  care,  the  health 
problems  that  are  created  by  tobacco  in  general  and  smokeless  to- 
bacco. My  colleagues  have  testified  and  there  are  others  in  the  Con- 
gress who  are  concerned  that  maybe  the  75  cents  a  pack  of  ciga- 
rettes is  not  high  enough;  maybe  it  should  be  even  higher  than  the 
75  cents. 

What  is  the  formula  that  should  be  used  to  determine  the  tax  on 
smokeless  tobacco,  regardless  of  the  formula  used  for  cigarettes? 
You  don't  like  the  10,000  some  odd  percent.  What  percentage  do 
you  like? 

Mr.  Raboy.  Again,  Congressman,  I  think  that  the  Congress  has 
spoken  on  two  different  occasions  when  these  taxes  were 
reinstituted  in  1986  and  subsequently  when  the  taxes  were  raised 
in  1990.  I  believe  that  there  are  many  reasons  why  there  needs  to 
be  differentials  in  the  per  pound  rates  of  tax  between  cigarettes 
and  smokeless  tobacco. 

I  have  talked  about  them  in  my  testimony.  I  have  talked  about 
the  fact  that  the  smokeless  tobacco  excise  taxes  are  more  aggres- 
sive. I  have  talked  about  the  fact  that  they  are  extremely  region- 
ally concentrated  and  that  there  is  much  more  value  that  comes 
out  of  a  pound  of  tobacco  input  when  you  make  cigarettes. 

What  I  would  say  is  when  you  decide  to  set  the  cigarette  tax, 
that  if  you  decide  that  you  want  to  have  a  tax  on  smokeless 
tobacco  
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Mr.  Ford.  I  am  sure  that  will  be  the  case. 

Mr.  Raboy.  Then  what  I  would  suggest  is  that  the  taxes  be 
raised  in  proportion.  In  other  words,  if  you  raise  the  taxes  on  ciga- 
rettes 10  percent,  raise  it  on  smokeless  tobacco  by  10  percent,  if 
you  raise  it  by  20  percent,  raise  it  by  20  percent  on  smokeless  to- 
bacco. That  would  be  my  recommendation  to  this  committee,  al- 
though I  will  repeat  again  that  even  under  that  scenario  I  believe 
that  excise  taxes  per  se  are  very  terrible  ways  to  achieve  social  en- 
gineering goals,  and  what  we  really  ought  to  be  focusing  on  are 
broad-based,  revenue  raisers  that  can  get  you  close  to  that  $331 
billion. 

Mr.  Ford.  Do  you  think  we  should  broaden  the  base  and  go  after 
the  distilled  spirits,  wine,  beer,  ammunition? 

Mr.  Raboy.  I  am  not  advocating  that,  Congressman.  I  think  that 
we  have  a  very — that  excise  taxes  are  a  very  poor  way  to  achieve 
social  goals. 

Mr.  Ford.  So  you  think  we  should  leave  the  distilled  spirits, 
wine  and  beer  and  ammunition  alone? 

Mr.  Raboy.  What  I  think,  if  we  want  to  fund  health  care  and  we 
are  going  to  face  a  very  serious  revenue  shortfall  with  health  care, 
we  ought  to  look  toward  very  broad-based  diffused  taxes  that 
equally  impact  on  everybody  rather  than  singling  out  one  group  of 
people  and  saying  you  have  to  pay  your  burden  of  health  care,  but 
no  one  else  does. 

Mr.  Ford.  Well,  the  cigarette  industry  is  spending,  according  to 
the  testimony  yesterday,  some  $10  billion  a  year  in  advertising  to 
attract  young  people,  to  encourage  them  to  pick  up  the  habit  of 
smoking.  The  health  problem  that  is  being  created  is  just  as  dif- 
ficult for  me  as  a  member  of  this  committee  not  to  think  in  terms 
of  the  taxes  that  has  been  proposed  by  the  administration. 

Mr.  Raboy.  Mr.  Ford,  I  am  here  on  behalf  of  the  Smokeless  To- 
bacco Council. 

Mr.  Ford.  But  you — the  same  has  been  testified  on  this  Commit- 
tee on  smokeless  tobacco  as  well.  I  understand. 

Mr.  Raboy.  Well,  I  understand  that  there  was  testimony  yester- 
day by  that  eminent  economic  expert,  Dr.  Connolly,  DDS,  on  the 
effects  of  advertising  on  youth  and  smokeless  tobacco. 

I  have  done  a  survey  of  the  literature,  and  I  think  his  statement 
was  simply  a  complete  misrepresentation  of  the  literature,  but  I 
don't  want  to  haggle  over  that.  Let  me  say  that  I  agree  with  you 
that  tobacco  products,  all  tobacco  products  are  adult  products,  and 
that  they  ought  not  be  used  by  youth,  and  that  there  is,  as  well 
there  should  be,  a  law  against  their  use,  and  that  there  should  be 
public  education  programs,  and  that  people  ought  to  participate 
greatly  in  making  sure  that  doesn't  happen. 

Where  I  disagree  is,  I  believe  that  excise  taxes  are  an  extremely 
poor  way  to  achieve  that  goal.  You  know,  a  few  years  ago,  this  Con- 
gress decided  that  there  wasn't  enough  progressivity  in  the  Tax 
Code,  and  they  said,  let's  try  to  solve  that  by  imposing  an  excise 
tax,  and  they  imposed  an  excise  tax  on  luxury  goods. 

Now,  we  economists  with  our  heads  way  up  in  the  clouds  in  our 
ivory  tower  said,  you  know,  we  have  measured  this,  and  we  know 
that  the  demand  for  luxury  yachts,  for  instance,  is  elastic  and  all 
that  is  going  to  happen  when  you  put  this  excise  tax  on,  shipyards 
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are  going  to  go  down,  people  will  lose  their  jobs,  but  you  are  not 
going  to  increase  the  progressivity  in  the  Tax  Code. 

Well,  we  weren't  listened  to,  and  there  was  a  bit  of  a  fiasco  and 
some  real  people  with  real  jobs  lost  their  jobs,  and  then  the  tax  was 
repealed.  I  mean,  I  think  that  experience  should  be  sobering.  It 
should  say  that  regardless  of  the  prognostications  of  dentists,  that 
in  fact  excise  taxes,  per  se,  are  not  real  good  ways  to  achieve  those 
social  goals. 

Mr.  Ford.  I  yield  back  the  balance  of  my  time,  Mr.  Chairman. 

Mr.  Gibbons.  Mr.  Kopetski. 

Mr.  Kopetski.  Thank  you,  Mr.  Chairman. 

I  think,  Mr.  Middleton  and  Mr.  Folz,  what  the  chairman  and  oth- 
ers are  trying  to  suggest  is  that  just  saying  no  is  not  sufficient,  un- 
less you  can  suggest  to  us  and  get  on  board  something  different — 
you  are  probably  the  most  vulnerable  in  terms  of  having  the 
unique  responsibility  of  paying  for  a  significant  portion  of  the 
Health  Security  Act,  and  we  have  to  deal  with  that,  the  reality  that 
we  have  to  come  up  with  the  revenue. 

And  so  unfortunately  for  you,  it  comes  to  a  choice  of  druthers, 
how  would  you  rather  be  hit?  And  you  are  saying,  obviously,  that 
don't  hit  us  directly.  So  let  me  see  if  I  can  extract  from  you  some 
of  your  druthers.  If  it  was — would  you  rather  an  excise  tax  on,  as 
they  say  sin,  be  broadened  to  include  other  areas?  That  is  one  op- 
tion rather  than  just  you. 

The  second  option  would  be  to  look  at  eliminating  certain  deduc- 
tions in  the  Tax  Code,  some  have  suggested  the  deductibility  of  ad- 
vertising be  reduced  or  eliminated,  or  a  third  option  might  be  in- 
creasing, as  Mr.  Raboy  has  suggested  in  a  broad-based  sense,  the 
corporate  tax.  So  I  would  like  to  hear  from  you  in  the  painful  world 
of  what  of  those  three  would  be  your  druthers  in  terms  of  being 
taxed  because  you  are  corporations  and  you  do  pay  or  take  advan- 
tage of  the  deductions,  you  do  pay  the  corporate  tax  in  addition  to 
the  excise  tax. 

Mr.  Folz.  Would  you  repeat  the  first  one,  please? 

Mr.  Kopetski.  The  first  one  is  expanding  the  excise  taxes  on  sin, 
if  you  will,  products,  distilled  spirits,  salt,  sugar,  or  whatever  you 
consider  a  sin. 

Mr.  Folz.  If  I  may,  I  would  like  to  say  that  it  might  appear  that 
we  were  stonewalling  there,  but  it  was  perhaps  taken  out  of  con- 
text. What  we  tried  to  demonstrate  in  the  time  allowed  was — this 
is  not  speculation  on  my  part — that  as  the  taxes  have  gone  up,  it 
has  produced  less  revenue  for  the  government. 

If  you  recall  the  charts  that  were  stapled  to  our  testimony,  what 
I  was  trying  to  say  is  that  if  you  take  the  excise  tax  rate  up  on 
large  cigars  312.5  percent,  which  will  be  equal  to  a  7-  to  10-year 
average  price  increase  in  the  large  cigar  industry  in  one  fell  swoop, 
it  will  generate  less  revenue  to  fund  health  care  or  anything  else 
you  want  to  fund. 

If  you  are  going  to  put  a  tax,  an  additional  tax  on  cigars,  the 
smaller  the  better  if  you  hope  to  get  revenue  out  of  it.  But,  so  far, 
you  have  not  been  able  to  generate,  history  tells  us — recent  his- 
tory— additional  revenue  by  increasing  our  excise  tax  from  8.5  per- 
cent to  12.75  percent  because  our  sales  continue  to  go  down. 
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So  coming  back  to  your  three  points,  obviously,  when  the  Senator 
from  Maine,  I  believe  he  is,  Mr.  Mitchell  says  that  alcohol  can't 
take  another  tax  increase  because  they  were  just  taxed  in  the  last 
2  years,  it  is  hard  for  us  to  swallow  that,  but  I  am  not  in  a  position 
to  tell  you  who  to  tax.  I  am  only  reporting  to  you  that  at  the  end 
of  the  day,  you  tax  our  industry,  we  can't  stop  it,  but  you  are  not 
going  to  get  anything  out  of  it. 

Mr.  Kopetski.  So  you  don't  want  to  answer  the  question. 

Mr.  Folz.  I  thought  I  did  answer  the  question. 

Mr.  Kopetski.  No,  you  didn't  answer  the  question.  Mr.  Middle- 
ton,  do  you  want  to  try  to  answer  the  question? 

Mr.  Middleton.  Yes.  You  have  to  realize  now  I  am  speaking  as 
a  personal  individual  businessman  and  not  in  behalf  of  our  associa- 
tion because  we  do  not  have  a  consensus  on  this.  Yes,  I  would  be 
in  favor  of  taxing  other  areas  of  sin  taxes;  yes,  I  would  be  in  favor 
of  doing  away  with  the  deductibility  of  advertising. 

Mr.  Kopetski.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Mr.  Bunning. 

Mr.  Bunning.  Mr.  Chairman,  I  think  it  needs  to  be  said  that  our 
panelists  are  not  responsible  for  raising  the  revenues  to  fund  a 
health  care  plan.  The  people  on  this  committee  are  responsible. 
Their  testimony  today  indicates  their  deep  feelings  that  if  you  con- 
tinue to  raise  the  taxes  on  their  specific  industries,  you  are  going 
to  get  less  revenue  rather  than  more  revenue. 

It  is  my  feeling  that  if  what  the  chairman  himself  has  said  and 
agreed  with,  and  we  raise  those  taxes  in  the  amounts  specified  by 
the  Clinton  plan  on  cigarettes,  on  cigars,  on  pipe  tobacco,  and  on 
smokeless  products,  that  we  will  eventually  kill  the  goose  that  lays 
the  golden  egg.  In  other  words,  we  will  get  nothing  from  these  peo- 
ple, nothing  from  their  industries,  and  eventually  it  will  cost  jobs, 
it  will  dislocate  an  awful  lot  of  people. 

It  is  the  responsibility  of  the  Ways  and  Means  committee  to  come 
up  with  the  amount  of  money  needed  to  fund  whatever  program 
that  we  are  going  to  put  in  for  a  health  care  program.  So  I  think 
it  is  an  unfair  question  to  these  gentlemen.  They  are  here  to  speak 
on  behalf  of  their  farm  bureau,  their  industries,  and  I  believe  that 
it  is  our  job  and  not  yours. 

Mr.  Kopetski.  Well,  if  the  gentleman  will  yield. 

Mr.  Bunning.  I  will  be  more  than  happy  to. 

Mr.  Kopetski.  I  am  very  uncomfortable  with  funding  additional 
health  care  on  a  declining  revenue  base.  I  don't  think  that  is  good 
policy,  I  don't  think  it  makes  sense.  But  what  we  are  talking  about 
here,  what  they  are  talking  about  here  specifically  is  the  excise  tax 
portion.  But  I  don't  think  we  should  make  this  decision  on  how  to 
fund  it  in  a  vacuum,  and  that  is  why  I  was  asking  them  what  the 
impact  would  be  to  them  as  a  business  if  we  spread  that  cost  out 
amongst  all  corporations  in  this  country. 

There  are  a  couple  of  ways  of  doing  that.  One  is  to  look  at  the 
impact.  And  I  asked  them  about  the  advertising  revenues.  The 
other  is  a  slight  increase  on  the  corporate  tax,  not  just  for  them 
but  for  all  businesses.  That  was  the  thrust  of  my  question. 

Mr.  Bunning.  Thank  you. 
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Mr.  Folz.  Mr.  Chairman,  on  the  advertising,  maybe  I  didn't  un- 
derstand the  question.  If  you  take  away  my  deductibility  for  adver- 
tising for  media,  placing  ads  in  magazines  and  television  and  radio, 
billboards,  that  is  terrific  with  us  because  our  industry  is  so  small 
we  can't  afford  that  kind  of  advertising.  So  if  that  is  the  answer 
you  want,  take  the  advertising  deduction  away,  but  I  don't  think 
that  is  going  to  fund  health  care,  for  me  anyway. 

Mr.  Gibbons  [presiding].  All  right.  Thank  you  all  very  much. 

I  am  going  to  ask  Congressman  Porter  and  Congressman  John- 
son to  come  forward  and  introduce  their  constituents,  then  we  will 
bring  up  the  rest  of  the  next  panel. 

I  understand  that  Congressman  Johnson  had  another  important 
meeting  he  had  to  go  to,  so,  Congressman  Porter,  we  will  go  to  you 
first. 

All  right,  Congressman  Porter. 

Mr.  Porter.  Mr.  Chairman  and  members  of  the  committee,  I  am 
not  going  to  be  able  to  stay  personally  because  I  have  to  testify  be- 
fore the  House  Rules  Committee,  but  I  am  very  pleased  to  present 
to  the  committee  one  of  my  most  famous  constituents,  Dr.  Bruce 
Douglas,  who  not  only  is  a  health  professional,  but  is  a  professor 
of  gerontology  in  health  at  the  Chicago  Medical  School  and  a  pro- 
fessor of  public  health  at  the  University  of  Illinois. 

More  importantly  than  that,  Mr.  Chairman,  he  is  a  former  col- 
league of  mine  in  the  Illinois  General  Assembly,  a  legislator  who 
has  looked  at  many  of  these  issues  from  the  same  side  that  all  of 
us  look  at  them.  He  will  bring  to  the  discussion,  I  think,  a  unique, 
interesting,  and  very  well  thought-out  position  from  which  to  make 
judgments  on  these  issues. 

So  I  am  pleased  to  present  him  to  the  committee  and  delighted 
he  can  be  here  to  testify  before  you. 

Mr.  Gibbons.  Well,  thank  you,  Mr.  Porter,  for  that  fine  introduc- 
tion. We  will  go  to  Dr.  Douglas  first  here,  and  then  to  the  rest  of 
the  panel. 

STATEMENT  OF  BRUCE  L.  DOUGLAS,  D.D.S.,  PROFESSOR  OF 
APPLIED  GERONTOLOGY,  CHICAGO  MEDICAL  SCHOOL, 
RIVERWOODS,  ILL.;  AND  PROFESSOR  OF  PUBLIC  HEALTH, 
UNIVERSITY  OF  ILLINOIS 

Dr.  Douglas.  Thank  you.  Mr.  Chairman,  members  of  the  com- 
mittee, thank  you  very  much.  I  think  I  am  going  somewhat  out  of 
order,  and  I  apologize  to  those  who  may  have  expected  to  go  before 
me. 

My  testimony  as  a  doctor  today  is  essentially  health  oriented.  As 
a  citizen,  as  a  former  legislator,  as  a  person  highly  sensitive  to  the 
importance  of  economics  in  our  society,  I  would  be  remiss  if  I  did 
not  also  concern  myself  with  the  economic  ramifications  of  the 
health  positions  that  I  am  going  to  be  taking  here  before  you  today. 

Mr.  Chairman  and  members  of  the  committee,  of  course  I  appre- 
ciate this  opportunity  to  testify  in  support  of  raising  excise  taxes 
on  all  tobacco  products.  My  motivation  for  appearing  here  today 
stems  from  40  years  of  extensive  experience  both  in  treating 
tobacco-induced  disease  and  in  addressing  these  issues  as  a  legisla- 
tor and  as  an  advocate. 
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My  varied  background  as  an  oral  and  maxillofacial  surgeon,  edu- 
cator, as  a  public  health  consultant  on  many  occasions  to  the  World 
Health  Organization,  as  a  State  public  official,  and  as  recent  past 
chairman  of  the  Illinois  Coalition  Against  Tobacco  has  provided  me 
with  the  insights  I  would  like  to  share  with  you  today.  Having 
spent  more  than  40  years  as  a  specialist  in  the  treatment  of  dis- 
eases of  the  mouth,  I  feel  very  qualified  to  talk  about  the  ravages 
that  are  inflicted  on  innocent  people  by  tobacco. 

The  mouth  is  the  portal  through  which  most  substances  enter 
the  human  body.  It  is  also  a  portal  through  which  people  obtain 
certain  pleasures.  Therefore,  when  people  talk  to  me  about  the 
pleasures  they  have  in  using  tobacco  products,  I  am  not  insensitive 
to  how  they  feel,  but  I  do  feel  sorry  and  sensitive  to  the  fact  that 
this  awful  scourge  has  been  inflicted  upon  them  since  they  were 
children. 

I  knew  from  the  first  time  I  saw  the  effects  of  tobacco  on  teeth 
and  the  soft  tissues  of  the  oral  cavity  that  it  was  and  it  is  a  filthy 
and  destructive  substance.  I  repeat,  tobacco  in  any  form,  especially 
when  it  is  put  in  the  oral  cavity,  chewed  and  then  expectorated,  is 
a  filthy  habit.  It  is  a  destructive  habit.  It  does  immeasurable  harm 
to  the  human  being  who  uses  it,  both  immediately  and  long  term. 

I  also  know  that,  as  I  said  earlier,  some  people  derive  pleasure 
from  this.  That  alone  can  never,  in  the  conscience  of  elected  offi- 
cials such  as  yourselves,  justify  going  along  just  because  people 
choose  to  do  it  or  have  had  it  inflicted  upon  them. 

As  a  long-term  health  practitioner,  I  have  always  felt  that  it  was 
my  job  to  help  people  understand  that  what  I  saw  in  their  mouths 
was  hurting  them.  I  have  always  done  that  because  people  who 
smoked  were  far  more  likely  to  develop  serious  destructive  lesions 
of  the  oral  soft  tissue,  notably  oral  cancer.  What  I  didn't  realize 
earlier  in  my  career  was  that  a  budding  epidemic  was  soon  to  be 
upon  us  in  the  insidious  form  of  so-called  smokeless  tobacco. 

I  knew,  of  course,  about  chewing  tobacco  and  snuff,  but  I  did  not 
become  fully  aware  of  the  damage  these  substances  caused  until  I 
began  to  see  people  like  a  young  man,  whom  I  will  refer  to  as  Jeff, 
who  would  have  been  35  if  he  were  alive  today.  Jeff  was  a  football 
player  at  a  local  high  school  whom  I  originally  saw  when  I  helped 
make  mouth  guards  to  help  him  and  his  teammates  avoid  injury 
during  football  play. 

When  Jeff  innocently  was  subjected  to  disease  when  he  started 
using  smokeless  tobacco,  he  developed  cancer  of  the  tongue — this  is 
not  unusual — and  ended  up  losing  half  his  tongue.  The  last  time 
I  saw  Jeff,  which  happened  to  have  been  when  I  was  a  member  of 
the  Illinois  legislature,  he  said  to  me,  he  was  still  looking  forward 
to  the  day  when  he  would  realize  his  dream  of  becoming  a  Con- 
gressman some  day. 

Now,  you  may  smile  about  that,  but  that  is  what  Jeff  wanted  to 
be.  Jeff  is  now  in  a  grave  in  Chicago. 

I  am  not  going  to  go  on  at  great  length,  because  I  think  the 
points  that  I  am  making  in  my  comments  today  largely  are  ori- 
ented toward  simply  emphasizing  the  imposition  that  is  placed  on 
youngsters  when  they  are  enticed  into  starting  tobacco  use  at  the 
age  of  11  or  12. 
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My  youngest  child  is  13.  She  told  me  that  some  of  the  kids  in 
her  class  in  school  were  starting  to  chew  on  tobacco.  I  didn't  dream 
that  I  would  have  to  talk  to  my  13-year-old  daughter  about  this. 
She  said  the  boys,  especially  the  ones  who  are  in  athletics,  are  hav- 
ing this  terrible  habit  foisted  on  them.  I  had  to  go  to  speak  to  the 
coach  and  said,  "Do  you  realize  what  is  going  on?"  He  said,  'Well, 
I  wasn't  really  sure,  but  now  that  you  have  told  me,  Doctor,  I  will 
look  into  it." 

This  is  something  that  has  insidiously  infected  American  society. 
It  is  a  battle  we  can  win,  however,  in  part  by  using  the  power  of 
taxation.  From  what  I  have  read  and  what  I  have  been  told  by 
economists,  by  raising  tobacco  taxes,  we  will  discourage  youngsters 
from  starting  in  the  first  place. 

I  have  also  learned  that  substantial  new  tobacco  taxes  will  also 
raise  sufficient  amounts  of  money  to  do  something,  as  a  doctor, 
that  I  feel  is  extremely  important  to  the  future  of  our  society,  and 
that  is  to  improve  and  to  enhance  our  health  care  delivery  system. 

Thank  you  very  much,  Mr.  Speaker.  My  remarks  are  available 
for  the  members  of  the  committee,  and  I  will  be  very  happy,  if  re- 
quested to  do  so,  to  answer  questions. 

Mr.  Gibbons.  Yes,  sir,  and  of  course  all  of  your  remarks  as  well 
as  the  oral  and  written  remarks  will  be  included  in  the  record,  Doc- 
tor. 

Thank  you  very  much. 

[The  prepared  statement  and  attachment  follow:] 
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TESTIMONY  OF 
BRUCE  L.  DOUGLAS,  D.D.S.,  M.P.H. 

BEFORE 

THE  COMMITTEE  ON  WAYS  AND  MEANS, 
U.S.  HOUSE  OF  REPRESENTATIVES, 
UNITED  STATES  CONGRESS 

IN  PUBLIC  HEARINGS  ON  THE  FINANCING 
PROVISIONS  OF  THE  ADMINISTRATION'S 
HEALTH  SECURITY  ACT 

NOVEMBER  19,  1993 


Mr.  Chairman  and  members  of  the  committee,  I  appreciate  this  opportunity  to 
testify  in  support  of  raising  excise  taxes  on  all  tobacco  products.  My  motivation  for 
appearing  here  today  stems  from  my  extensive  experience  both  in  treating  tobacco- 
induced  disease  and  in  addressing  these  issues  as  a  legislator  and  advocate.  My  varied 
background  as  an  oral  and  maxillofacial  surgeon,  educator,  public  health  consultant  to 
the  World  Health  Organization,  state  public  official  and  past-Chairman  of  the  Illinois 
Coalition  Against  Tobacco  has  provided  me  with  some  insights  that  I  would  like  to 
share  with  you  today. 

I  have  spent  more  than  forty  years  as  a  specialist  in  the  treatment  of  diseases  of 
the  mouth.  The  mouth  is  the  portal  through  which  most  substances  enter  the  human 
body.  It  is  the  portal  through  which  people  obtain  pleasures,  as  well.  I  knew  from 
the  first  time  I  saw  the  effects  of  tobacco  on  teeth  and  the  soft  tissues  of  the  oral 
cavity  that  it  was  a  filthy  and  destructive  substance.  I  also  knew  that  its  use  gave 
many  people  ~  too  many  people  -  a  certain  type  of  pleasure.  I  further  came  to 
understand  that  it  contained  harmful  drugs  and  chemicals,  and  there  was  never  any 
doubt  in  my  mind  that  it  was,  and  contained,  an  addictive  substance. 

I  felt  that  it  was  my  job  to  tell  people  about  what  I  saw  to  be  true;  and  I  have 
always  done  so,  because  people  who  smoked  were  far  more  likely  to  develop  serious, 
destructive  lesions  of  the  oral  soft  tissues,  notably  oral  cancer.  But  what  I  didn't 
realize  earlier  in  my  career  was  that  a  budding  epidemic  was  soon  to  be  upon  us  in  the 
insidious  form  of  so-called  smokeless  tobacco. 

I  knew,  of  course,  about  chewing  tobacco  and  snuff,  but  I  saw  little  of  their  use 
in  the  urban  America  in  which  I  practiced.  Then  I  became  director  of  a  project  for 
the  American  Dental  Association  that  ran  into  and  through  the  1970's  on  making 
mouth  guards  for  high  school  football  players. 

That's  when  I  met  Jeff,  a  big,  strapping  athlete,  whom  everyone  loved,  and 
who  was  the  hero  of  his  high  school  classmates.  Jeff  introduced  me  to  the  problem  of 
smokeless,  or  as  it  has  come  to  be  called,  "spit"  tobacco. 

Jeff,  had  he  lived,  would  have  been  35  today,  the  age  of  my  oldest  son.  I  was 
a  member  of  the  Illinois  House  of  Representatives  the  last  time  I  saw  him  as  a  patient. 
He  already  had  an  entire  half  of  his  tongue  removed.  He  didn't  know  that  he  was 
going  to  die  a  horrible  death,  and  he  jokingly  talk  about  still  wanting  to  go  into 
politics.  Becoming  a  Congressman  was  his  life-long  dream! 
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Many  of  my  colleagues  in  oral  surgery  have  shared  the  agony  with  me  of 
watching  these  young,  innocent  kids  fall  into  the  spit  tobacco  trap.  That  trap  was 
devised  by  the  products'  manufacturers,  with  their  enormous  advertising  and 
promotional  resources,  to  dupe  the  high  school  kids  of  this  country  into  thinking  that 
spit  tobacco  is  safe.  What  they  still  don't  tell  them  is  that,  in  some  ways,  spit  tobacco 
is  even  more  harmful  than  cigarettes,  and  even  more  addictive. 

The  most  serious  problem  that  grew  out  of  this  development  was  that  spit 
tobacco,  absorbed  through  the  mucous  membranes  of  the  oral  cavity  into  the 
underlying  tissues,  finds  its  way  to  other  body  parts.  It  not  only  acts  to  destroy  local 
tissues,  but  it  has  many  of  the  same  destructive  effects  of  cigarette  smoke,  as  well. 
Most  kids,  not  to  mention  adults,  don't  know  that.  Too  many  of  their  coaches,  intent 
on  winning  games,  turned  their  heads  the  other  way,  and  thousands  of  these  teens 
have  since  become  Surgeon  General's  statistics. 

At  last  count,  there  are  now  upwards  of  30,000  new  cases  of  oral  cancer  found 
in  the  United  States  each  year,  and  at  least  one-third  of  these  (relatively  younger) 
people  die  horrible  deaths  from  their  disease. 

That  is  why  I,  and  so  many  others  in  my  profession,  wholeheartedly  support 
raising  smokeless  tobacco,  as  well  as  cigarette,  taxes  as  high  as  possible.  And  that  is 
why,  in  my  days  as  a  member  of  the  Illinois  legislature,  I  introduced  legislation  to 
substantially  raise  tobacco  taxes  in  my  home  state.  The  objective  then,  as  it  is  now, 
was  to  protect  ~  or,  better  yet,  "inoculate"  -  children  against  tobacco  addiction. 

As  Secretary  Lloyd  Bentsen  told  this  Committee  earlier  this  week,  "increases  in 
tobacco  taxes  will  promote  better  health  ~  not  just  among  adults,  but  very  importantly 
among  our  children. " 

As  a  father  of  five  children,  two  of  them  in  their  early-teens,  I  want  to 
underscore  the  significance  of  Mr.  Bentsen's  point.  Children  are  the  lifeblood  of  the 
tobacco  industry.  Children,  and  nicotine,  that  is.  This  industry  is  fully  aware  that  its 
business  would  dry  up  in  the  absence  of  either.  No  nicotine-free  tobacco  product  has 
ever  been  a  commercial  success,  and  that  is  no  surprise.  Before  most  spit  tobacco 
users  were  old  enough  to  make  an  educated,  informed  decision  about  whether  to  use 
tobacco,  they  became  dependent  on  one  of  the  most  addictive  substances  known.  It  is 
not  surprising  that  while  the  majority  of  them  want  to  quit,  many  of  them  have  been 
unable  to  do  so,  since  snuff  delivers  three  times  the  amount  of  nicotine  that  cigarettes 
do.  People  almost  never  begin  using  tobacco  as  adults.  Nicotine  addiction  is  a 
childhood  disease  that  continues  and  only  gets  worse  in  adulthood. 

The  Office  of  the  Inspector  General  of  the  Department  of  Health  and  Human 
Services  (HHS)  reported  last  December  that  nearly  one  in  five  high  school  boys  now 
use  spit  tobacco.  Some  states  have  even  higher  rates  of  spit  tobacco  use,  such  as 
Tennessee,  where  it  is  34  percent  among  high  school  boys,  and  Colorado,  where  it  is 
32  percent. 

HHS  found  that  long-term  users  of  snuff  are  50  times  more  likely  to  develop 
mouth  cancer.  About  75  percent  of  oral  and  pharyngeal  cancers  are  attributed  to  use 
of  smoked  and  spit  tobacco.  Spit  tobacco  users  are  much  more  apt  to  suffer  gum  and 
cheek  lesions  that  lead  to  cancer.  As  I  have  too  often  seen  among  my  own  patients, 
most  oral  cancers  are  advanced  by  the  time  they  are  diagnosed.  And  as  the  death  of 
my  young  patient  Jeff  painfully  illustrated,  one-half  of  those  with  oral  cancer  die 
within  five  years  of  diagnosis.  Those  who  do  survive  have  a  significant  risk  of 
developing  subsequent  cancers. 
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Most  serious  of  all,  the  majority  of  users  (67  percent,  according  to  HHS)  start 
spit  tobacco  use  before  the  age  of  12. 

That  is  why  so  many  of  us  are  urging  the  members  of  this  Committee,  and  your 
colleagues,  to  raise  the  federal  excise  taxes  on  tobacco  products  as  high  as  possible, 
and  as  soon  as  possible.  As  you  have  heard  in  other  testimony  this  week  from  an 
array  of  health  professionals  and  economists,  as  well  as  an  impressive  number  of 
your  colleagues  who  are  not  from  tobacco  states,  raising  tobacco  taxes  is  the  single 
most  effective  means  of  quickly  reducing  youth  access  to  tobacco. 

Why  have  I  become  so  concerned  that,  after  more  than  forty  years  as  a  health 
professional  treating  these  cases,  as  well  as  many  in  public  life,  I  paid  my  own  way  to 
come  and  testify  before  the  United  States  Congress  for  the  first  time  in  my  68  years? 
It  may  be  obvious,  but  it  is  chiefly  because  rather  than  see  the  situation  improve,  I 
have  watched  the  rate  of  oral  snuff  use  jump  a  staggering  30  percent  in  just  the  last 
five  years.  This  is  especially  ironic  considering  that  in  less  than  two  months,  we  will 
observe  the  thirtieth  anniversary  of  the  first  Surgeon  General's  report,  which  linked 
cigarette  smoking  with  lung  cancer.  Today,  there  are  about  60,000  studies 
documenting  the  dozens  of  deadly  diseases  caused  by  the  use  of  the  tobacco  industry's 
products. 

It's  simple.  Tobacco  industry  products  addict  children  and  kill  grown-ups.  But 
that  only  happens  if  the  children  can  afford  to  buy  them  in  the  first  place.  If  they 
can't,  there  is  no  childhood  addiction,  and  no  premature  death  in  adulthood.  That  is 
why  these  killer  products  must  be  priced  beyond  the  ability  of  children  to  buy  them. 

The  marketing  for  these  products  is  extremely  attractive  to  children  and 
teenagers,  and  it  clearly  has  fostered  the  burgeoning  illegal  youth  market.  The 
industry  sponsors  sporting  and  other  events,  including  auto  racing,  tractor  pulls, 
rodeos  and  monster  truck  shows.  These  promotions  target  young  people,  and  the 
targeting  appears  to  be  deliberate.  U.S.  Tobacco  Company  (UST),  whose  brands, 
Skoal  and  Copenhagen,  make  up  about  87  percent  of  the  snuff  market  and  whose 
products  constitute  the  largest  market  share  of  all  spit  tobacco  produced,  is  reportedly 
the  single  most  profitable  company  in  the  United  States.  The  profit  margin  of  41 
percent  on  a  pack  of  cigarettes  is  enormous,  but  it  pales  next  to  the  58  percent  profit 
made  on  each  small  tin  of  snuff. 

Because  of  what  I  too  often  see  in  the  dental  chair  and  the  operating  room,  it  is 
especially  horrifying  to  me  to  know  that  not  only  is  this  growing  epidemic  completely 
preventable,  but  it  is  also  being  fueled  by  the  deliberate  manipulations  of  products' 
manufacturers.  To  make  spit  tobacco  palatable  to  youngsters,  UST  developed  what  it 
labeled  the  "graduation  process,"  almost  as  if  to  suggest  that  by  using  these  products, 
the  company's  disproportionately  young  and  less-educated  customers  would  receive  an 
honorary  degree.  The  graduation  process  involved  developing  snuff  containing 
varying  levels  of  nicotine,  which  the  company  carefully  titrates,  or  adjusts,  in  the 
manufacturing  process. 

The  multi-step,  addiction-promoting  process  developed  by  UST  employs  brands 
going  by  the  names  of  Happy  Days,  a  mint-flavored  starter  product;  the  mid-level 
products  Skoal  and  Skoal  Long  Cut;  and  Copenhagen,  the  brand  most  saturated  with 
nicotine.  It  also  introduced  a  brand  of  snuff  intended  for  the  true  beginner:  Skoal 
Bandits,  with  tobacco  sewn  into  tiny  porous  cloth  pouches,  making  the  snuff  even 
easier  to  use.  Each  respective  brand  line  delivers  increasing  concentrations  of 
nicotine,  so  that  as  the  teenage  user  becomes  more  proficient  with  the  tobacco  and 
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moves  up  the  line,  he  also  becomes  increasingly  more  addicted.  As  one  of  UST's 
advertisements  predicted,  "Sooner  or  later  its  Copenhagen." 

By  now  you  are  hearing  loud  and  clear  from  UST  in  opposition  to  President 
Clinton's  proposal  to  equalize  spit  tobacco  excise  taxes  with  the  federal  tax  on 
cigarettes.  I  commend  the  Administration  for  being  the  first  to  both  recognize  the 
importance  of  raising  taxes  on  non-cigarette  tobacco  products  and  proposing  legislation 
to  enact  it.  While  the  proposed  cigarette  tax  increase  it  too  low  —  it  should  be  at  least 
$2.00  per  pack,  based  on  the  extraordinary  health  benefits  that  level  would  bring  -- 
the  move  to  equalize  spit  tobacco  taxes  is  significant  because  it  would  ensure  that 
children  do  not  simply  switch  from  increasingly  expensive  cigarettes  to  a  spit  product 
like  Skoal  Bandits. 

The  manufacturers  do  not  like  this  idea  one  bit.  Up  until  now,  UST  and  its  spit 
tobacco  brethren  have  been  the  untouchables.  Their  products,  like  cigarettes,  go 
wholly  unregulated  for  health  and  safety,  have  inadequate  health  warning  labels  — 
buyers  are  not  even  told  that  these  products  are  addictive  —  and,  particularly  in  the 
case  of  spit  tobacco,  go  virtually  untaxed. 

Let's  be  honest.  We  ~  all  of  us  ~  should  be  long  past  engaging  in  the  arcane 
and  mind-numbing  arguments  foisted  on  Congress,  the  media  and  the  public  by 
tobacco-industry  propaganda  experts.  The  industry  absolutely  refuses  to  talk  about 
health,  other  than  to  feed  us  misleading  nonsense  about  tobacco  being  a  mere  "risk 
factor,"  among  many,  for  disease.  I  have  been,  at  the  state  level,  where  you  are 
today.  When  I  was  in  office,  I  faced  the  wrath  of  the  tobacco  lobby  when  I  proposed 
restricting  smoking  in  public  places,  and  they  targeted  me  again  when  I  proposed 
raising  tobacco  taxes.  This  industry  has  remarkable  financial  resources  and  a  great 
deal  of  influence.  But  while  its  power  is  daunting,  it  is  far  from  insurmountable. 

This  is  a  political,  not  a  substantive  problem,  and  Congress  must  deal  with  it  as 

such. 

Consideration  by  Congress  of  the  pending  proposals  for  health  care  reform 
offer  this  body  an  unprecedented  opportunity  to  do  the  right  thing  on  tobacco  taxes. 
We  lag  far  behind  other  industrialized  western  nations,  such  as  Canada,  in  applying 
tax  policy  as  an  effective  health  --  and  I  underline  health  -  policy.  It  is  time  for  this 
Committee,  and  for  the  entire  Congress,  to  stand  up  to  the  tobacco  lobby  and  stand  up 
for  the  health  of  our  nation's  children. 


I  would  be  pleased  to  respond  to  any  questions. 
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Mr.  Gibbons.  Let's  go  now  to  the  remainder  of  the  panel,  Ms. 
Northup. 

STATEMENT  OF  ANNE  MEAGHER  NORTHUP,  STATE  REP- 
RESENTATIVE, COMMONWEALTH  OF  KENTUCKY  HOUSE  OF 
REPRESENTATIVES 

Ms.  Northup.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee,  especially  Representative  Bunning,  who  represented 
many  of  the  same  constituents  before  redistricting,  and  is  one 
whose  coattails  I  was  happy  to  ride  along  with.  We  run  on  the 
same  ticket. 

I  understand  there  are  a  number  of  panels  that  are  presenting 
health  and  economic  information  to  you  about  the  excise  tax.  I  wish 
to  address  the  agricultural  questions  and  to  dispute  some  of  the 
testimony  concerning  agriculture  that  others  have  presented. 

There  is  no  question  that  tobacco  farmers  in  our  State  are  a  very 
important  economic  sector  of  our  communities.  Today  in  Kentucky 
there  are  60,000  tobacco  farmers,  and  however  you  define  family 
values,  they  epitomize  the  best.  They  are  hard  working,  they  are 
self-sufficient,  they  are  not  looking  for  government  handouts,  they 
raise  good  kids,  they  contribute  to  our  communities,  and  they  are 
a  terrific  segment  of  our  society. 

They  are  worth  saving,  Mr.  Chairman.  Unfortunately,  today 
their  survival  depends  on  tobacco.  I  don't  believe  our  agriculture 
economy  has  to  be  tobacco  dependent,  but  it  will  be  necessary  to 
make  changes  in  our  agriculture  system  if  there  is  to  be  life  after 
tobacco  for  these  farmers. 

In  the  tobacco  States,  the  pervasive  influence  of  the  tobacco  sec- 
tors, the  tobacco  organizations  and  the  political  sectors  are  very 
closely  aligned,  and  they  present  our  farmers  with  the  farm  policy 
that  keeps  them  dependent  on  tobacco. 

The  tobacco  companies  contribute  large  amounts  to  these  organi- 
zations, they  serve  on  these  boards,  and  they  continue  to  disperse 
information  to  our  tobacco  farmers  with  two  very  misleading  prem- 
ises. One  is  that  the  farmers'  and  the  companies'  best  interests  are 
always  the  same.  That  if  the  tobacco  companies  prosper,  then  our 
farmers  will  prosper. 

That  is  really  not  true,  Mr.  Chairman.  As  we  can  see,  the  tobacco 
companies  are  wealthier  beyond  their  wildest  dreams  than  any 
other  industry.  They  have  enjoyed  profits  that  no  other  industry 
has  ever  enjoyed. 

While  our  tobacco  farmers  have  survived  with  great  difficulty, 
they  do  not  prosper  and  they  are  not  wealthy.  So  the  farmers'  and 
the  companies'  well-being  is  not  always  the  same.  I  will  point  out 
to  you  that  by  telling  the  farmers  that  what  is  in  the  best  interests 
of  the  companies  is  their  best  interest  is  great  political  strategy  for 
the  companies.  It  provides  the  companies  with  a  ready  army  of  all- 
American  farmers  who  will  fight  any  legislation  here  on  Capitol 
Hill  that  the  tobacco  companies  oppose. 

Let's  talk  about  the  remedy.  It  is  true  as  everybody  says,  there 
are  no  alternative  crops  that  will  bring  in  acre  for  acre  what  to- 
bacco brings  in  Kentucky  or  any  other  tobacco  State.  That  is  true. 
And  as  long  as  we  say  that  to  our  farmers,  there  never  will  be  any 
other  crop  tnat  will  bring  in  such  income. 
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If  it  is  that  hopeless,  Mr.  Chairman,  then  we  have  a  real  problem 
because  our  tobacco  farmers'  future  is  dire,  not  because  of  health 
interests,  not  because  of  excise  tax,  but  because  the  tobacco  compa- 
nies themselves  have  decided  to  go  someplace  else  to  purchase  to- 
bacco. 

Last  year  there  was  no  decrease  in  smoking,  no  decrease  in  con- 
sumption, and  the  tobacco  companies  this  year  have  promised  to 
buy  19  percent  less  tobacco  from  our  farmers  than  last  year.  Why? 
Because  they  are  putting  them  out  of  business  and  buying  cheaper 
tobacco  overseas. 

So  our  farmers  need  an  alternative,  whether  this  excise  tax  goes 
into  effect  or  not.  Let's  talk  about  what  an  excise  tax  could  provide 
for  the  farmers.  It  would  provide  an  agriculture  infrastructure  that 
doesn't  exist  for  any  other  product  but  tobacco. 

An  agriculture  infrastructure  has  two  main  components.  It  pro- 
vides industrial  users  for  what  is  being  grown.  That  is  why  tobacco 
makes  so  much,  because  we  have  industrial  users  to  purchase  it, 
or  we  used  to. 

Tomatoes  right  now  in  Kentucky,  in  an  area  where  there  is  a 
canning  facility,  make  more  per  acre  than  tobacco  does.  And  there 
are  other  crops  that  make  more  per  acre  as  long  as  there  is  an  in- 
dustrial purchaser  of  these  goods. 

Unfortunately,  in  Kentucky,  there  has  never  been  an  ability  or 
a  focused  effort  to  attract  food  processors.  Why?  Because  our  farm- 
ers have  been  focused  by  the  agricultural  leadership  on  tobacco. 
Processors  are  scared  to  depend  on  a  tobacco  farmer  as  he  converts. 

The  other  component  that  is  necessary  is  a  collection  and  dis- 
tribution system,  a  cooperative  that  connects  60,000  farmers  with 
industrial  users.  We  have  that  connection  point  for  tobacco.  It  is 
called  the  Burley  Tobacco  Co-op.  It  serves  as  a  conduit  for  our 
farmers  for  market  information,  trends  and  suggestions  about  how 
to  bring  their  produce  to  the  market  more  profitably. 

We  haven't  established  cooperatives  for  alternative  crops.  Food 
processing  plants  cannot  individually  deal  with  hundreds  of  small 
farmers,  nor  can  supermarkets  and  people  that  wish  to  buy  fresh 
produce.  Cooperatives  would  be  expected  to  become  self-sufficient, 
but  they  would  be  initially  big  financial  losers. 

Until  they  could  build  a  large  base  of  buyers  with  significant  va- 
riety, a  subsidy  is  absolutely  necessary.  The  one  problem  with  crop 
conversion  that  our  tobacco  States  cannot  solve,  is  how  to  pay  for 
conversion.  It  is  going  to  take  money. 

Most  of  our  States  are  very  poor.  In  Kentucky  we  are  facing  a 
$260  million  shortfall  this  year.  Most  of  the  other  tobacco  States 
are  clearly  in  the  same  situation.  The  Federal  Government  doesn't 
have  any  additional  money.  There  is  one  place  from  which  conver- 
sion money  could  come.  It  could  come  from  this  excise  tax  that  we 
are  talking  about  on  tobacco  products. 

If,  for  example,  the  excise  tax  were  raised  to  $1,  that  would  cover 
what  the  President  said  is  needed  for  health  care  reform,  and  it 
would  also  allow  a  3  cent  set  aside  for  our  farmers  for  conversion. 
This  would  be  an  once  in  a  lifetime  opportunity  to  fund  tobacco 
farmers  so  that  they  could  convert  and  so  that  there  would  be  a 
tomorrow  for  them. 
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By  earmarking  the  money  and  then  communicating  clearly  with 
our  farmers  what  the  money  will  mean  to  them,  the  political  sup- 
port for  the  tax,  I  believe,  would  grow.  I  have  raised  this  issue  time 
and  again  in  Kentucky  in  the  recent  months  and  there  is  more  sup- 
port than  ever  before.  In  fact,  you  have  accompanying  you  several 
editorials  from  papers  in  our  State  that  support  this. 

If  the  excise  tax  passes,  but  the  tobacco  States  are  successful  in 
keeping  it  at  a  level  where  there  is  no  money  for  conversion,  who 
wins?  The  tobacco  companies.  They  hang  on  to  a  few  more  cus- 
tomers. They  attract  a  few  more  kids  to  smoking,  but  there  is  noth- 
ing for  our  farmers. 

By  comparison,  these  farmers  will  lose  because  conversion  money 
that  is  a  part  of  Representative  Mike  Andrews'  bill  and  that  was 
supported  by  the  health  community  will  be  gone.  One  more  time, 
our  farmers  will  lose  the  opportunity  for  conversion  and  long-term 
process  prosperity. 

The  President  spoke  of  a  magical  moment  when  he  talked  about 
health  care  reform.  Whatever  form  health  care  reform  takes,  this 
excise  tax  and  you,  gentlemen,  can  produce  the  historical  magical 
moment  for  our  farmers  in  Kentucky  and  the  other  tobacco  States. 

Thank  you. 

Mr.  Gibbons.  Thank  you,  Representative  Northup.  That  was 
very  excellent  testimony. 

[The  prepared  statement  follows:] 
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Health  Security  Act  and  Other  Health  Reform  Proposals 


Before  the  Ways  and  Means  Committee 
U.S.  House  of  Representatives 


November  19,  1993 


Thank  you  Mr.  Chairman,  members  of  the  Committee,  for  allowing  me  to  testify 
today.  I  understand  that  there  are  a  number  of  panels  that  are  presenting  health  and 
economic  information  in  support  of  the  excise  tax  on  tobacco  products,  and  I  support 
their  position.  I  am  here  today  to  discuss  the  Agriculture  perspective  and  my  reasons  for 
believing  the  excise  tax  could  be  beneficial  to  our  farmers. 

The  tobacco  farmers  in  our  state  make  up  a  critical  sector  of  our  economy  and 
include  families  upon  which  our  communities  depend.  Today  there  are  60,000  tobacco 
fanners  in  Kentucky  and  however  you  define  "family  values,"  they  epitomize  the  best; 
they  are  hard-working,  self-supporting,  tax-paying  members  of  their  communities.  They 
are  largely  intact  families  that  raise  good  kids  and  pass  their  love  of  farming  down  from 
one  generation  to  another.  They  are  worth  saving.  Unfortunately,  today  their  survival 
depends  on  tobacco.  I  want  to  share  with  you  my  ideas  about  why  that  has  happened 
and  what  sort  of  remedy  is  possible. 

In  tobacco  states,  the  pervasive  influence  of  the  tobacco  industry  is  awesome, 
especially  with  respect  to  agriculture  policy.  Tobacco  companies  stay  in  close 
communication  with  our  farmers  and  all  of  the  agriculture  organizations  that  deal  with 
the  farmers.  These  companies  make  staggeringly  large  contributions  to  remind  and 
persuade  tobacco  farmers  that  their  financial  survival  depends  on  tobacco  money  and  to 
convince  them  that  there  are  no  alternative  crops  that  will  bring  the  income  that  tobacco 
brings.  Tobacco  companies  have  convinced  our  farmers  that  the  farmers  and  the 
tobacco  companies  best  interests  are  the  same;  if  the  tobacco  companies  prosper,  so  will 
the  tobacco  farmers.  Of  course,  that  is  not  true.  The  tobacco  companies  have  enjoyed 
profits  unheard  of  in  any  other  industry  while  our  fanners  have  barely  survived.  To 
protect  these  profits,  the  tobacco  companies  have  conspired  with  the  agricultural  and 
political  leaders  in  the  tobacco  states  to  keep  tobacco  farmers  financially  tied  to  tobacco. 
I  will  point  out  that  this  is  great  political  strategy  for  the  tobacco  companies.  It  assures  a 
ready  anny  of  'all-american  fanners'  to  fight  any  legislation  that  the  tobacco  companies 
oppose. 

Let's  talk  about  the  remedy.  It  will  not  be  easy.  Kentucky  and  other  tobacco  states 
do  have  some  obstacles  to  easy  crop  conversion,  including  the  hilly,  rocky  terrain  which 
can  make  growing  of  some  crops  difficult,  and  the  large  number  of  small  farms.  But  it  is 
not  hopeless.  Numerous  studies  have  pinpointed  crops  that  will  do  well  in  Kentucky  and 
are  competitive  in  the  marketplace.  What  we  lack  is  an  agriculture  infrastructure  and 
the  money  to  pay  for  it. 

Let  me  explain  how  changes  to  our  agriculture  infrastructure  can  help  in 
conversion  from  tobacco  to  other  crops.  The  components  of  an  agricultural 
infrastructure  include  industrial  users  (i.e.,  food  processors)  and  a  collection  and 
distribution  system.  Right  now  tomatoes  will  make  more  per  acre  if  there  is  a  spaghetti 
sauce  factory  down  the  street.  Because  of  the  focus  on  tobacco  there  has  never  been  an 
effort  to  attract,  food  processing  plants  to  Kentucky  and  as  a  result  there  are  almost 
none  in  the  state  today.  Food  processors  have  been  afraid  to  depend  on  our  farmers. 
These  companies  fear  that  tobacco  will  always  take  precedence  and  that  the  farmers' 
lack  of  experience  in  growing  other  crops  will  affect  the  quality  of  their  food  products. 
We  could  change  this  scenario  if  we  offered  a  strong  agricultural  education  program  for 
our  farmers  during  conversion  and  financial  guarantees  to  food  processors  during 
transition  .  These  changes  in  agriculture  policies  would  help  tobacco  states  attract  food 
processors  and  ensure  strong  markets  for  our  farmers. 

The  other  component  of  a  new  agriculture  infrastructure  is  a  collection  and 
distribution  system  -  the  cooperative  that  connects  thousands  of  farmers  to  the  industrial 
sector.  We  already  have  a  cooperative  system  in  Kentucky,  but  it  only  serves  one 
commodity  -  tobacco.  The  Burley  Tobacco  Cooperative  and  several  others  connect 
60,000  tobacco  farmers  with  their  market.  They  serve  as  a  conduit  to  the  farmers  for 
market  infonnation,  trends  and  suggestions  for  how  to  bring  their  produce  to  the  market 
more  profitably.  We  need  to  establish  cooperatives  for  alternative  crops.  Food 
processing  plants  cannot  individually  deal  with  hundreds  of  small  farmers.  Huge 
supermarket  chains  pay  high  transportation  costs  and  forego  freshness  in  produce 
because  they  are  not  equipped  to  deal  with  hundreds  of  small  fanners.  Cooperatives 
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would  be  expected  to  become  self-sufficient,  but  they  would  initially  be  financial  losers. 
Until  they  could  build  a  large  base  of  buyers  with  significant  variety,  a  subsidy  would  be 
necessary. 

The  one  problem  with  crop  conversion  that  our  states  cannot  solve  is  how  to  pay 
for  it.  Most  of  the  tobacco  states  are  poor,  certainly  Kentucky  is.  This  year  our  state's 
budget  is  short  by  $264  million,  a  significant  amount  for  a  small  state.  Clearly,  the 
federal  government  cannot  afford  new  programs  or  debts  either.  But  there  is  one  place 
from  which  conversion  money  could  come  -  the  federal  excise  tax  on  tobacco  products. 
A  deal  could  be  struck  that  would  be  amenable  to  all  sides.  If  the  excise  tax  were  set  at 
$1 .00  per  pack  or  more,  it  would  serve  our  national  health  interests,  it  would  raise  the 
amount  the  President  says  is  needed  for  health  care  reform,  and  it  would  allow  some 
money,  such  as  three  cents  per  pack,  to  be  set  aside  for  crop  conversion.  By  earmarking 
that  money  and  then  communicating  clearly  to  our  farmers  what  the  money  will  mean  to 
them,  the  political  support  for  the  tax  would  grow  in  the  tobacco  states.  That  would  put 
pressure  on  our  congressional  representatives  to  support  the  entire  health  care  reform 
package.  I  have  raised  this  issue  in  Kentucky  and  there  is  more  support  for  a  conversion 
program  than  ever  before.  The  accompanying  material  includes  editorials  from  our  two 
largest  papers  in  support  of  the  excise  tax  with  monies  set  aside  to  help  tobacco  farmers 
to  convert  to  alternative  crops.  Please  do  not  allow  tobacco  companies  and  their  friends 
to  speak  for  all  Kentuckians  or  all  our  farmers. 

If  the  excise  tax  passes,  but  the  tobacco  states  are  successful  in  keeping  it  at 
seventy-five  cents  or  lower,  who  wins?  Only  the  tobacco  companies!  One  more  time 
they  will  have  used  our  states'  farmers  for  their  self  interest,  which  means  that  tobacco 
companies  will  hang  on  to  a  few  more  customers  and  entice  more  kids  to  start  smoking. 
By  comparison  our  tobacco  fanners  will  lose  because  the  conversion  money  that  is  part 
of  Representative  Mike  Andrews'  bill,  and  that  was  supported  by  the  health  community, 
will  be  gone.  One  more  time  our  farmers  will  have  lost  the  opportunity  for  conversion 
and  long-term  prosperity. 

The  President  spoke  of  a  "magical  moment"  for  health  care  reform.  Whatever 
form  health  care  reform  takes,  this  excise  tax  and  you,  gentlemen,  could  produce  that 
historical  "magical  moment"  for  the  tobacco  farmers. 
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Mr.  Gibbons.  Ms.  Harvey. 

STATEMENT  OF  JANE  HULL  HARVEY,  COCHAIR, 
INTERRELIGIOUS  COALITION  ON  SMOKING  OR  HEALTH; 
AND  ASSISTANT  GENERAL  SECRETARY,  GENERAL  BOARD  OF 
CHURCH  AND  SOCIETY,  THE  UNITED  METHODIST  CHURCH 

Ms.  Harvey.  Mr.  Chairman,  members  of  the  committee,  I  am 
Jane  Hull  Harvey,  assistant  general  secretary  of  the  United  Meth- 
odist Church's  General  Board  of  Church  and  Society.  I  am  here 
today  in  that  capacity  and  as  cochair  of  the  Interreligious  Coalition 
on  Smoking  or  Health.  The  Interreligious  Coalition  expresses  the 
moral  concern  of  the  country's  faith  communities  regarding  public 
policy  affecting  tobacco. 

Mr.  Chairman,  jurisdictions  of  15  religious  organizations,  with 
tens  of  millions  of  members,  urge  the  Ways  and  Means  Committee 
and  the  U.S.  Congress  to  adopt  a  $2  a  pack  tax  increase  on  ciga- 
rettes. 

Among  the  groups  is  my  own  group,  the  General  Board  of 
Church  and  Society.  I  am  enclosing  my  boards's  most  recent  resolu- 
tion on  that  issue,  adopted  March  13,  1993.  The  Interreligious  Coa- 
lition on  Smoking  or  Health  believes  adopting  a  genuinely  signifi- 
cant increase  in  taxes  on  cigarettes  is  not  only  wise  policy,  but  a 
moral  obligation. 

Religious  communities  believe  that  the  obligation  to  preserve  the 
quality  of  human  life  is  fundamental.  This  past  Sunday,  President 
Clinton  spoke  from  the  same  pulpit  which  Dr.  Martin  Luther  King 
delivered  his  last  sermon,  addressing  a  church  full  of  denomina- 
tional leaders.  The  President  very  forthrightly  spoke  of  the  persons 
there  who  were  filled  with  the  spirit  of  God  to  do  the  right  thing 
in  this  life.  And  then  he  spoke  of  drugs  ravishing  our  communities, 
and  the  more  than  37,000  people  who  died  from  gunshot  wounds 
in  this  country  every  year.  Tobacco  alone,  Mr.  Chairman,  kills 
419,000  Americans  in  the  United  States  every  year.  More  than  10 
times  the  number  who  die  from  gunshot  wounds. 

The  Interreligious  Coalition  applauds  President  Clinton  for 
translating  this  moral  passion  into  public  policy  by  including  sig- 
nificant taxes  on  cigars,  pipe  tobacco,  snuff  and  chewing  tobacco  as 
part  of  his  health  reform  legislation.  Cigarette  smoking,  however, 
is  the  major  tobacco-related  health  threat. 

In  Canada,  after  Federal  and  provincial  taxes  rose  to  several  dol- 
lars per  pack,  approximately  $3.26,  smoking  declined  significantly, 
by  approximately  40  percent.  According  to  the  American  Cancer, 
Heart  and  Lung  Association,  a  $2  a  pack  increase  on  cigarettes 
would  so  effectively  reduce  smoking  that  millions  of  lives  would  be 
saved  from  premature  death.  A  75  cent  a  pack  tax  on  cigarettes 
would,  on  the  other  hand,  have  less  than  half  that  impact. 

While  President  and  Mrs.  Clinton  are  sincerely  committed  to  a 
tobacco  tax,  we  are  deeply  saddened  that  they  have  omitted  a  sub- 
stantial tax  on  cigarettes.  We  urge  the  administration  to  support 
taxing  cigarettes  at  $2  a  pack.  The  Interreligious  Coalition  sup- 
ports increased  tobacco  taxes  second  out  of  our  moral  obligation  to 
be  concerned  about  persons  who  are  the  most  vulnerable,  such  as 
our  young  people. 
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In  his  moving  speech  in  Memphis,  President  Clinton  identified 
with  the  problem  he  knew  deeply  touched  his  church  audience,  vio- 
lence against  children  and  teenagers.  Tobacco  interests  target  the 
young.  We  have  here  before  us  a  chart  which  shows  that.  Ninety 
percent  of  all  new  smokers  are  under  20.  Fifty  percent  under  15. 
And  25  percent,  under  12. 

Every  day  in  the  United  States,  3,000  youngsters  become  regular 
smokers.  Of  these,  750  will  be  killed  by  smoking-related  diseases, 
where  30  will  be  murdered  and  60  will  die  in  traffic  accidents. 
These  figures  from  the  immediate  past  Surgeon  General  of  the 
United  States  about  the  violence  tobacco  wages  quietly  every  day 
against  children  and  teenagers,  so  deeply  disturbed  our  religious 
communities  that  we  must  express  our  indignation.  Dr.  John  P. 
Pierce,  Ph.D.,  associate  professor  and  head  of  Cancer  Prevention 
and  Control  at  the  University  of  California,  San  Diego,  on  October 
6,  1993,  issued  an  article,  "The  Role  of  Advertising  and  Promoting 
Adolescents  to  Start  Smoking."  He  wrote  of  the  study  the  Univer- 
sity of  California,  San  Diego  had  done  on  01'  Joe  Camel  advertis- 
ing. He  revealed  that  this  campaign  had  enticed  in  California  alone 
nearly  1  million  12-  to  13-year-old  smokers. 

By  the  time  these  children  are  able  to  understand  the  full  scope 
of  the  consequences  of  smoking,  they  are  already  addicted.  We  sup- 
port a  $2  a  pack  tax  on  cigarettes  to  counteract  tobacco  advertising 
aimed  at  getting  children  hooked  on  the  world's  most  addictive 
drugs. 

Arid  third,  we  believe  the  issue  is  one  of  fairness.  The  tobacco  in- 
dustry has  for  decades  been  able  to  multiply  its  profits  while  the 
public  pays  for  the  costs  of  illnesses  directly  related  to  the  tobacco 
use.  With  broad  consensus  on  the  health  impact  of  smoking,  it  is 
time  to  require  that  the  sale  of  tobacco  generate  some  of  the  income 
to  defray  the  cost  estimated  in  the  billions  of  dollars. 

A  $2  a  pack  tax  on  tobacco  would  generate  about  $20  to  $30  bil- 
lion a  year.  Thus  many  of  the  same  citizens  who  might  pay  a  some- 
what higher  proportion  of  their  incomes  in  tobacco  taxes  would  also 
be  the  citizens  benefitting  most  from  expanded  health  benefits  pro- 
vided by  those  same  tobacco  taxes. 

Mr.  Chairman,  the  Interreligious  Coalition  on  Smoking  or  Health 
strongly  urges  you  and  your  colleagues  to  adopt  a  $2  a  pack  tax 
increase  on  cigarettes  and  the  taxes  proposed  by  the  administration 
on  other  tobacco  products.  We  ask  you  to  listen  to  the  moral  voice 
of  the  cross-section  of  the  faith  community  of  this  Nation.  We  im- 
plore you  to  take  the  action  you  know  will  save  lives  now  tragically 
shortened  by  the  number  one  killer  of  our  fellow  citizens,  our 
friends  and  neighbors,  our  brothers  and  sisters,  our  children. 

Thank  you. 

Mr.  Gibbons.  Thank  you,  Mrs.  Harvey. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  JANE  HULL  HARVEY 
INTERRELIGIOUS  COALITION  ON  SMOKING  OR  HEALTH 

Chairman  Rostenkowski,  Members  of  the  Committee  on  Ways  and  Means,  Colleagues  and 
Friends: 

I  am  Jane  Hull  Harvey,  assistant  general  secretary  of  The  United  Methodist  Church's  General 
Board  of  Church  and  Society,  Ministry  of  God's  Human  Community.  I  am  here  today  in  that 
capacity  and  as  co-chair  of  The  Interreligious  Coalition  on  Smoking  Or  Health.  The 
interreligious  coalition  expresses  the  moral  concern  of  this  country's  faith  communities  regarding 
public  policy  affecting  tobacco. 

Mr.  Chairman,  jurisdictions  of  15  religious  organizations,  with  tens  of  millions  of  members, 
urge  the  Ways  and  Means  Committee  and  the  U.S.  Congress  to  adopt  a  $2.00  a  pack  tax 
increase  on  cigarettes.  Among  the  groups  are  Catholic  Charities  USA,  the  Washington  Office 
of  the  Church  of  the  Brethren,  the  Seventh  Day  Adventist  Church,  and  the  General  Board  of 
Church  and  Society  of  The  United  Methodist  Church  for  whom  I  work.  I  am  enclosing  my 
board's  "Resolution  on  Tobacco  Tax"  adopted  March  13,  1993,  as  one  example  of  our 
commitment  on  the  issue  of  "increasing  the  tobacco  tax  by  at  least  $2.00  a  pack  on  cigarettes, 
and  proportionate  amounts  on  other  tobacco  products. " 

The  Interreligious  Coalition  on  Smoking  OR  Health  believes  adopting  a  genuinely  significant 
increase  in  taxes  on  cigarettes  is  not  only  wise  policy,  but  a  moral  obligation.  Religious 
communities  believe  that  the  obligation  to  preserve  the  quality  of  human  life  is  fundamental. 
This  past  Sunday,  President  Clinton  spoke  from  the  same  pulpit  in  Memphis  where  Dr.  Martin 
Luther  King  delivered  his  last  sermon.  Addressing  a  church  full  of  denominational  leaders,  the 
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President  said  that  he  knew  they  were  "filled  with  the  spirit  of  God  to  do  the  right  thing  in  this 
life."  He  spoke  passionately  of  "drugs  ravaging  the  community"  and  of  the  "more  than  37,000 
people  who  die  from  gunshot  wounds  in  this  country  every  year."  Tobacco  alone  kills  419,000 
persons  in  the  United  States  every  year,  more  than  ten  times  the  number  who  die  from  gunshot 
wounds. 

The  Interreligious  Coalition  applauds  President  Clinton  for  translating  his  moral  passion  into 
public  policy  by  including  significant  taxes  on  cigars,  pipe  tobacco,  snuff,  and  chewing  tobacco 
as  part  of  his  health  reform  legislation.  Cigarette  smoking,  however,  is  the  major  tobacco 
related  health  threat.  In  Canada,  after  federal  and  provincial  taxes  rose  to  several  dollars  per 
pack,  smoking  declined  significantly.  According  to  the  American  Cancer,  Heart,  and  Lung 
Associations,  a  $2.00  a  pack  tax  increase  on  cigarettes  would  so  effectively  reduce  smoking  that 
millions  of  lives  will  be  saved  from  premature  death.  A  $.75  a  pack  tax  on  cigarettes  would, 
on  the  other  hand,  have  less  than  half  the  impact.  While  President  and  Mrs.  Clinton  are 
sincerely  committed  to  a  tobacco  tax,  we  are  deeply  saddened  that  they  have  omitted  a 
substantial  tax  on  cigarettes.  We  urge  the  administration  to  support  taxing  cigarettes  at  $2.00 
a  pack. 

The  Interreligious  Coalition  supports  increased  tobacco  taxes,  secondly,  out  of  our  moral 
obligation  to  be  concerned  about  persons  who  are  the  most  vulnerable,  such  as  our  young 
people.  In  his  moving  speech  in  Memphis,  President  Clinton  identified  with  a  problem  he  knew 
deeply  disturbed  his  church  audience  —  violence  against  children  and  teenagers.  Tobacco 
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interests  target  the  young.  Ninety  percent  of  all  new  smokers  are  under  20;  50  percent  under 
15;  and  25  percent  under  12.  Every  day  in  the  United  States  3,000  youngsters  become  regular 
smokers.  Of  these  3,000  young  people,  we  can  expect  that  30  will  be  murdered,  60  will  die  in 
traffic  accidents,  and  750  will  be  killed  by  smoking-related  diseases.  Those  figures  from  the 
immediate  past  Surgeon  General  of  the  United  States  about  the  violence  tobacco  wages  quietly 
every  day  against  children  and  teenagers  so  deeply  disturb  our  religious  communities  that  we 
must  express  our  indignation. 

Dr.  John  P.  Pierce,  Ph.D.,  associate  professor  and  head  of  Cancer  Prevention  and  Control  at 
the  University  of  California,  San  Diego,  in  his  October  6,  1993,  article,  "The  Role  of 
Advertising  in  Promoting  Adolescents  to  Start  Smoking,"  wrote  of  a  study  the  University  of 
California,  San  Diego,  conducted  on  the  01'  Joe  Camel  advertising  campaign.  He  revealed  that 
this  campaign  has  enticed,  in  California  alone,  nearly  one  million  12-  to  13-year-old  smokers. 
By  the  time  these  children  are  able  to  understand  the  full  scope  of  the  consequences  of  smoking, 
they  are  already  addicted.  We  support  a  $2.00  a  pack  tax  on  cigarettes  to  counteract  tobacco 
advertising  aimed  at  getting  children  hooked  on  one  of  the  world's  most  addictive  drugs. 

Thirdly,  we  believe  fairness  is  a  moral  reason  to  support  a  $2.00  a  pack  tax  increase  on 
cigarettes.  The  tobacco  industry  has  for  decades  been  able  to  multiply  its  profits  while  the 
public  paid  for  the  costs  of  illnesses  directly  related  to  tobacco.  With  broad  consensus  on  the 
health  impact  of  smoking  and  recent  confirmation  that  secondhand  smoke  causes  cancer,  it  is 
time  to  require  that  the  sale  of  tobacco  generate  some  of  the  income  to  defray  the  costs, 
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estimated  in  the  billions  of  dollars,  of  treating  people  suffering  from  tobacco-related  diseases 
including  lung  cancer,  cardio- vascular  diseases,  emphysema,  chronic  bronchitis,  and  related 
illnesses.  A  $2.00  a  pack  tax  increase  on  tobacco  would  generate  from  $20  to  $30  billion  a 
year.  Thus,  many  of  the  same  citizens  who  might  pay  a  somewhat  higher  proportion  of  their 
incomes  in  tobacco  taxes  would  also  be  the  citizens  benefiting  most  from  expanded  health 
benefits  provided  by  those  same  tobacco  taxes. 

Mr.  Chairman,  the  Interreligious  Coalition  on  Smoking  OR  Health  strongly  urges  you  and  your 
colleagues  to  adopt  a  $2.00  a  pack  tax  increase  on  cigarettes  and  the  taxes  proposed  by  the 
administration  on  other  tobacco  products.  We  ask  you  to  listen  to  the  moral  voice  of  a  cross- 
section  of  the  faith  communities  of  this  nation.  We  implore  you  to  take  the  action  you  know 
will  save  lives  now  tragically  shortened  by  the  number  one  killer  of  our  fellow  citizens,  our 
friends  and  neighbors,  our  brothers  and  sisters,  our  children. 


573 


Resolution  on  Tobacco  Tax 


Whereas,  the  consumption  of  tobacco  through  overwhelming  evidence  has  been  linked 
with  lung  cancer,  cardio-vascular  diseases,  emphysema,  chronic  bronchitis  and  related 
illnesses; 

Whereas,  The  United  Methodist  Church  in  its  1992  Social  Principles  and  1992  Book 
of  Resolutions  discourages  persons,  particularly  youths  and  young  adults  from  taking 
up  this  generally  habit  forming  practice; 

Whereas,  Canada  reduced  tobacco  consumption  28.5  percent  between  1984  and  1990 
by  raising  tobacco  taxes; 

Whereas,  raising  federal  taxes  by  at  least  $2.00  a  pack  of  cigarettes  (and  proportionate 
amounts  on  other  products)  will  reduce  consumption  of  tobacco  by  children  and 
teenagers,  save  lives  of  workers  and  bystanders  inhaling  environmental  tobacco 
smoke,  and  produce  almost  SO  billion  a  year  in  revenues; 

Whereas,  United  Methodists  are  also  concerned  about  the  possible  displacement  of 
tobacco  growers,  processors,  and  distributors  due  to  reduced  consumption  because  of 
effective  educational  and  preventive  programs; 

Let  it,  therefore,  be  resolved  that, 

The  General  Board  of  Church  and  Society  recommends  that  the  Clinton 
Administration  and  the  Congress  of  the  United  States  increase  the  tobacco  tax  by  at 
least  $2.00  a  pack  of  cigarettes  (and  proportionate  amounts  on  other  tobacco  products) 
and  that  the  revenue  increase  produced  by  the  tax  shall  be  used,  in  part,  for  the 
retraining  of  displaced  workers  and  farmers  and  for  the  education  and  prevention  of 
tobacco  use  both  nationally  and  internationally. 

Be  it  further  resolved  that, 

Local  United  Methodist  congregations  be  encouraged  to  write  or  call  the  White  House 
and  their  respective  congressional  representatives,  urging  them  to  develop  and/or 
support  legislation  that  achieves  this  end. 


Adopted  an  March  13.  1993  by  the  General  Board  of  Church  and  Society  of  The  United  Methodist  Church. 
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Mr.  Gibbons.  And  Dr.  Kaesemeyer. 

STATEMENT  OF  WAYNE  H.  KAESEMEYER,  MJX,  AUGUSTA 
HYPERTENSION,  P.C. 

Dr.  Kaesemeyer.  Mr.  Chairman,  members  of  the  committee, 
thank  you  for  this  opportunity  to  testify. 

My  name  is  Wayne  Kaesemeyer,  I  represent  Augusta  Hyper- 
tension, Augusta,  Ga.,  a  medical  practice  that  specializes  in  the 
treatment  of  hypertension  and  related  cardiovascular  diseases. 

I  am  here  today  with  three  purposes.  The  first  is  to  expose  car- 
diovascular diseases  in  terms  of  the  soaring  problem  of  health  care 
costs  and  the  demand  side  of  the  equation  tnat  they  represent. 

My  second  purpose  is  to  show  the  association  of  cardiovascular 
diseases  and  smoking,  particularly  cigarette  smoking.  And  the 
third  purpose  is  to  snow  that  cigarettes,  heretofore  part  of  the 
problem,  can  now  ironically  be  turned  into  part  of  the  solution 
through  the  Smokers'  Accountability  Trust. 

Regarding  the  problem  that  cardiovascular  diseases  represent,  I 
would  like  to  refer  to  exhibit  LB. 4.  This  is  basically  a  chart  that 
shows  the  decreasing  mortality  in  heart  attack  versus  the  decreas- 
ing mortality  in  stroke.  This  has  been  a  major  area  of  discrepancy 
and  a  major  source  of  new  events  in  the  treatment  of  coronary 
heart  disease.  In  other  words,  we  have  been  much  better  in  the 
prevention  of  stroke  than  we  have  been  with  heart  attack.  This  has 
shown  up  in  terms  of  an  increasing  demand  for  bypass  procedures 
and  an  increasing  number  of  new  cases  of  congestive  heart  failure 
in  a  large  group  of  patients  who  otherwise  would  have  died  of 
stroke  before  extensive  end-stage  complications  could  develop. 

The  next  exhibit  I  would  like  to  refer  you  to  is  exhibit  II. A.  This 
exhibit  shows  the  relationship  of  cigarettes  to  coronary  heart  dis- 
ease. As  you  can  see,  there  are  approximately  four  or  five  steps 
wherein  cigarettes  are  key. 

Not  only  do  cigarettes  accelerate  the  underlying  problem  of  ath- 
erosclerosis that  leads  to  heart  attack,  but  they  also  provide  a  trig- 
ger for  the  acute  event,  which  is  a  clot  that  forms  at  an  area  of  nar- 
rowing in  an  artery  and  leads  to  sudden  cessation  in  blood  flow  and 
heart  attack. 

So  to  deal  with  this  problem,  I  have  proposed  a  Smokers'  Ac- 
countability Trust.  The  key  features  of  this  trust  are  outlined  as 
follows:  It  would  be  authorized  by  a  Smokers'  Accountability  Act 
and  would  receive  revenues  from  cigarettes  after  a  user  fee  or  toll 
(previously  referred  to  as  a  sin  tax)  of  $2  to  $3  a  pack,  is  gradually 
phased  in. 

This  money  is  to  be  targeted  to  two  areas.  One  would  be  the  U.S. 
Public  Health  Service.  This  would  be  to  increase  the  treatment  of 
risk  factors  which  would  reduce  new  cases  of  heart  attack  and 
bring  heart  attack  treatment  in  line  with  that  of  stroke.  This  would 
be  for  medications  for  the  treatment  of  hypertension  and  elevated 
cholesterol.  Furthermore,  this  money  would  be  used  for  the  services 
that  are  already  in  need  of  support  that  already  exist  (U.S.P.H.S.). 

The  second  area  this  money  would  be  distributed  to  would  be  re- 
search organizations,  such  as  the  American  Heart  Association  and 
the  American  Society  of  Hypertension  for  Research,  for  preventing 
the  underlying  process  that  leads  to  heart  attack. 
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The  strengths  that  I  see  about  this  are  that  it  represents  imme- 
diate relief  for  an  immediate  problem.  It  is  a  form  of  financial 
cardiopulmonary  resuscitation.  It  can  be  implemented  immediately, 
and  it  will  fit  into  whatever  form  the  overall  plan  for  health  care 
financing  eventually  takes.  It  utilizes  an  established  network 
(U.S.P.H.S.)  and  no  new  bureaucracy.  It  involves  the  use  of  "smart 
money,"  similar  to  the  "smart  bomb"  approach  used  in  Iraq.  It  tar- 
gets an  area  of  need  up  front.  I  think  it  is  far  more  efficient  than 
the  President's  plan  for  $80  billion  per  year  on  Medicare  patients' 
prescription  drugs  used  for  nonspecific  reasons  while  leaving 
younger  patients,  at  higher  risk,  unprotected. 

It  holds  smokers  accountable  for  repairing  the  damage  that  they 
inflict  on  the  health  care  system  in  a  manner  similar  to  that  which 
drivers  on  turnpikes  are  held  accountable  for  repairing  turnpikes 
when  they  pay  tolls. 

And  the  last  thing  I  would  like  to  say  is  that  it  contains  costs 
regardless  of  whether  patients  quit  or  continue  to  smoke.  This  is 
outlined  in  exhibit  III.  This  is  what  I  call  a  servo  mechanism  with 
a  negative  feedback  loop. 

Thank  you. 

Mr.  Gibbons.  Thank  you,  Doctor. 

[The  prepared  statement  and  attachments  follow:] 


576 


TESTIMONY  OF  WAYNE  H.  KAESEMEYER,  M.D. 
AUGUSTA  HYPERTENSION,  P.C. 

Of  the  estimated  total  800  billion  dollars  spent  annually  on 
healthcare  in  the  United  States  approximately  one-seventh  of  this  is 
estimated  to  be  spent  on  cardiovascular  diseases.  Not  only  are  car- 
diovascular diseases  the  largest  component  of  the  overall  healthcare 
budget,  but  more  importantly,  cardiovascular  diseases  represent  that 
fraction  which  is  rising  and  will  continue  to  rise  most  rapidly  in 
the  next  fifteen  years.  Furthermore,  unless  corrective  measures  are 
taken  soon,  the  rate  of  rise  of  this  fraction  of  ^  the  healthcare 
budget   is  anticipated  to  be  nonlinear. 

The  objective  of  this  presentation  is  three-fold  as  follows: 

1.  To  define  the  problem  of  escalating  healthcare  costs  in 
terms  of  its  principal  root  cause,  cardiovascular 
diseases . 

2.  To  identify  those  components  of  the  overall  problem  that 
are  smoking  related. 

3.  To  describe  the  Smoker's  Accountability  Trust  and  show  how 
its   implementation  can  avoid  an  impending  crisis. 

The  overall  outline  of  this  presentation  is  as  follows: 

I.  Problem  Definition 

A.  Unmodif iable  Factors 

B.  Modifiable  Factors 

II.  Problem:     Causes  -  Current  Theories 

III.  Solutions 

A.  General 

B.  Specific:     Smoker's  Accountability  Trust 

The  problem  as  outlined  above  is  quite  complex.  For  your  con- 
venience I  have  divided  it  into  two  components.  Exhibits  I.A.I, 
through  I. A. 3.   describe  the  unmodif iable  factors. 

Exhibit  I.A.I,  is  from  data  collected  by  the  U.S.  Census  Bu- 
reau. It  projects  the  U.S.  population  by  age  groups  into  the  year 
2015.  The  important  piece  of  information  on  this  slide  is  for  the 
population  group  age  45  to  64.  As  you  can  see  this  group  presently 
is  estimated  to  be  50  million  in  size.  By  the  year  2010  it  will 
swell  to  approximately  80  million  people.  This  represents  approxi- 
mately a  35%  increase.  Another  important  piece  of  data  on  this 
slide  is  for  the  age  group  less  than  45.  As  you  can  see  this  will 
gradually  decline  into  the  year  2015.  Overall  this  represents  a  de- 
creasing number  of  "worker  bees"  relative  to  an  increasing  number  of 
"drones " . 

Exhibit  I.B.2.  represents  data  from  1976  to  1980  National 
Health  and  Nutrional  Survey.  Please  focus  your  attention  on  the  far 
left  column  which  breaks  age  into  various  groups  and  the  far  right 
column  which  shows  the  total  distribution  for  all  races  of  the  per- 
centage by  group  which  is  hypertensive.  Please  focus  your  attention 
on  age  group  4  5  to  54  and  those  below  it.  As  you  can  there  is  a 
marked  break  point  here  between  23.7%  and  41.3%.  This  only  gets 
worse  as  the  population  ages  as  shown  below  for  groups  55  to  64  and 
65  and  74.  It  is  anticipated  that  the  number  of  hypertensives  may 
eventually  rise  to  80  million  over  the  next  15  years. 

Exhibit  I. A. 3.  shows  data  from  the  Framingham  Heart  Study  pub- 
lished by  The  American  Heart  Association.  It  shows  estimated  annual 
numbers  of  Americans  by  age  and  sex  experiencing  a  heart  attack.  As 
you  can  see,  especially  for  males  followed  later  by  females,  there 
is  a  marked  increase  in  events  for  those  individuals  over  the  age  of 
40.  In  as  much  as  these  problems  are  related  to  aging  and  aging  is 
unmodif iable  they  were  included  in  this  subdivision  for  that  reason. 

Next  please  refer  to  exhibits  I.B.I,  through  I.B.7.  These  ex- 
hibits refer  to  factors  that  are  modifiable  or  potentially  modifi- 
able and  relate  to  issues  involved  in  smoking,  the  treatment  of  hy- 
pertension and  hypercholesterolemia,  not  necessarily  in  that  order. 
Exhibit  I.B.I,  shows  the  statistical  association  of  MI  (myocardial 
infarction-heart  attack)  verses  hypertension.  Two  important  points 
should    be    taken    home    from    this    slide.       Approximately    50%    of  all 
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heart  attacks  occur  in  those  who  are  candidates  for  treatment  of  hy- 
pertension. The  second  point  is  that  as  of  1989,  with  data  from  The 
American  Heart  Association,  only  11.1%  of  those  individuals  in  this 
country  with  hypertension  are  adequately  treated.  This  number  may 
be  slightly  low.  A  more  recent  examination  of  this  issue  by  the  JNC 
V  estimates  this  number  to  be  21%.  Regardless  of  which  estimate  you 
choose  this  is  a  dismal  number. 

Exhibit  I.B.2.  shows  the  statistical  association  of 
hypercholesterolemia  and  hypertension.  The  most  important  point  to 
be  taken  from  this  slide  is  the  fact  that  only  30%  of  patients  with 
elevated  cholesterols  and  diagnosed  coronary  disease  are  on  treat- 
ment to  lower  cholesterol.  The  other  points  made  by  this  slide  are 
self  explanatory. 

Exhibit  I.B.3.  comes  from  The  Framingham  Heart  Study.  It  shows 
the  effect  of  cigarettes  added  to  the  risk  represented  by  high  blood 
pressure  and  elevated  cholesterol.  Basically  this  shows  that  these 
three  risk  factors,   among  others,   are  additive. 

To  understand  the  financial  implications  of  the  above  one  needs 
to  study  carefully  exhibits  I.B.4.  through  I.B.7.  Exhibit  I.B.4. 
shows  data  supplied  to  me  by  Ms.  Nancy  Hasse,  Chief  of  the 
Bios tatistics  Section  of  The  American  Heart  Association  in  Dallas, 
and  Mr.  Thomas  Thorn  who  is  head  of  biostatistics  at  the  NHLBI .  To 
begin  with  it  is  important  to  look  at  the  middle  curve  pointing  down 
which  represents  stroke  mortality  along  with  the  top  curve  pointing 
down  which  represents  heart  attack  mortality  or  fatal  stroke  verses 
fatal  heart  attack.  The  implication  here  is  that  the  treatment  of 
hypertension  has  improved  the  picture  for  stroke  much  more  than  it 
has  for  heart  attack.  That  is,  people  that  use  to  die  of  stroke  are 
now  living  to  sustain  heart  attacks.  If  you  are  a  cardiologist  or  a 
patient  this  is  good  news.  If  you  are  a  health  economist,  however, 
this  is  bad  news.  Stroke  is  a  "low  tech"  illness.  Heart  attack  un- 
fortunately is  a  "high  tech"  illness  that  involves  cardiac 
catheterization,  by  pass  operations,  and  PTCA  (angioplasty)  proce- 
dures.    These  are   "high  tech"   and  expensive. 

To  examine  the  impact  of  this  discrepancy  between  fatal  stroke 
and  fatal  heart  attack  I  asked  Ms.  Hasse  to  plot  the  total  number  of 
procedures  done  from  1975  to  1990  and  this  is  represented  by  the  far 
right  upward  curve.  Each  point  on  this  curve  represents  a  total  per 
year  of  cardiac  catheterizations,  angioplasties,  and  by  pass  opera- 
tions . 

The  upper  left  curve  that  runs  upward  shows  the  number  of  cases 
per  year  for  fatal  congestive  heart  failure.  This  is  data  supplied 
to  me  by  Mr.  Thomas  Thorn  and  this  was  examined  for  the  reason  that 
the  leading  diagnosis  for  Medicare  admissions  in  1993  is  congestive 
heart  failure.  As  you  can  see  in  1965  there  were  approximately 
10,000  deaths  due  to  heart  failure.  In  1983  this  rose  to  33,000. 
As  of  1993  it  is  estimated  that  over  40,000  people  will  die  annually 
of  heart  failure.  Fatal  congestive  heart  failure  is  only  a  small 
part  of  the  picture.  Non  fatal  congestive  heart  failure  is  far 
worse  and  data  for  this  is  less  available.  It  is  estimated  that 
every  year  in  the  U.S.  alone  there  are  approximately  300,000  new 
cases  of  congestive  heart  failure.  The  total  number  of  cases  in  the 
U.S.  alone  are  estimated  to  be  4  million.  The  overall  world  wide 
number  is  estimated  to  be  16  million.  As  you  can  see  the  most  dis- 
turbing part  of  this  picture  is  that  the  rate  of  growth  here  is 
nonlinear. 

Exhibit  I.B.5.  addresses  the  question  of  why  congestive  heart 
failure  is  behaving  in  such  a  fashion  when  initially  it  was  antici- 
pated that,  like  stroke,  in  as  much  as  it  is  felt  to  be  initially 
secondary  to  hypertension,  that  controlling  blood  pressure  over  the 
last  forty  years  would  reduce  heart  failure  rather  than  the  opposite 
as  just  described.  Exhibit  I.B.5.  summarizes  recent  findings  re- 
ported from  The  Framingham  Heart  Study  this  July.  The  disturbing 
thing  here  is  represented  by  the  steep  line  upwards  which  shows 
cases  of  congestive  heart  failure  in  1948  attributable  to  coronary 
heart  disease  (non  fatal  heart  attack)  rose  from  22%  all  the  way  up 
to  67%  in  1988.  If  one  projects  these  trends  into  the  year  2012, 
the  best  anticipation  under  linear  growth  conditions  would  be  that 
all  heart  failure  would  have  an  attributable  cause  of  coronary  heart 
disease  by  the  year  2012.  This  is  a  conservative  estimate.  As  we 
know  there  will  be  an  anticipated  35%  rise  in  the  population  of  de- 
mand  as   discussed  previously  and  this  event  may  occur  under  current 
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trends  as  early  as  the  year  2005.  Another  important  point  is  that 
those  cases  of  heart  failure  whose  cause  was  attributable  to  hyper- 
tension decreased  slightly  over  that  period.  The  cause  of  these 
events  is  poorly  understood  but  I  believe,  along  with  others,  that 
the  treatment  of  hypertension  over  the  past  40  years  with  diuretics 
may  be  implicated.  Diuretics  are  well  known  over  the  long  haul  to 
prevent  fatal  and  non  fatal  stroke.  However,  the  general  result 
over  the  long  haul  with  individuals  beginning  at  age  25  to  age  65  is 
not  applicable  to  the  prevention  of  non  fatal  heart  attack.  This 
problem,  failure  of  prevention  of  non  fatal  heart  attack  with  the 
long  term  treatment  of  hypertension,  in  my  opinion,  is  the  most  im- 
portant one  financially  facing  medicine  today  and  is  the  problem 
that  should  receive  top  priority  for  research  funding  if  healthcare 
costs  are  to  be  contained  in  the  future.  The  specific  question  that 
needs  to  be  addressed  is  "can  the  treatment  of  hypertension  be  ad- 
justed so  as  to  bring  heart  attack  results  in  line  with  stroke  re- 
sults "  ? 

I  would  like  to  add  a  commentary  here.  I  refer  to  slides 
I.B.4.  and  I.B.5.  as  the  great  "budget  buster"  slides.  When  I  hear 
that  the  healthcare  reform  plan  of  President  Clinton  calls  for  a  re- 
cruitment of  237  billion  over  the  next  5  years  from  reduction  in 
growth  in  Medicare  expenditures  I  think  of  these  2  slides.  That  is 
the  reason  that  I  call  them  the   "budget  buster"  slides. 

Exhibit  I.B.6.  is  a  slide  that  I  call  the  "trickle  down"  slide. 
As  in  government  there  is  a  trickle  down  phenomena  seen  in  cardio- 
vascular disease  events.  That  is  the  reason  why  events  are  arranged 
in  the  left  column  in  the  order  that  appear  from  top  to  bottom. 
Left  untreated,  hypertension  next  trickles  into  stroke  followed  by 
heart  attack  followed  by  congestive  heart  failure.  Across  the  top 
events  are  divided  into  fatal,  non  fatal,  total,  and,  on  the  far 
right,  a  survivor  pool.  The  arrows  show  overall  trends  and  put  this 
overall  problem  into  perspective.  Initially  this  was  a  color  slide 
and  the  big  arrows  at  the  bottom,  especially  those  two  for  non  fatal 
heart  attack,  were  colored  green  because  green  is  the  color  of 
money.  The  relative  size  of  these  arrows  depicts  rates  of  change 
rather  than  total  absolute  numbers.  In  the  column  where  non  fatal 
heart  attack  shows  two  arrows  up,  the  large  arrow  represents  the  use 
of  coronary  care  units  as  of  1965.  The  small  arrow  represents  the 
last  ten  years  of  therapy  with  clot  busting  drugs,  known  as 
thrombolytic  agents,  for  the  treatment  of  heart  attack.  I  feel  that 
these  are  the  two  reasons  why  fatal  heart  attack  has  dropped  so  dra- 
matically and  non  fatal  heart  attack  has  risen  to  a  large  extent. 
This  generates  a  pool  of  survivors  which  go  on  to  get  the  problem  of 
congestive  heart  failure.  Again  the  big  problem  here  is  the  failure 
of  prevention  of  heart  attack  overall  and  the  underlying  process 
that  leads  to  it,  atherosclerosis. 

Exhibit  I.B.7.  summarizes  projections  for  the  cost  of  cardio- 
vascular disease  care  to  the  year  2015.  This  is  from  data  supplied 
to  me  again  by  Ms.  Nancy  Hasse  of  The  American  Heart  Association. 
What  I  have  done  in  the  middle  line  is  project  figures  for  1988 
through  1993  for  cardiovascular  diseases  on  a  linear  growth  rate  as- 
sumption to  the  year  2015.  The  upward  curve  represents  the  impact 
of  the  population  of  demand  and  it's  anticipated  growth  of  35%  as 
discussed  previously.  The  lower  right  curve  that  shows  a  maximum  of 
153  billion  dollars  was  derived  by  estimating  a  40%  reduction  in 
cardiovascular  disease  costs  which  is  the  theoretical  limit  that  one 
could  achieve  by  maximum  intervention  on  a  preventive  basis  as  far 
as  reduction  or  elimination  of  cigarette  smoking,  control  of  ele- 
vated cholesterol  and  more  efficient  treatment  of  hypertension. 
This  40%  figure  is  in  agreement  with  a  recent  figure  projected  by 
The  Battelle  Institute  Report.  As  you  can  see  if  cardiovascular 
diseases  by  the  year  2015  represent  a  sixth  of  the  overall 
healthcare  budget  and  current  trends  are  not  reversed,  it  is  easy  to 
see  how  those  costs  could  rise  to  2  trillion  dollars  overall  in 
terms  of  1988  U.S.  dollars. 

Exhibit  II. A.  is  offered  as  part  of  an  explanation  to  the  ques- 
tion "why  are  we  able  to  prevent  stroke  but  fail  at  prevention  of 
non  fatal  heart  attack,  especially  on  treating  hypertension"?  I 
would  like  to  be  brief  here  because  in  general  this  is  a  very  con- 
troversial area  that  requires  a  detailed  background  in  the  metabolic 
consequences  of  antihypertensive  agents.  In  general  there  are  3  or 
4  theories  involved. 
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The  first  theory  does  not  refer  to  this  slide.  As  you  can  see 
stroke  is  no  where  mentioned  on  this  diagram.  This  is  felt  to  be 
due  to  the  fact  that  the  metabolic  and  oxygen  requirements  of  brain 
tissue  are  considerably  different  than  that  of  the  myocardium  (heart 
muscle).  In  addition,  the  circulation  to  the  brain  is  different 
from  the  circulation  to  heart  muscle.  Therefore  stroke  prevention 
is  felt  to  require  mainly  control  of  blood  pressure  as  opposed  to 
heart  attack  prevention  which  is  more  complicated. 

The  second  theory  involves  the  nine  circular  rings  on  the  outer 
part  of  exhibit  II. A.  These  rings  basically  represent  the  nine 
phases  by  which  one  goes  from  birth  to  death  due  to  heart  attack  or 
coronary  heart  disease.  The  asteric  next  to  some  of  the  circles 
represent  trigger  points  related  to  smoking.  "Lipids"  is  another 
term  for  cholesterol.  This  is  in  the  9:00  circle.  At  the  12:00 
circle  is  stable  CHD.  This  is  sometimes  known  as  angina  pectoris. 
At  the  3:00  position  is  acute  MI  or  heart  attack.  Way  down  at  the 
5:00  position  are  cardiomyopathy  and  SCD  representing  congestive 
heart  failure  and  sudden  cardiac  death.  Basically  the  second  theory 
states  that  the  side  effects  of  older  agents  such  as  diuretics  used 
initially  40  years  ago  for  the  treatment  of  hypertension  have  gener- 
ated good  results  with  the  control  of  blood  pressure,  which  is  the 
main  requirement  for  stroke  prevention,  that  have  been  offset  by 
side  effects  of  elevating  cholesterol  and  its  subtractions  in  such  a 
fashion  as  to  increase  the  risk  of  heart  attack.  This  has  caused 
this  set  of  circles  to  rotate  clockwise. 

The  third  theory  involves  the  long  and  short  arrows  in  the 
quadrant  from  9:00  to  12:00.  This  theory  basically  states  that  if 
we  have  not  treated  hypertension  in  such  a  fashion  as  to  aggravate 
the  risk  for  heart  attack,  we  have  failed  to  maximally  reduce  the 
risk  for  heart  attack.  We  have  failed  to  maximally  take  advantage 
of  the  potential  to  treat  hypertension  in  such  a  way  as  to  arrest 
the  process  leading  to  heart  attack,  or,  regress  that  process.  That 
is,  we  have  failed  to  prevent  smoking  and  reduce  cholesterol  in  ad- 
dition to  treating  hypertension  in  a  more  inclusive  risk  reducing 
fashion  with  new  agents  with  benefits  depicted  in  exhibits  II. B.  and 
II. C.  which  I  refer  to  as  the  iceberg  slides.  These  two  slides  show 
the  difference  between  older  approaches  with  older  agents  which  fo- 
cus only  on  the  tip  of  the  iceberg  with  elevated  blood  pressure 
verses  newer  agents  which  are  thought  to  cover  a  more  inclusive  set 
of  risks  that  are  intermediate  between  the  tip  and  the  bottom  of  the 
iceberg  which  are  represented  by  the  9:00  to  12:00  quadrant  of  the 
circular  slide. 

For  the  sake  of  completeness  I  would  like  to  point  out  that 
there  is  a  fourth  theory  that  is  referred  to  as  the  "J  curve"  hy- 
pothesis. I  only  point  this  out  for  completeness  in  as  much  as 
there  is  considerable  controversy  at  this  time  as  to  whether  or  not 
a  "J  curve"  in  fact  does  exist. 

I  would  now  like  to  turn  attention  to  the  most  important  por- 
tion of  this  presentation  and  that  is  solutions,  general  and  spe- 
cific. Listed  below  is  what  I  feel  represents  the  general  overall 
approach  to  solving  this  problem: 

1.  Modify  risk  prone  behavior  and  generally  improve 
lifestyles.     This  most  notably  refers  to  getting  people  to 
stop  smoking  cigarettes. 

2.  Treat  concomitant  lipidosises  (elevated  cholesterol). 

3.  Employ  drugs  that  avoid  further  aggravation  of  risks  while 
possibly  simultaneously  protecting  against  coexistent 
ischemic  conditions   (angina),   silent  or  symptomatic. 

4.  Search  for  hidden  conditions-occult  coronary  heart 
disease  -  with  treatment  preventativly  before  end  stage 
complications  (heart  attack)  develope.     It  is  important 
to  point  out  that  25  to  30%  of  all  heart  attacks  are 
silent.     This  search  therefore  requires  a  high  index  of 
suspicion  for  those  with  increased  risk  and  involves 
earlier  use  of  treadmill  and  other  non-invasive  studies 
aimed  at  detecting  individuals  at  high  risk  for  heart 
attack.     This  is  particularly  the  case  for  women  who  are 
frequently  felt  to  have  symptoms  secondary  to  non-cardiac 
causes  (psychiatric)  and  are  frequently  failures  of 
diagnosis  until  heart  attack  becomes  manifest. 
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Regarding  the  specific  solution  to  this  problem  I  offer  to  you 
at  this  time  a  proposal  for  the  formation  of  a  Smoker's  Accountabil- 
ity Trust  (S.A.T.).  The  key  features  of  this  Trust  and  its  opera- 
tion are  outlined  as  follows: 

1,  Authorized  by  the  Smoker's  Accountability  Act  and 
receives  revenues   from  cigarettes  after  a  user  fee 

or  "toll"    (previously  referred  to  as  sin  tax)   of  2  and 
preferably  3  dollars  per  pack  of  cigarettes  is  gradually 
phased  in. 

2.  Allocates  funding  of  the  following  areas  and  activities: 

A.  U.S.   Public  Health  Service 

1.  "Heart  Mobiles "-for  screening  of  high  risk 
undetected  individuals  with  hypertension  and 
elevated  cholesterol. 

2.  Medications  for  the  treatment  of  hypertension 
and  elevated  cholesterol.     This  is  particularly 
for  indigent  individuals  and  those  individuals 
for  whom  medication  bills  range  on  a  monthly 
basis  as  high  as   300  dollars. 

3.  Professional  services -R .N . /M. D. 1 s-  especially 
for  the  37  billion  individuals  estimated  to 
have  no  healtcare  insurance  at  this  time. 

B.  Funding  of  grants  for  research  specifically  aimed 
at  preventing  non  fatal  myocardial  infarction  as 
it  relates  especially  to  the  treatment  of 
hypertension . 

1.  American  Heart  Association. 

2.  American  Society  of  Hypertension. 

Below  are  a  list  of  what  I  feel  are  the  advantages  of  the 
S.A.T.  approach: 

1.  Is  a  form  of  financial  CPR  (cardiopulmonary  resuscitation). 
That  is ,  an  approach  that  can  be  implemented  immediately 
that  will  fit  into  the  overall  plan  that  evolves 
gradually  over  the  next  2  years.     The  key  point  here 

is  this  represents  immediate  relief  for  an  immediate 
problem . 

2.  Utilizes  a  previously  established  network  of  personnel 
which  was  successful  in  containing  the  tuberculosis 
epidemic  of  the  1950 's,   i.e.   an  approach  with  a  proven 
track  record.     The  key  feature  here  is  this  requires  no  new 
bureaucracy  be  implemented. 

3.  Responds   to  the  criticism  of  medicine  that   "70%  of  all 
medical  expenditures  are  made  during  the  last  6  months  of 
life". 

4.  "Smart  money"  verses  "smart  bombs"   (IRAQ),   i.e.  avoids 
the  phenomena  of  dumping  a  gallon  of  water  into  the 
ocean  or  the  "black  hole"  of  the  general  revenues  trust. 
More  efficient  than  spending  80  billion  per  year  non- 
specifically  for  prescription  drugs  for  the  elderly  as 
presently  proposed.     That  approach  has  little  potential  for 
prevention . 

5.  Holds  smokers  accountable  for  repairing  the  damage  they 
inflict  on  the  healthcare  system  much  in  the  same  way  as 
tolls  pay  for  repair  of  turnpikes  for  damages  induced  by 
drivers . 

6.  Contains  costs  regardless  of  whether  patients  quit  or 
continue  to  smoke,   i.e.   establishes  a  servomechanism 
with  a  negative  feedback  loop-see  exhibit  III. 

Below  are  outlined  a  list  of  what  I  feel  our  reasonable  expec- 
tations of  the  S.A.T.  These  fall  into  general  and  specific  catego- 
ries : 


A.  General 
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1.  Provides   for  decreasing  cigarette  consumption, 
decreasing  cholesterol  levels  and  decreases 

in  blood  pressure  on  a  population  wide  basis.  The 
benefits   to  be  derived  are   in   that  order  in  as  much  as 
"an  ounce  of  prevention   is  worth  a  pound  of  cure 
( treatment ) " . 

2.  A  decrease  in  consumption  of  cigarettes  of  4%  for 
every   10%   increase  in  the  price  of  a  pack  of 
cigarettes . 

3.  Revenues   increase  as  price  of  cigarettes  increase 
without  a   "plateau  effect".     That  is,    it  appears  there 
is  no  price  that  can  be  applied  to  a  pack  of 
cigarettes  detected  to  date  that  reduces  consumption 
so  great  that  revenues  fall. 

B.  Specific 

1.  Canada-From  1981  to  1992   the  tax  on  a  pack  of 
cigarettes  in  Canada  has  gone  from  to   .46  to  $3.30 
i.e.   $5.00  per  pack.     The  result  has  been  a  per  capita 
consumption  decline  of  50%  with  a  concomitant  tax 
revenue   increase   from  2   to  7.2  billion. 

2.  Calif ornia-In  1988,  voters  there  approved  proposition 
99  which  raised  the  tax  from  .10  to  .35  a  pack.  Since 
then  the  proportion  of  smokers  has  declined  from  26.7 
to  20%.     Meanwhile  tax  revenues  have  nearly  tripled. 

3.  Maryland-The  proportion  of  smokers  averaged  23.4% 
in   1989  and  has  dropped  to   18.3%   for  the  second 
half  of  1992  following  the  increase  of  taxes  on 
cigarettes  from  .16  to   .36  per  pack. 

I  would  like  to  conclude  this  presentation  with  the  following  4 


1.  Gains  seen  in  the  past  40  years  of  treating  hypertensive 
cardiovascular  diseases  have  been  offset  by  the  financial 
consequences  of  newly  developed  technologies  employed  in 
the  treatment  of  the  survivors. 

2.  This  is  principally  secondary  to  our  failure  to  prevent 
non  fatal  heart  attack.     This   is  especially  in  the 
treatment  of  hypertension.     This  in  turn  is  felt  to  be 
secondary  to  multiple  factors  most  notable  of  which  is 
an  approach  that  has  been  too  narrow  in   terms  of  its 
potential  for  prevention. 

3.  This  has  had  a  major  impact  on  the  cost  of  healthcare  and 
the  bulk  of   that   impact  remains   to  be  experienced. 
Furthermore,   any  approach  at  healthcare  reform  which  fails 
to  address  root  causes  such  as  this  runs  the  risk  of 
failure  secondary  to  being  overburdened  by  demand  for 
services . 

4.  New  approaches   to  the  treatment  of  hypertension  along  with 
other  coronary  risk  reducing  strategies  as  outlined  in  the 
Smokers  Accountability  Trust,    if  implemented,  will 
markedly  attenuate  that  impact. 
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Mr.  Gibbons.  We  will  now  go  to  Dr.  Goldstein. 

STATEMENT  OF  JEROME  C.  GOLDSTEIN,  MJX,  EXECUTIVE 
VICE  PRESIDENT,  AMERICAN  ACADEMY  OF  OTOLARYNGOL- 
OGY—HEAD  AND  NECK  SURGERY 

Dr.  Goldstein.  Thank  you,  Mr.  Chairman.  I  am  Dr.  Jerry  Gold- 
stein, executive  vice  president  of  the  American  Academy  of  Oto- 
laryngology— Head  and  Neck  Surgery,  the  world's  largest  medical 
society  of  physicians  dedicated  to  the  care  and  treatment  of  dis- 
orders of  the  ears,  nose,  throat  and  related  structures  of  the  head 
and  neck. 

The  academy  applauds  the  President's  proposed  taxes  on  tobacco. 
However,  we  recommend  that  Congress  exceed  the  President's  rec- 
ommendations and  increase  the  tax  on  cigarettes  to  $2  per  pack, 
with  proportional  increases  on  all  other  tobacco  products.  Such  ac- 
tion would  curb  tobacco  use,  ensure  a  healthier  and  stronger  Amer- 
ica by  promoting  healthier  lifestyles,  reduce  health  care  costs  asso- 
ciated with  tobacco  use,  finance  expanded  access  to  care,  and  soften 
the  cuts  under  consideration  for  the  Medicare  and  Medicaid  pro- 
grams. 

As  physicians  who  take  care  of  the  majority  of  patients  in  the 
United  States  with  cancer  of  the  head  and  neck,  as  well  as  upper 
respiratory  ailments  due  to  exposure  from  secondhand  smoke, 
otolaryngologists  see  the  harmful  effects  of  tobacco  use  among  their 
patients  every  day. 

Every  year  in  this  country,  419,000  Americans  will  die  as  a  re- 
sult of  smoking-related  illnesses.  This  means  that  tobacco  kills 
more  Americans  each  year  than  alcohol,  cocaine,  crack,  heroin, 
homicide,  suicide,  car  accidents,  fires,  and  AIDS  combined. 

Though  not  as  widely  publicized,  spit  tobacco  use,  particularly 
among  children,  is  a  problem  of  enormous  proportion  in  this  coun- 
try. The  recent  popularity  of  spit  tobacco  use  among  children  over 
the  last  decade  is  due  primarily  to  slick  tobacco  industry  advertis- 
ing and  promotion,  the  prevalence  of  spit  tobacco  use  among  play- 
ers in  major  league  baseball,  and  the  false  perception  on  the  part 
of  many  that  smokeless  tobacco  is  a  safe  alternative  to  cigarette 
smoking. 

Mr.  Chairman,  our  academy  memorializes  Sean  Marcee,  a  young 
Oklahoma  athlete  who  died  tragically  at  age  19  after  multiple  oper- 
ations to  remove  parts  of  his  tongue,  jawbone,  face,  and  neck. 
Sean's  mother  is  a  nurse  who  testified  before  Congress  asking  for 
warning  labels  to  be  put  on  smokeless  tobacco  products.  She  told 
of  her  years  of  trying  to  get  her  son  to  stop  using  dip,  and  his  fre- 
quent response  was,  "Mom,  if  this  was  bad  for  you,  the  government 
would  tell  you  so." 

As  you  can  see  from  Sean  Marcee's  case  and  countless  others, 
smokeless  tobacco  is  not  a  safe  alternative  to  smoking.  Because  of 
teenagers  like  Sean  Marcee,  the  academy  developed  its  annual 
Through  With  Chew  campaign,  a  national  public  service  campaign 
which  in  the  last  5  years  has  helped  to  educate  hundreds  of  thou- 
sands of  people  about  quitting  spit  tobacco. 

Last  year,  former  Surgeon  General  Novella  released  the  report, 
Spit  Tobacco  and  Youth,  A  Crisis  in  the  Making.  This  report  states 
that  nearly  one  in  five  high  school  males  use  spit  tobacco.  Further- 
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more,  it  was  determined  that  the  average  age  for  beginning  spit  to- 
bacco use  in  children  is  9  years  old,  with  a  third  of  the  children 
beginning  as  young  as  5  years.  Five  years  old. 

Regardless  of  all  the  evidence,  Congress  has  failed  to  enact  steep 
taxes  on  tobacco.  Excise  taxes  on  cigarettes  have  eroded  over  the 
last  four  decades  and  Federal  taxes  on  spit  tobacco  have  remained 
almost  nonexistent.  Consider  this:  The  Federal  tax  on  cigarettes 
was  set  at  8  cents  a  pack  in  1951.  Adjusting  this  for  inflation,  that 
is  the  equivalent  of  44  cents  today.  Given  that,  the  current  tax  on 
cigarettes  today  is  only  24  cents.  We  have  almost  halved  the  levy 
on  cigarettes  over  the  last  40  years. 

If  one  thinks  the  erosion  of  cigarette  taxes  is  deplorable,  then  the 
level  of  Federal  taxation  on  smokeless  tobacco  products  is  obscene. 
The  1993  Federal  tax  on  a  1.2  ounce  tin  of  snuff  is  a  meager  2.8 
cents,  a  little  under  one-eighth  the  levy  on  a  pack  of  cigarettes.  Un- 
like the  Federal  Government,  States  do  not  distinguish  between 
spit  tobacco  and  cigarettes  when  imposing  excise  taxes. 

Mr.  Chairman,  research  by  the  Inspector  General  and  other  stud- 
ies show  that  raising  the  price  of  spit  tobacco  through  increased 
taxes  would  discourage  the  use  of  this  dangerous  product  by  youth. 
This  would  in  the  long  run  help  to  avert  the  epidemic  of  oral  cancer 
many  of  us  fear  is  coming. 

Mr.  Chairman,  members  of  the  committee,  a  $2  tax  on  cigarettes 
and  a  proportionate  increase  on  other  forms  of  tobacco  would  be  an 
important  step  toward  ensuring  a  healthier  and  stronger  America. 

Thank  you  for  this  opportunity  to  appear  before  the  committee. 
I  would,  before  I  close,  like  to  comment  on  a  remark  made  earlier 
by  the  Smokeless  Tobacco  Council.  They  analyzed  from  an  eco- 
nomic viewpoint.  I  comment  from  a  health  and  human  welfare 
point. 

Mr.  Chairman,  what  is  the  value  added  to  the  human  product 
when  we  have  to  remove  his  tongue,  his  jaw,  and  half  of  his  face 
to  try  to  remove  the  oral  cancer  which  resulted  from  daily  smoke- 
less tobacco  use? 

I  will  be  pleased  to  answer  any  questions  that  you  may  have. 
Thank  you. 

Chairman  Rostenkowski.  Thank  you,  Dr.  Goldstein. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  JEROME  C.  GOLDSTEIN 
AMERICAN  ACADEMY  OF  OTOLARYNGOLOGY — HEAD  AND  NECK  SURGERY 

Mr.  Chairman,  I  am  Dr.  Jerome  Goldstein,  Executive  Vice  President  of  the  American 
Academy  of  Otolaryngoiogy-Head  and  Neck  Surgery,  the  world's  largest  medical  society  of 
physicians  dedicated  to  the  care  and  treatment  of  disorders  of  the  ears,  nose,  throat,  and 
related  structures  of  the  head  and  neck.  The  Academy  applauds  the  President's  proposed 
taxes  on  tobacco;  however,  we  recommend  that  Congress  exceed  the  President's 
recommendations  and  increase  the  tax  on  cigarettes  by  two  dollars  per  pack,  with 
proportional  increases  on  all  other  tobacco  products.  Such  action  would: 

1.  curb  tobacco  use  -  including  cigarettes,  spit  tobacco  and  the  harmful  effects 
of  secondhand  smoke  (Research  indicates  that  increased  costs  of  tobacco 
products  are  directly  proportional  to  decreased  use  of  tobacco,  especially 
among  children); 

2.  ensure  a  healthier  America  through  promoting  healthier  lifestyles; 

3.  ensure  a  stronger  America  by  decreasing  health  care  costs  and  related  costs 
to  society  due  to  lost  productivity  from  illness  and  death  resulting  from 
tobacco  use; 

4.  finance  expanded  access  to  care;  and 

5.  soften  the  cuts  under  consideration  for  the  Medicare  and  Medicaid 
programs. 


For  decades  now,  members  of  this  specialty  have  been  waging  a  war  against  the  spread  of 
tobacco  use  in  this  country.  As  physicians  who  take  care  of  most  of  the  patients  in  the 
United  States  with  cancer  of  the  head  and  neck,  as  well  as  upper  respiratory  ailments  due 
to  exposure  from  secondhand  smoke,  otolaryngologists  see  the  harmful  effects  of  tobacco 
use  among  their  patients  every  day. 

Every  year  in  this  country,  419,000  Americans  will  die  as  a  result  of  smoking  related 
illnesses.  This  means  that  tobacco  kills  more  Americans  each  year  than  alcohol,  cocaine, 
crack,  heroin,  homicide,  suicide,  car  accidents,  fires  and  AIDS  combined.  In  addition, 
3,000  nonsmokers  die  each  year  from  lung  cancer,  and  many  more  from  heart  disease,  as 
a  result  of  inhaling  someone  elses  sidestream  (i.e.,  secondhand)  smoke.  Countless  others, 
many  of  them  children,  will  suffer  adverse  health  effects  because  of  being  exposed  to 
environmental  tobacco  smoke. 


Though  not  as  widely  publicized,  spit  tobacco  (ST)  use,  particularly  among  children,  is  a 
problem  of  enormous  proportion  in  this  country.  The  recent  popularity  of  spit  tobacco  use 
among  children  over  the  last  decade  is  due  primarily  to  slick  tobacco  industry  advertizing 
and  promotion,  the  prevalence  of  spit  tobacco  use  among  players  in  Major  League  Baseball 
(in  1991,  45%  of  players  used  ST  in  the  Major  Leagues),  and  the  false  perception  on  the 
part  of  many  that  "smokeless"  tobacco  is  a  safe  alternative  to  cigarette  smoking. 

Mr.  Chairman,  our  Academy  memorializes  Sean  Marsee,  a  young  Oklahoma  athlete  who 
died  tragically  at  age  19  after  multiple  operations  removed  parts  of  his  tongue,  jawbone,  face 
and  neck.  Sean's  mother  is  a  nurse  who  testified  before  Congress  asking  for  warning  labels 
to  be  put  on  smokeless  tobacco  products.  She  told  of  her  years  of  trying  to  get  her  son  to 
stop  using  dip,  and  his  frequent  response  was;  "Mom,  if  this  was  bad  for  you  the  government 
would  tell  you  so."  As  you  can  see  from  Sean  Marsee's  case  and  countless  others,  smokeless 
tobacco  is  not  a  safe  alternative  to  smoking. 


Because  of  teenagers  like  Sean  Marsee,  the  Academy  kicked  off  its  first  annual  "Through 
With  Chew"  campaign  in  1989.  This  is  a  national  public  service  campaign  to  educate  the 
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public,  particularly  children,  about  the  hazards  associated  with  spit  tobacco.  Now,  in  its  fifth 
year,  Through  With  Chew  has  helped  to  educate  hundreds  of  thousands  of  people  about 
quitting  spit  tobacco. 

Last  year,  former  Surgeon  General  Novella  released  the  report  "Spit  Tobacco  and  Youth, 
A  Crisis  in  the  Making."  The  report  states  that  nearly  1  in  5  high  school  males  use  spit 
tobacco.  Furthermore,  it  was  determined  that  the  average  age  for  beginning  spit  tobacco 
use  in  children  is  9  years  old  with  a  third  of  these  children  beginning  .as  early  as  5  years 
old.  5  years  old! 

Mr.  Chairman,  the  chemically  addicting  substance  in  spit  tobacco  and  cigarettes  is  nicotine. 
The  average  "quid"  of  spit  tobacco  contains  the  nicotine  of  two  cigarettes,  and  is  more 
efficiently  extracted  by  saliva.  This  is  why  spit  tobacco  is  even  more  addicting  than  smoking. 
70%  of  spit  tobacco  users  unsuccessfully  try  to  quit,  and  in  a  large  rehabilitation  program, 
more  than  half  rated  nicotine  withdrawal  more  difficult  than  alcohol  withdrawal. 

An  estimated  30300  new  cases  of  oral  cancer  occurred  in  the  United  States  in  1992.  About 
75%  of  these  cases  are  attributed  to  use  of  smoked  and  spit  tobacco.  Half  of  these  victims 
will  not  survive  more  than  five  years  and  all  will  have  an  exceptionally  high  risk  of 
developing  subsequent  cancer. 

Regardless  of  all  the  evidence,  Congress  has  failed  to  enact  steep  taxes  on  tobacco.  Excise 
taxes  on  cigarettes  have  eroded  over  the  last  four  decades  and  federal  taxes  on  spit  tobacco 
have  remained  almost  non-existent.  Consider  this:  the  federal  tax  on  cigarettes  was  set  at 
8  cents  a  pack  in  1951.  Adjusting  it  for  inflation,  that  was  the  equivalent  of  44  cents  today. 
Given  that  the  current  tax  on  cigarettes  today  is  only  24  cents,  we  have  almost  halved  the 
levy  on  cigarettes  over  the  last  40  years. 

If  you  think  the  erosion  of  cigarette  taxes  is  deplorable,  then  the  level  of  federal  taxation 
on  smokeless  tobacco  products  is  obscene.  The  1993  federal  tax  rate  of  24  cents  on  a  pack 
of  cigarettes  amounts  to  about  11%  of  the  estimated  average  retail  price  of  the  product. 
In  contrast,  the  2.8  cent  tax  on  a  1  ounce  tin  of  snuff  accounts  for  only  1.1  %  of  the 
estimated  average  retail  price,  just  one  tenth  the  rate  on  a  pack  of  cigarettes.  (Spit  Tobacco 
and  Youth,  DHHS  Inspector  General,  June  1993.) 

Additionally,  the  federal  excise  tax  on  spit  tobacco  is  only  a  fraction  of  state  tax  rates  on  spit 
tobacco.  Unlike  the  federal  government,  states  do  not  distinguish  between  spit  tobacco  and 
cigarettes  when  imposing  excise  taxes.  Using  rates  from  the  32  states  which  currently  have 
spit  tobacco  excise  taxes,  the  mean  state  tax  rate  on  spit  tobacco  products  accounts  for 
roughly  25%  of  the  wholesale  price  of  the  product.  The  federal  excise  tax  on  spit  tobacco 
represents  only  1.7%  of  the  wholesale  price. 

Research  shows  that  raising  the  price  of  spit  tobacco  through  increased  excise  taxes  holds 
significant  promise  for  discouraging  use  of  this  dangerous  product  by  youth.  In  a  recent 
study  released  by  the  Inspector  General,  44%  of  young  spit  tobacco  users  claimed  they 
would  stop  using  dip  if  the  price  increased  a  lot.  Existing  research  indicates  that  for  the 
adult  population,  a  tobacco  product  such  as  cigarettes  has  a  price  elasticity  of  demand  of 
approximately  -0.4,  meaning  that  a  10%  increase  in  price  reduces  the  quantity  of  cigarettes 
demanded  by  4%.  However,  for  young  people  the  price  elasticity  of  demand  is  even  greater 
at  approximately  -1.44  or  a  14.4%  decrease  in  consumption  for  every  10%  increase  in  price. 

These  findings  indicate  that  a  significant  increase  in  excise  taxes  on  tobacco  would  greatly 
curb  the  demand  for  tobacco  by  our  children  (as  well  as  adults)  -  decreasing  the  number 
of  current  and  potential  new  users  of  tobacco  products  in  the  long  run,  helping  to  avert  the 
epidemic  of  oral  cancer  many  researchers  fear. 

Mr  Chairman  and  members  of  the  Committee,  we  urge  you  to  at  least  stand  firm  against 
the  tobacco  industry's  efforts  to  water  down  the  President's  proposed  tobacco  taxes.  In  fact, 
we  urge  you  to  exceed  the  President's  recommendations  and  increase  taxes  on  cigarettes  by 
two  dollars  with  proportional  increases  on  all  other  tobacco  products.  A  two  dollar  tax  on 
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cigarettes  and  a  proportionate  increase  on  other  forms  of  tobacco  would  significantly  reduce 
consumption  of  tobacco  by  Americans,  especially  children,  as  well  as  raise  additional 
revenue.  Furthermore,  increased  revenue  from  a  two  dollar  tobacco  tax  could  be  used  to 
soften  the  blow  to  Medicaid  and  Medicare,  the  federal  health  care  programs  for  the  poor 
and  the  elderly  which  have  once  again  been  targeted  for  deep  cuts  that  they  cannot  tolerate. 

Mr  Chairman,  heavily  taxing  tobacco  is  an  important  step  toward  ensuring  a  healthier 
America.  Thank  you  for  this  opportunity  to  appear  before  the  Committee.  I  will  be  pleased 
to  answer  any  questions  that  you  may  have. 
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Chairman  Rostenkowski.  You  know,  the  Federal  Government 
can  directly  regulate  an  activity  or  discourage  it  by  means  of  tax- 
ation. Should  the  government  use  either  of  these  tools  to  decrease 
the  aggressive  advertising  by  tobacco  manufacturers  as  well? 

Dr.  Goldstein.  I  think  that  it  should  be  a  multifaceted  ap- 
proach. One  aspect  of  it  is  to  remove  the  tax  deductibility  they  get 
for  advertising.  That  would  I  think  decrease  their  advertising.  And 
raising  the  excise  taxes  would— there  is  good  data  that  show  that 
this  would  decrease  the  utilization  of  the  product,  especially  by 
younger  users. 

Chairman  Rostenkowski.  You  mean  just  eliminate  the  deduct- 
ibility for  the  tobacco  industry  and  not  anyone  else?  You  think  that 
is  fair? 

Dr.  Goldstein.  Well,  we  worked  with  the  major  league  ball  play- 
ers and  we  talked  about  removing  the  advertisements  in  the  ball- 
parks. And,  you  know,  that  is  one  issue  that  we  couldn't  touch,  that 
we  wouldn't  have  the  right  to  interfere  with  their  ability  to  adver- 
tise. 

Whether  removing  the  deductibility  of  tax  for  advertising  is  an- 
other consideration. 

Ms.  Northup.  Mr.  Chairman,  too,  I  would  point  out  that  adver- 
tising appeals  almost  only  to  children.  All  the  new  smokers,  all  the 
statistics  show  come  before  the  age  of  21,  mostly  down  around  13, 
14. 

Now,  you  will  have  to  wrestle  with  whether  or  not  you  can  deal 
with  advertising  for  tobacco  products  separately  from  other  adver- 
tising, but  most  people  while  they  may  claim  that  they  believe  peo- 
ple have  a  right  to  make  a  choice  in  whether  to  smoke  or  not,  do 
not  believe  that  that  choice  should  be  made  when  you  are  13  or  14. 

And  it  is  hard  to  believe  $10  million  a  day  would  be  spent  in  ad- 
vertising if  you  didn't  know  who  the  only  new  customers  were  you 
would  suck  in  and  that  is  children.  But  whatever  way  you  go, 
whether  it  is  excise  tax  or  advertising,  both  of  those  two  methods 
have  the  most  profound  effect  on  smokers  when  they  are  children. 

And  I  think  that  that  is  why  the  country  is  so  in  support  of  these 
issues.  Because  they  don't  think  a  14  

Chairman  Rostenkowski.  Taxing  increases  the  price  of  the  prod- 
uct. 

Ms.  Northup.  And  the  group  that  is  most  affected  by  the  in- 
crease of  the  product  is  children. 

Chairman  Rostenkowski.  Senator,  you  have  recommended 
strong  agricultural  education  programs  for  tobacco  farmers  to  con- 
vert to  other  crops.  How  soon  would  such  programs  be  effective, 
and  would  they  have  to  be  run  by  the  State  governments,  because 
the  content  of  the  programs  would  differ  from  place  to  place? 

Ms.  Northup.  That  is  right,  they  have  to  be  uniquely  designed 
depending  on  what  the  obstacles  to  conversion  for  those  farmers 
are.  We  have  already  an  extension  service  in  place.  I  might  point 
out  there  is  a  terrific  connective  link  between  farmers  and  a  group 
that  could  serve  them  and  that  is  the  co-ops. 

And  if  a  co-op  bid — I  would  put  the  program  on  a  State-by-State 
basis,  maybe  phasing  it  out  over  10  years,  because  I  know  you 
don't  want  to  pay  for  welfare  for  farmers  forever.  But  during  that 
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time,  allow  the  co-ops  to  bid  to  provide  the  education  to  the  farm- 
ers. 

Chairman  Rostenkowski.  You  talked  about  the  3  cents  per  pack 
set  aside. 
Ms.  Northup.  Yes,  I  am. 

Chairman  Rostenkowski.  Would  you  be  kind  enough  to  provide 
the  committee  with  some  additional  detail  on  that? 

Ms.  Northup.  I  would  be  happy  to  do  that. 

[Ms.  Northup  was  unable  to  provide  the  information.] 

Dr.  Douglas.  Mr.  Chairman,  over  here,  your  fellow  Chicagoan, 
Mr.  Rostenkowski,  you  asked  a  question,  which  I  think  raised  both 
a  moral  as  well  as  ultimately  a  constitutional  issue  of  whether  you 
in  effect  discriminate  against  one  industry  as  differentiated  from 
others. 

It  is  a  firm  belief  that  many  of  us  have  who  are  health  conscious 
and  those  of  us  who  have  a  moral  conviction  about  this  so-called 
legal  substance  called  tobacco,  that  we  should  quote  former  Sec- 
retary Louis  Sullivan  over  and  over  and  over  again,  and  you  have 
heara  the  same  statement  I  have,  that  tobacco  is  the  the  only  legal 
substance,  or  I  would  replace  substance  with  drug,  that  if  used  as 
intended,  maims  and  kills  people. 

That  makes  the  tobacco  industry  different  from  other  presumably 
legal  industries.  Hopefully,  tobacco  will  ultimately  be  outmoded 
and  become  a  relic  of  the  past,  but  in  the  meantime,  I  think  elected 
representatives  of  the  people  have  an  issue  to  deal  with  of  the 
moral  facet  of  the  use  of  tobacco. 

We  know  that  it  maims  and  kills  people.  Therefore  it  is  looked 
upon  differently.  When  billboards  are  up  in  public  places,  I  am  not 
suggesting  that  we  should  throw  paint  on  them,  but  I  am  suggest- 
ing that  we  should  view  them  differently  than  advertisements  for 
milk  or  eggs.  It  is  different,  it  kills,  and  I  think  that  makes  it  in 
the  view  of  the  public  a  product  that  should  be  looked  at  differently 
from  other  legal  products. 

Chairman  Rostenkowski.  Doctor,  you  mentioned  that  you  have 
been  a  consultant  to  the  World  Health  Organization.  Are  there  any 
policies  other  than  higher  taxes  in  place  in  other  countries  that 
have  been  effective  in  preventing  young  people  from  taking  up  to- 
bacco products? 

Dr.  Douglas.  I  want  to  emphasize  today  that  raising  excise 
taxes  is  easily  the  single  most  effective  measure  for  proteccting 
children  against  tobacco  addiction. 

The  taxes  on  tobacco  in  most  other  industrialized  countries  of  the 
world  are  far  in  excess  of  what  they  are  here. 

And  in  addition  to  that,  in  some  of  those  countries  there  is  also 
a  great  deal  of  public  health  pressure  in  the  schools  and  in  other 
places  to  get  children  not  to  start  in  the  first  place.  But  most  im- 
portantly, they  are  ahead  of  us  in  raising  taxes  on  tobacco.  Look 
north  of  us.  The  country  immediately  north  of  us  is  setting  prece- 
dents that  I  believe  in  many  respects  is  making  the  United  States 
of  America  conscious  of  the  fact  that,  yes,  raising  taxes  on  tobacco 
does  indeed  prevent  kids  from  starting  in  the  first  place,  and  it 
does  indeed  also  give  a  great  deal  of  money  for  a  health  care  deliv- 
ery system  which  is  far  superior  to  our  own. 
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Chairman  Rostenkowski.  Dr.  Goldstein,  you  cite  a  figure  of 
3,000  deaths  per  year  as  a  result  of  passive  smoking.  Other  studies 
have  been  unable  to  document  such  a  link. 

Could  you  familiarize  us  with  the  reliable  evidence  on  this  issue? 

Dr.  Goldstein.  Yes,  that  was  from  the  EPA  report  that  was  re- 
leased just  very  recently. 

Chairman  Rostenkowski.  That  is  a  pretty  high  number,  isn't  it? 

Dr.  Goldstein.  Well,  it  is  a  reasonable  number.  The  EPA  report 
classified  secondhand  smoke  as  a  group  of  (known  human)  carcino- 
gen and  reports  that  secondhand  smoke  causes  3,000  lung  cancer 
deaths.  Other  reports  estimate  the  number  of  passive  smoke  relat- 
ed deaths  as  high  as  53,000  taking  into  account  deaths  from  heart 
disease  in  addition  to  lung  cancer. 

Chairman  Rostenkowski.  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman.  Representa- 
tive Northup,  let  me — I  am  very  interested  in  the  agricultural  issue 
that  you  have  raised  because  I  have  5,000  tobacco  farmers  in  my 
congressional  district. 

And  let  me  explore  just  a  minute  a  couple  of  the  things  that  you 
have  brought  up.  First,  from  an  agricultural  perspective,  you  men- 
tion that  there  are  crops  and  you  mention  tomatoes  specifically, 
that  the  return  was  equally  as  good  as  tobacco. 

What  is  the  return  per  acre  when  you  raise  tomatoes? 

Ms.  Northup.  It  is  over  $4,000  per  acre. 

Mr.  Payne.  Over  $4,000? 

Ms.  Northup.  If  there  is  a  processor  that  is  purchasing  it.  The 
example  that  I  looked  at  that  was  written  up  was  I  believe  in 
Owensboro,  Kentucky.  And  these  farmers  were  supplying  a  plant 
in  Owensboro. 

There  is  also,  I  would  give  you  another  example,  we  have  grapes 
that  are  being  harvested  right  now  and  they  bring  in  I  believe,  if 
I  am  remembering  this  right,  double  what  tobacco,  I  believe  it  was 
$6,500  per  acre. 

Now,  of  course,  if  we  attract  a  winery  into  an  area,  as  Virginia 
has  successfully  done  into  an  area  of  theirs,  they  make  even  more 
than  that  per  acre,  and  it  serves  far  more  farmers. 

Mr.  Payne.  Well,  generally  speaking,  the  areas  where  we  grow 
tobacco  are  different  from  the  areas  where  we  grow  grapes.  Also, 
let  me  say  that  in  Virginia  we  have  done  a  number  of  the  things 
that  you  mentioned. 

For  instance,  in  Danville,  Va.,  we  have  Carnation  there, 
Contadina  Foods  are  there,  and  they  buy  a  lot  of  tomatoes.  And  yet 
yesterday  we  had  the  testimony,  the  mayor  of  Danville,  Va.,  very 
concerned  about  the  tax  issue  and  what  the  impact  would  be  cer- 
tainly on  that  city  and  on  the  surrounding  area. 

There  is  no  evidence  that  we  have  seen  that  because  we  have  the 
kind  of  infrastructure  that  you  mention  that  we  have  been  able  to 
convert  from  a  tobacco  product  to  a  tomato  product. 

I  think  Mr.  Jenkins,  who  was  here,  lives  in  that  area  and  farms 
in  that  area,  mentioned  that  he  thought  the  yield  would  be  sub- 
stantially less.  Yesterday,  too,  we  had  Congressman  Scotty  Baesler 
who  was  here  who  is  from  your  State  of  Kentucky  who  is  unique 
in  the  Congress  because  he  is  not  only  a  Congressman,  but  he  also 
is  a  tobacco  farmer,  family  farmer.  And  he  commented,  too,  on  this 
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notion  that  we  need  to  look  about  alternatives  and  stated  that  he 
felt  that  in  order  for  the  areas  which  are  now  very  dependent  on 
tobacco  to  be  held  harmless  or  returned  whole,  that  what  would 
need  to  happen  is  that  there  would  have  to  be  almost  a  total  relook 
at  rural  areas,  and  how  is  it  that  you  might  go  into  a  rural  area 
and  do  a  substantial  amount  of  investing  in  not  only  in  agriculture, 
but  in  many  other  kinds  of  things  having  to  do  with  education, 
having  to  do  with  infrastructure,  with  roads  and  so  forth,  having 
to  do  with  the  rebuilding,  I  guess,  of  some  rural  areas. 

And  while  we  didn't  talk  about  it,  the  expense  of  those,  it  seems 
that  there  are  certainly  some  major  expenses  involved.  And  I  am 
not  saying  all  this — I  applaud  what  you  are  looking  into  and  this 
notion  of  alternative  crops,  I  think,  is  a  good  one  if  it  works. 

But  I  don't  want  the  committee  to  be  left  with  the  idea  that  this 
is  an  easy  solution  to  a  problem  that  a  lot  of  people  have  in  the 
southeast  in  terms  of  how  it  is  that  they  might  be  able  to  find 
something  else  to  do  that  even  approaches  the  kind  of  profitability 
and  consequently  the  living  that  they  would  be  able  to  make  as 
they  do  raising  tobacco. 

Ms.  Northup.  Well,  I  would  dispute  a  few  of  those  things.  First 
of  all,  I  would  tell  you  that  I  think  the  more  hopeless  you  make 
it,  the  more  you  present  the  committee  with  only  one  choice. 

You  either  lower  the  tobacco  tax,  or  you  put  the  farmers  out  of 
business.  The  fact  is  your  farmers  and  my  farmers,  and  I  know 
that  your  market  is  already  opened,  they  are  in  trouble,  and  we 
know  they  are  in  trouble,  and  there  is  no  decline  in  cigarette  con- 
sumption today  or  over  the  last  couple  years. 

Even  before  the  President,  this  President  was  elected,  the  to- 
bacco companies  were  drastically  reducing  what  they  are  purchas- 
ing from  your  farmers.  What  this  excise  tax  would  do,  by  the  to- 
bacco companies'  own  estimates  of  how  much  the  decline  in  smok- 
ing would,  12  percent  at  $1  a  pack,  pales  in  comparison  with  what 
they  are  doing  every  year  now  in  their  purchase  intentions.  And 
they  are  up  here,  it  would  be  hilarious  to  be  up  here  and  hear  them 
talking  about  the  poor  farmer,  if  it  weren't  so  dire  for  the  farmer, 
they  are  the  ones  putting  our  farmers  out  of  business. 

Mr.  Payne.  Well,  now,  the  people  I  am  alluding  to  are  not  to- 
bacco companies.  These  are  the  tobacco  farmers  that  you  just 
heard,  your  own  Congressman,  or  a  Congressman  from  your  State. 

And  it  was  just  this  year  that  we  have  passed  a  law  talking 
about  domestic  content  and  the  fact  that  tobacco  companies  in  the 
future  will  be  required  by  law  to  purchase  75  percent  of  their  to- 
bacco as  domestic  tobacco. 

I  think  those  things  have  gone  a  long  way  to  dealing  with  some 
of  the  issues  that  you  cite  as  the  reasons  why  we  ought  to  do  some 
of  these  things.  I  am  not  here  to  say  that  what  you  are  saying  does 
not  make  sense. 

I  am  here  to  say  that  what  we  need  to  think  about  on  this  com- 
mittee is  that  the  solutions  are  not  simple  solutions  and  I  am  not 
here  to  be  a  nay  sayer,  saying  there  is  no  way  we  can  do  anything 
like  this. 

But  I  just  don't  want  the  committee  and  the  record  to  be  left  in 
such  a  way  that  we  think  this  is  an  easy  solution  to  what  is  a  very 
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difficult  situation  that  has  been  an  income  in  my  district  and  my 
State  for  over  400  years,  almost  400  years. 
Thank  you,  very  much. 

Chairman  Rostenkowski.  Dr.  Kaesemeyer,  you  mentioned  the 
famous  Framingham  heart  study. 
Dr.  Kaesemeyer.  Framingham,  yes,  sir. 
Chairman  Rostenkowski.  Farmingham,  is  it? 
Dr.  Kaesemeyer.  Framingham. 

Chairman  Rostenkowski.  Didn't  that  study  include  men  only? 
Dr.  Kaesemeyer.  Excuse  me? 

Chairman  Rostenkowski.  Didn't  that  study  include  men  only? 
Are  there  any  studies  of  the  relationship  between  smoking  and  car- 
diovascular disease  in  women? 

Dr.  Kaesemeyer.  That  study  included  women  also. 

Chairman  Rostenkowski.  It  did? 

Dr.  Kaesemeyer.  Yes.  And  it  showed  in  the  form  of  the  age- 
related  incidence  of  heart  attack  between  men  and  women,  and 
that  is  on  exhibit  I. A 3.  that  I  have  submitted  to  you. 

What  it  showed  was  that  women  manifest  heart  attack  at  a  later 
age  than  men.  Women  were  included  in  that  study. 

[The  following  was  subsequently  received:] 


609 


Effects  of  cigarette  smoking  on  fasting 
triglyceride,  total  cholesterol,  and 
HDL-cholesterol  in  women 

,ve  examined  the  relationships  of  cigarette  smoking  with  fasting  triglycerides,  total  cholesterol, 
and  high-density  lipoprotein  cholesterol  (HDL-C)  levels  among  a  group  of  191  white  women  aged 
20  to  40  years.  The  mean  triglyceride  level  among  current  smokers  was  100.0  mg/ 100  ml  and 
among  nonsmokers  was  68.4  mg/dl  (p  <  0.005).  Mean  total  cholesterol  values  among  current 
smokers  and  nonsmokers  were,  respectively,  197.0  and  189.1  mg/dl  (p  <  0.1).  Mean  HDL-C 
levels  were  45.0  mg/dl  among  women  who  were  smoking  and  52.1  mg/dl  among  nonsmokers 
o  <  0.005).  Simultaneous  adjustments  for  the  effects  of  age,  weight,  height,  blood  glucose, 
resting  pulse,  and  oral  contraceptive  use  did  not  materially  alter  these  relationships.  A  modest 
portion  of  the  effect  of  cigarette  smoking  on  risk  of  coronary  heart  disease  may  be  explained  by 
an  adverse  effect  of  cigarette  smoking  on  blood  lipids.  (Am  Heart  J  105:417,  1983.) 

Walter  Willett,  Charles  H.  Hennekens,  William  Castelli,  Bernard  Rosner, 
Denis  Evans,  James  Taylor,  and  Edward  H.  Kass  Boston,  Mass. 


A  1  :  -to  threefold  increase  in  risk  of  myocardial 
infarction  (MI)  has  generally  been  noted  among 
current  cigarette  smokers,1  and  in  young  women  who 
smoke  this  increase  may  be  as  high  as  tenfold.2  The 
mechanism  by  which  cigarette  smoking  causes  MI 
remains  obscure,  but  smoking  acutely  elevates  blood 
carbon  monoxide  to  levels  which  produce  cardiac 
ischemia  in  patients  with  pre-existing  angina,3  and 
smoking  has  been  associated  with  an  increased 
nun  ber  of  ventricular  premature  beats.4  These 
acute  effects  are  compatible  with  the  results  of 
epidemiologic  studies,  which  generally  show  little 
effect  of  past  smoking  or  duration  of  smoking.5 
However,  autopsy  studies  among  men  have  found  an 
mcreased  prevalence  of  atherosclerosis  among 
smokers,6  suggesting  that  smoking  may  accelerate 
atherogenesis,  possibly  by  altering  other  coronary 
risk  factors. 
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In  our  recent  study  of  the  relationships  of  oral 
contraceptive  (OC)  use  with  plasma  lipid  fractions,7 
the  level  of  high-density  lipoprotein  cholesterol 
(HDL-C)  was  lower  in  cigarette  smokers  than  in 
nonsmokers.  This  inverse  relationship  between 
smoking  and  HDL-C  has  been  previously  noted  in 
men8"11  but  has  been  less  well  described  in  women. 
Because  HDL-C  is  inversely  related  to  risk  of  MI,12 
the  finding  of  lower  levels  of  HDL-C  in  cigarette 
smokers  suggests  that  the  smoking-MI  relationship 
may  be  due,  in  part,  to  an  effect  on  blood  lipids.  In 
this  report  we  examine  in  further  detail  the  relation- 
ship of  smoking  with  fasting  triglyceride,  total  cho- 
lesterol, HDL-C,  and  total  cholesterol  to  HDL-C 
ratio  (total-C/HDL-C)  in  a  group  of  young  women. 
In  addition,  we  examine  the  effect  of  potential 
confounding  variables  on  these  observed  relation- 
ships including  the  possible  interaction  between 
smoking  and  OC  use. 

METHODS 

Population.  A  group  of  287  white,  predominantly  work- 
ing-class women,  aged  20  to  40  years,  who  were  premeno- 
pausal, nonpregnant,  and  not  taking  antihypertensive 
medication,  was  identified  in  a  community-based,  house- 
to-house  survey  in  East  Boston,  Massachusetts.  Of  these 
women,  191  (67%)  of  those  eligible  agreed  to  attend  a 
study  clinic  after  a  14-hour  fast  Further  details  are 
reported  elsewhere.7 

Subject  characteristics.  Information  concerning  cur- 
rent and  past  cigarette  smoking  history,  OC  use,  age,  and 
stated  weight  and  height  was  obtained  by  interview.  Pulse 
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Table  I.  Mean  levels  of  fasting  lipid  fractions  among  current  smokers  and  nonsmokers  ( ±  1  SE) 

Current  smoking  status 

Yes 

No 

  Crude 

Adjusted 

Lipid  fraction 

(n  =  98) 

(n  =  93)  difference 

difference 

Triglyceride  (mg/100  ml) 

100.0(±6.0) 

68.4(±3.3)  31.6* 

49.5* 

Total  cholesterol  (mg/100  ml) 

197.0(±3.9) 

189.1(±2.9)  ,7.9 

7.9 

HDL  cholesterol  (mg/100  ml) 

45.0(±1.0) 

52.1(±1.2)  -7.1* 

-7.3* 

Total  cholesterol/HDL-C 

4.62(±0.15) 

3.80(±0.11)  0.82* 

0.96* 

*p  <  0.005;  Other  differences  are  not  sta 

tistically  significant 

Table  II.  Relationship  of  number  of  cigarettes  smoked  per  day  with  mean  levels  of  lipid  fractions  (± 

1SE) 

Number  of  cigarettes  per  day 

1-14 

15-24 

25+ 

Lipid  fraction 

(n  =  23) 

(n  =  36) 

(n  =  39) 

Triglycerides  (mg/100  ml) 

119.6(±14.9) 

92.6(±7.7) 

95.2(±10.0) 

Total  cholesterol  (mg/100  ml) 

198.5(±8.5) 

196.8(±6.5) 

196.2(±6.2) 

HDL  cholesterol  (mg/100  ml) 

48.1(±2.8) 

42.8(±1.7) 

45.2(±1.3) 

Total  cholesterol/HDL-C 

4.K  +  0.3) 

4.6(±0.3) 

4.3(±0.2) 

rate  was  measured  after  a  5-minute  period  of  rest.  In  a 
subsequent  clinic  visit,  fasting  blood  specimens  were 
drawn  by  antecubital  venipuncture  with  the  women  sit- 
ting. The  specimens  were  collected  between  8  and  10  am  in 
tubes  which  contained  sodium  EDTA.  The  tubes  were 
inverted  eight  times  and  centrifuged,  and  plasma  was 
decanted.  In  addition,  a  fasting  blood  glucose  was  col- 
lected in  a  tube  containing  fluoride-oxalate  and  measured 
by  the  glucose  oxidase  method. 

Lipid  determinations.  Lipid  determinations  were  per- 
formed in  the  laboratory  of  the  Framingham  Heart  Study, 
which  participates  in  a  quality  control  program  through  a 
cooperative  arrangement  with  the  Lipid  Research  Clin- 
ics." The  high-density  lipoprotein  fraction  was  separated 
by  precipitating  the  other  lipoproteins  with  heparin- 
manganese  chloride.  Cholesterol  concentrations  in  the 
total  plasma  and  HDL  fraction  were  measured  by  the 
method  of  Abell-Kendall  and  triglycerides  were  measured 
by  a  modification  of  the  Kessler-Lederer  method. 

Subject  groups.  Initially,  to  evaluate  the  crude  rela- 
tions between  current  smoking  and  each  lipid  fraction,  we 
divided  the  population  into  those  who  did  and  those  who 
did  not  smoke.  The  difference  in  mean  values  for  lipid 
fractions  was  calculated  and  compared  by  means  of  a  t 
test.  In  addition,  women  who  did  not  currently  smoke 
were  divided  into  those  who  had  never  smoked  and  those 
who  had  smoked  in  the  past,  and  lipid  fractions  in  these 
two  groups  were  compared. 

Multiple  regression  analyses.  Multiple  regression  anal- 
yses were  performed  to  determine  whether  the  relation- 
ships between  smoking  and  lipid  levels  were  independent 
of  the  effects  of  other  variables.  Separate  analyses  were 


performed  with  each  lipid  fraction  as  a  dependent  variable 
and  current  cigarette  smoking  (yes  vs  no),  age,  OC  use, 
weight,  height,  blood  glucose,  and  resting  pulse  as  predic- 
tor  variables.  The  coefficient  for  smoking  thus  represents 
the  difference  in  mean  lipid  levels  between  smokers  and 
nonsmokers  adjusted  for  the  effects  of  other  variables. 
Cross-product  terms  were  added  to  the  multivariate  mod- 
els to  examine  the  interactive  effects  of  specific  vari- 
ables. 

Dose-response  analysis.  A  possible  dose-response 
effect  was  examined  by  categorizing  current  smokers  into 
those  smoking  1  to  14,  15  to  24,  and  more  than  25 
cigarettes  per  day  and  examining  the  lipid  levels  in  each 
category,  unadjusted  for  the  effects  of  other  variables.  In 
addition,  the  number  of  cigarettes  smoked  per  day  (as  a 
continuous  variable)  was  added  to  the  regression  models 
already  containing  the  current  smoking  variable.  <?:' 

Because  the  distributions  of  lipids  were  slightly  skewed 
toward  higher  values,  all  computations  were  also  per- 
formed with  the  use  of  log.  transformations.  For  simplicity  . 
only  untransformed  results  are  presented,  because  all 
relationships  were  very  similar  to  those  using  transformed 
values. 

RESULTS  |j 
Blood  lipids.  Women  _who  were  currently  smokers  t 
exhibited  HDL-C  values  which  were,  on  average,  7.0^ 
mg%  lower  than  those  in  nonsmoking  women  (Table^ 
I),  a  difference  unlikely  to  result  from  chance; 
ip<  0.005).  Triglycerides,  total  cholesterol,  and^ 
total-C/HDL-C  were  higher  in  smokers  than  in^ 
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Table  III.  Mean  lipid  fractions  among  smokers  and  nonsmokers  by  oral  contraceptive  use  ( ±  1  SE) 


OC  users 

OC  Nonusers 

Lipid  fraction 

Smokers 

Nonsmokers 

Difference 

Smokers 

Nonsmokers 

Difference 

(mg/100  ml) 

(n  =  50) 

(n  =  39) 

(n-48) 

(n  =  54) 

Triglyceride 
Total  cholesterol 
HDL  cholesterol 

109.0(±6.5) 
204.0(±5.5) 
44.5(±1.4) 

75.7(±5.2) 
193.3(±4.5) 
51.5(±2.1) 

33.3(±8.7) 
10.7(±7.3) 
-7.0(±2.4) 

90.5(  +  10.2) 
189.6(±5.6) 
45.4(±1.5) 

63.0(±4.2) 
186.1(±3.8) 
52.4(±1.6) 

27.5(±10.6) 
3.5(±6.7) 
-7.0(±2.2) 

nonsmokers,  although  the  differences  in  total  cho- 
lesterol may  well  have  been  due  to  random  variation. 
When  the  differences  between  smokers  and  non- 
smokers  were  adjusted  for  the  effects  of  age,  OC  use, 
weight,  height,  resting  pulse,  and  blood  glucose, 
these  differences  were  not  materially  altered  and 
were  in  fact  slightly  larger. 

The  93  women  who  were  not  currently  smoking 
were  further  subdivided  into  31  past  smokers  and  62 
who  had  never  smoked.  All  lipid  fractions  were 
similar  (p  >  0.3)  for  these  two  groups.  For  this 
reason,  past  smokers  and  women  who  had  never 
smoked  are  considered  together  throughout  further 
analyses. 

Degree  of  smoking.  Among  current  cigarette  smok- 
ers, triglycerides,  total  cholesterol,  and  HDL-C  were 
slightly  lower  in  heavy  smokers  than  in  light  smok- 
ers (Table  II).  However,  when  the  number  of  ciga- 
rettes smoked  daily  was  included  in  the  multiple 
regression  model,  the  relation  of  this  variable  to 
each  lipid  fraction  could  be  explained  by  random 
variation. 

Oral  contraceptives.  As  current  OC  use  is  a  deter- 
minant of  lipid  levels,7  we  examined  the  possibility 
of  an  interaction  between  cigarette  smoking  and  OC 
use.  The  difference  in  mean  lipid  values  between 
smokers  and  nonsmokers  was  similar  among  users 
and  nonusers  of  oral  contraceptives,  indicating  that 
the  effects  of  smoking  and  OC  use  are  additive 
(Table  HI).  This  consistency  with  an  additive  rela- 
tionship was  confirmed  in  a  multivariate  analysis  by 
adding  a  cross-product  term  (current  smoking  X  OC 
use)  to  the  previously  described  multiple  regression 
equation  which  already  included  terms  for  OC  use 
and  smoking.  For  each  lipid  fraction,  the  coefficient 
°f  the  cross-product  term  was  small  and  not  statisti- 
cally significant  (p  >  0.4). 

HDL-C  and  triglycerides.  As  shown  in  Table  I, 
HDL-C  and  triglycerides  were  both  strongly  related 
to  smoking  in  these  women,  although  in  opposite 
directions.  To  determine  whether  the  relation  of 
smoking  to  HDL-C  could  be  accounted  for  by  the 
triglyceride  level,  a  further  multiple  regression  mod- 
el  was  employed  with  HDL-C  as  the  outcome  vari- 


able and  with  smoking,  triglyceride  level  and  the 
other  potential  confounding  variables  as  predictor 
variables.  In  this  model  triglyceride  level  was 
inversely  associated  with  HDL-C  (p  =  0.04),  but 
smoking  still  exhibited  a  strong  and  independent 
inverse  relation  with  HDL-C  (p  =  0.001),  indicating 
that  the  association  between  smoking  and  HDL-C 
cannot  be  explained  by  alterations  in  triglyceride 
level 

DISCUSSION 

In  this  study  of  premenopausal  women,  cigarette 
smokers  exhibited  lower  levels  of  HDL-C  as  well  as 
higher  levels  of  triglycerides,  and  higher  ratios  of 
total  cholesterol  to  HDL-C  than  did  nonsmokers. 
These  differences  were  unlikely  to  be  due  to  chance 
and  persisted  after  adjustment  for  OC  use,  age, 
height,  weight,  blood  glucose,  and  resting  pulse. 

Consideration  of  alcohol  use  and  physical  activity. 
These  observations  could  be  the  result  of  differences 
between  smokers  and  nonsmokers  which  were  not 
measured  in  this  study.  Smoking  is  generally  associ- 
ated with  higher  consumption  of  alcohol14  which  is 
also  related  to  HDL-C  leveL15  However,  because  the 
relationship  of  alcohol  consumption  with  HDL-C  is 
positive,  adjustment  for  alcohol  use  would  strength- 
en the  observed  associations  of  smoking  with  HDL- 
C  and  with  the  ratio  of  total  cholesterol  to  HDL-C. 
Of  greater  concern  as  a  potentially  confounding 
variable  is  vigorous  recreational  activity,  which  is 
associated  with  elevated  levels  of  HDL-C.16  Because 
individuals  engaging  in  vigorous  activities  are  less 
likely  to  smoke  than  are  sedentary  individuals, 
adjustment  for  physical  activity  could  conceivably 
decrease  an  observed  association  between  smoking 
and  HDL-C.  However,  adjustments  for  weight  and 
resting  pulse,  which  may  be  indicators  of  physical 
conditioning,16"17  did  not  affect  the  smoking-lipid 
relationships.  In  addition,  it  remains  possible  that 
dietary  and  other  nonsmoking  determinants  of  lipid 
fractions  not  measured  in  the  present  study  could 
explain  our  findings. 

Previous  studies  of  HDL-C.  Several  previous  studies 
among  men  have  noted  lower  levels  of  HDL-C  in 
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cigarette  smokers  than  nonsmokers.8"11  Van  Gent  et 
al.11  reported  that  HDL-C  was  approximately  3 
mg/dl  lower  in  smoking  women  than  in  nonsmokers, 
and  that  this  effect  was  not  modified  by  OC  use. 
However,  the  possible  effects  of  other  variables  on 
this  association  were  not  considered.  Among  older 
women  in  the  Framingham  Heart  Study,12  smokers 
had  a  HDL-C  level  only  2  mg/dl  lower  than  non- 
smokers.  However,  in  a  group  of  younger  women 
who  were  offspring  of  the  original  Framingham 
cohort,10  this  difference  in  HDL-C  was  6  mg/dl,  a 
result  similar  to  our  difference  of  7  mg/dl.  The 
Framingham  Offspring  Study  also  found  a  progres- 
sive decrease  in  HDL-C  with  increasing  number  of 
cigarettes  smoked.  Among  men  in  that  study,  a 
dose-response  effect  was  not  seen  unless  the  effect  of 
alcohol  use  was  simultaneously  considered,  which 
might  explain  the  failure  to  detect  a  more  substan- 
tial dose-response  effect  in  our  data.  Criqui  et  aL18 
recently  reported  HDL-C  levels  8.6  to  9.4  mg/dl 
lower  among  women  who  smoke  than  among  those 
who  do  not  smoke.  Morrison  et  al.19  found  a  similar 
relationship  between  cigarette  smoking  and  HDL-C 
among  adolescent  school  children. 

Previous  studies  of  triglycerides  and  total  cholester- 
ol. In  our  data  smoking  women  exhibited  a  mean 
triglyceride  level  31.6  mg/dl  higher  than  that  of 
nonsmokers,  a  difference  which  was  statistically 
highly  significant  In  a  previous  report,  triglycerides 
were  noted  to  be  30  mg/dl  higher  in  women  who 
smoke  than  in  nonsmokers,  but  because  of  the  small 
size  of  the  study  the  difference  was  not  statistically 
significant20  As  in  our  study,  the  same  previous 
report  noted  no  association  between  smoking  and 
total  cholesterol.  This  is  not  surprising  because  the 
primary  constituents  of  total  cholesterol  are  HDL-C, 
which  is  decreased  among  smokers,  and  low-density 
lipoprotein  cholesterol,  which  may  be  elevated  in 
smokers.8 

HDL-C  and  the  smoking-MI  relation.  Because  HDL-C 
is  a  potent  predictor  of  coronary  heart  disease,  it  is 
reasonable  to  inquire  whether  the  magnitude  of  the 
association  between  smoking  and  HDL-C  can 
account  for  the  association  between  smoking  and 
MI.  Unfortunately,  no  studies  exist  of  HDL-C  and 
incidence  of  MI  among  young  women.  However,  in 
the  Framingham  Study,12  a  6  to  7  mg/dl  decrease  in 
HDL-C  among  older  women  corresponds  to  less 
than  a  lV^-fold  increase  in  risk  of  coronary  heart 
disease.  Because  young  and  middle-aged  women 
who  smoke  cigarettes  experience  rates  of  myocardial 
infarction  five  to  ten  times  those  of  nonsmokers,2  it 
is  likely  that  only  a  modest  portion  of  the  smoking  - 


MI  relationship  can  be  explained  by  changes  in 

HDL-C. 

Mechanisms  of  smoking  HDL-C  and  triglyceride 

effects.  The  mechanism  by  which  smoking  may  raise 
triglyceride  and  lower  HDL-C  levels  is  not  well 
defined.  In  animal  experiments,  both  nicotine21  and 
carbon  monoxide22  raise  triglyceride  levels.  While 
analogous  studies  of  HDL-C  have  not  been  reported, 
it  is  possible  that  carbon  monoxide  inhibits  hepatic 
microsomal  synthesis  of  HDL-C.  Although  our  data 
confirmed  the  generally  observed  inverse  relation- 
ship of  triglycerides  with  HDL-C, 12  we  found  that  a 
strong  inverse  relationship  between  smoking  and 
HDL-C  persisted  after  adjustment  for  triglyceride 
level.  It  is  thus  unlikely  that  the  smoking-related 
decrease  in  HDL-C  is  secondary  to  an  increase  in 
triglyceride  level. 

Conclusions.  The  consistency  of  the  relationship  of 
smoking  with  HDL-C  in  studies  among  various 
populations  and  both  sexes,  as  well  as  the  lack  of 
association  between  past  smoking  and  HDL-C,  all 
suggest  that  the  association  may  be  causal  and  thus 
provide  a  partial  explanation  of  the  smoking-MI 
relationship.  However,  since  the  effect  of  cigarette 
smoking  on  lipids  is  difficult  to  study  experimental- 
ly in  humans,  it  is  important  to  examine  these 
relationships  in  observational  studies  which  also 
consider  a  wider  range  of  dietary,  anthropometric, 
and  activity  variables.  . 
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Chairman  Rostenkowski.  OK  Thank  you.  Thank  you,  very 
much.  Mr.  Delgado,  Ms.  Richardson.  Is  it  Mr.  Banzhaf,  or  is  it 
Kathleen  Shank?  Yes,  excuse  me.  The  panel  before  that,  I  am 
sorry,  I  misread.  Mr.  Anderson,  Ms.  Hutter,  Mr.  Kelly,  Mr.  Curtis. 

Welcome,  ladies  and  gentlemen,  to  the  committee.  As  is  our  cus- 
tom, we  welcome  your  testimony.  I  would  like  you,  as  you  are 
called  upon,  to  identify  yourself  for  the  record  so  that  we  have  your 
identification. 

It  is  my  understanding  that  Congressman  Barlow  would  like  to 
introduce  Mr.  Kelly  and  Mr.  Clark.  Why  don't  we  do  that  first  and 
then,  Congressman  Barlow,  if  you  have  to  leave,  you  can  go  ahead 
and  we  will  start  the  testimony  with  Mr.  Kelly.  Mr.  Barlow. 

Mr.  Barlow.  Thank  you  very  much,  Mr.  Chairman,  for  the  op- 
portunity to  come  in  and  bring  you  the  experience  of  people  who 
are  hard  working,  strong,  God-fearing  Americans,  who  support 
health  care  reform. 

We  all  need  it,  we  all  know  we  need  it.  But  we  need  a  system 
of  securing  financing  for  this  health  care  package  that  doesn't  fall 
happenstance  here  and  there,  that  is  not  supported  by  weak  legs. 
And  I  say  weak  in  the  case  of  tobacco  because — and  it  will  be  weak 
because  what  is  being  done  here  with  a  punitive  tax  is  to  try  and 
drive  the  use  of  tobacco  out  of  existence,  and  therefore  dry  up  the 
funding  source. 

So  what  is  starting  out  possibly  as  a  source  of  revenue  is  de- 
signed to  turn  off  that  source  of  revenue  over  time,  meaning  that 
with  an  up  and  running  medical  care  program,  we  are  going  to 
have  to  be  back  here  as  the  elected  representatives  of  our  people 
to  find  other  sources  of  financing  in  the  years  ahead.  It  is  time  to 
get  off  to  a  good  start  with  a  good,  well  thought  through  medical 
care  program,  one  where  every  American  can  pay  for  their  medical 
care  ahead  of  time,  a  medical  care  financing  structure  that  is  actu- 
arially sound,  that  operates  in  the  black,  not  in  deficit. 

The  program  must  be  separate  from  the  other  finances  of  the 
Federal  Government.  It  is  needed.  But  the  tobacco  approach  is  not 
the  way  to  go,  and  you  are  going  to  hear  from  a  Mr.  Kelly  who 
raises  tobacco  in  Calloway  County,  in  my  district. 

There  are  20,000  tobacco  allotments  in  the  First  District  of  Ken- 
tucky. The  money  that  is  earned  from  those  allotments  flows 
through  all  our  economy,  not  just  our  economy  in  the  region,  but 
in  terms  of  what  is  being  purchased  by  these  tobacco  farmers  on 
up  into  the  industrial  States,  out  into  the  West  where  products 
that  they  consume  and  use  are  manufactured. 

I  would  like  to  introduce  to  you  Mr.  Kelly,  and  then  the  rest  of 
the  members  of  the  panel  who  will  be  speaking  very  firmly  in  oppo- 
sition to  this  tax. 

Chairman  Rostenkowski.  Welcome,  Mr.  Kelly.  If  you'll  identify 
yourself,  you  can  proceed  with  your  statement. 

STATEMENT  OF  JIM  KELLY,  PRESIDENT,  WESTERN  DARK 
FIRED  TOBACCO  GROWERS'  ASSOCIATION,  ACCOMPANIED 
BY  WILL  CLARK,  GENERAL  MANAGER 

Mr.  Kelly.  Thank  you  very  much  for  the  opportunity  to  attend. 
My  name  is  Jim  Kelly.  I  am  from  Calloway  County,  that  being 
close  to  Murray,  Ky.  I  am  45  years  old,  and  I  have  lived  and 
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worked  on  my  home  farm  all  of  my  45  years.  I  am  a  full-time  farm- 
er and  I  am  very  proud  to  say  that  I  help  feed  the  world.  I  raise 
field  corn,  soybeans,  popcorn.  We  have  winter  meat,  we  have  hay. 
I  also  raise  cattle. 

My  wife  works  off  the  farm  and  most  importantly,  I  raise  dark 
tobacco  and  also  some  burley.  It  is  dark  tobacco  which  makes  a 
smokeless  product  that  I  would  like  to  discuss  with  you  today.  I 
have  raised  48  acres  of  tobacco.  My  first  crop  was  grown  when  I 
was  15  years  old.  My  dad  died  when  I  was  11  years  old. 

At  that  time,  we  had  a  small  dairy  and  we  also  had  tobacco.  For 
a  lot  of  reasons,  small  dairies  seem  to  be  extinct  today  and  that 
just  left  us  with  tobacco.  Tobacco  bought  us  a  roof  over  our  head, 
bought  my  first  car,  my  home  when  I  first  married,  and  helped  me 
educate  my  first  child.  And  sadly  also  to  say  that  it  helped  to  bury 
my  first  wife  who  died  of  diabetes  at  age  33. 

Now,  it  is  in  my  plans  to  educate  two  more  children,  to  buy  cars, 
clothes,  and  to  provide — to  get  them  started  in  life  on  the  strength 
of  tobacco.  I  pay  taxes  on  land  I  bought  with  tobacco  money.  I  buy 
combines,  I  buy  tractors,  I  buy  big  trucks,  little  trucks,  tools,  we 
purchase  hay  balers,  and  we  put  up  tool  sheds,  we  put  up  grain 
bins,  we  put  up  buildings,  and  I  helped  to  build  a  new  home  strict- 
ly because  my  bank  thought  it  was  a  good  risk  on  the  strength  of 
tobacco. 

When  you  go  to  a  bank  or  anywhere  else  to  borrow  money,  it  is 
almost  guaranteed  if  you  say,  "I  have  tobacco  money  coming  in," 
I  pay  insurance,  I  pay  taxes,  I  pay  crop  loans  and  my  family  is  liv- 
ing off  tobacco  sales.  And  it  seems  that  tobacco  has  never  failed  me. 

We  put  in  some  300  man-hours  to  grow  an  acre  of  tobacco.  I  work 
a  lot  of  people  that  depend  on  me  for  a  living.  Most  are  high  school 
age,  people  who  are  unemployed  or  people  who  are  in  transit.  In 
the  winter  I  work  retired  people  who  need  to  supplement  their  in- 
come basically  to  survive.  A  lot  of  these  people  have  made  their  liv- 
ing raising  tobacco. 

I  will  spend  approximately  $60,000  a  year  in  labor.  I  need  people 
to  work  for  me,  and  they  need  the  money  that  I  spend  for  them  to 
survive.  If  I  lose  tobacco  as  a  source  of  income,  I  see  it  as  being 
very  hard  to  keep  farming.  I  feel  like  others  will  also  suffer.  To- 
bacco bases,  tobacco  barns,  tobacco  equipment,  all  these  things  cost 
money. 

They  are  very  important  assets  that  make  farms  very  valuable 
in  and  around  Murray,  Ky.  A  farm  with  a  tobacco  base  will  bring 
a  premium  in  my  State.  I  ask  that  you  only  be  fair  in  your  assess- 
ment of  a  tax  on  smokeless  tobacco. 

I  also  represent  over  5,000  growers  who  say  they  will  pay  their 
fair  share,  and  they  also  ask  that  others  share  the  tax  especially 
if  all  society  is  to  benefit.  Tobacco  helped  to  buy  America's  freedom 
when  our  country  was  founded,  200  or  more  years  ago.  People  came 
here  for  the  freedom  of  choice  America  offered. 

We  can  no  longer  sell  a  country  ham  legally.  Country  eggs  are 
bad  for  the  heart,  dye  in  bacon  will  kill  you,  and  chemicals  on  ap- 
ples are  bad,  yet  people  seem  to  be  living  longer,  seem  to  be  more 
healthy  at  older  ages. 

But  it  seems  to  me  our  farms,  especially  our  rural  farms  are 
dying  basically  because  of  taxation  and  regulating  us  out  of  busi- 
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ness.  Tobacco,  if  lost,  will  probably  put  me  and  others  out  of  busi- 
ness. I  will  pay  less  taxes,  I  will  buy  less  equipment,  I  won't  need 
all  these  workers. 

Somebody  else  can  pay  those  people's  bills.  I  won't  need  the  in- 
surance agent,  the  farm  supply  store  I  spend  my  money  with  won't 
get  the  money,  and  many  others  will  also  suffer. 

History  tells  us  that  every  time  America  has  had  a  boom  time 
it  is  when  agriculture  is  healthy.  Embargoes,  fuel  tax  hikes,  and 
now  tobacco  taxes  are  killing  the  southeastern  States. 

In  conclusion,  I  would  say  I  would  think  that  working  people  who 
pay  their  taxes  and  invest  in  America  would  be  the  people  who  you 
would  want  left  around.  Help  us  to  only  make  a  living  that  we  can 
be  proud  of.  We  can  and  will  pay  our  fair  share  of  taxes.  Please 
don't  single  us  out.  America  was  founded  on  the  principles  that  all 
of  us  can  survive.  I  ask  that  you  spread  the  tax  around. 

Thank  you,  very  much. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Kelly. 
[The  prepared  statement  follows:] 
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WILL  E.  CLARK 
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MURRAY,  KENTUCKY  42071 
FAX  (502)  753-3342 


STATEMENT  PRESENTED  TO  THE  UNITED  STATES  HOUSE  OF 
REPRESENTATIVES,  COMMITTEE  ON  WAYS  AND  MEANS  ON  FRIDAY, 
NOVEMBER  19,  1993,  CONCERNING  THE  FINANCING  PROVISIONS  OF  THE 
ADMINISTRATION'S  HEALTH  SECURITY  ACT  AND  OTHER  HEALTH  CARE 
REFORM  PROPOSALS. 


My  name  is  Jim  Kelly.  I  am  president  of  the  Western  Dark  Fired  Tobacco  Growers' 
Association  which  represents  about  5,000  members.  On  behalf  of  the  board  of  directors  and 
the  members  of  the  Western  Dark  Fired  Tobacco  Growers'  Association,  we  thank  this 
committee  for  its  willingness  to  listen  to  our  problem  with  the  president's  financing 
provisions  in  the  Health  Security  Act. 

I  am  also  a  grower  of  40  acres  of  dark  fire-cured  tobacco  and  I  believe  you  should 
know  something  about  dark  tobacco.  Dark  fired  tobacco  is  used  primarily  in  smokeless 
tobacco  products.  Tobacco  used  in  smokeless  tobacco  products  is  grown  in  Western 
Kentucky,  Northwestern  Tennessee,  Wisconsin,  Pennsylvania,  and  Virginia.  It  takes  about 
300  man  hours  of  labor  to  produce  one  acre  of  fire-cured  tobacco.  This  tobacco  is  basically 
grown  in  the  field  just  like  other  types  of  tobacco.  The  major  difference  is  in  the  curing 
process  once  the  tobacco  is  cut  and  put  in  the  barn.  For  six  weeks  after  the  tobacco  is 
housed,  an  open  fire  is  placed  on  the  ground  under  the  tobacco  to  put  finish  and  flavor  on 
the  product.  The  fire  is  made  up  of  hardwood  slabs,  primarily  hickory  and  oak,  with 
sawdust  over  the  top  to  make  for  a  smoldering  fire.  This  is  hot,  hard  work  and  requires 
much  care.  Several  barns  are  lost  each  year  due  to  this  process.  When  the  process  is 
finished  this  tobacco  has  the  same  aroma  as  one  of  our  good  Kentucky  country  hams.  I 
want  you  to  understand  this  is  an  unique  process  that  many  other  countries  have  tried  to 
copy  but  have  not  succeeded. 

As  a  farmer,  I  am  very  concerned  about  health  care  for  my  family,  since  this  is  a 
major  expense.  I  certainly  am  aware  of  many  in  my  community  who  have  suffered  great 
mental  anguish  and  economic  disaster  because  of  our  health  care  system.  I  believe  the  rural 
community  is  more  than  willing  to  pay  its  fair  share  of  any  health  care  proposal.  But  any 
proposal  should  be  one  that  is  fair  to  all  Americans. 

The  current  proposal  will  destroy  my  ability  to  provide  a  living  for  my  family. 
According  to  the  best  available  figures  from  the  University  of  Kentucky  this  proposal  will 
cost  growers  in  my  area  about  $13.1  million.  This  represents  a  10.5  percent  decrease  of 
income  for  the  fire  cured  growers  and  nearly  32  percent  decrease  of  income  for  air  cured 
growers.  I  would  like  to  ask  you,  are  you  willing  to  have  your  salaries  decreased  by  these 
percentages?  These  figures  only  represent  the  loss  to  growers  projected  for  the  first  year 
and  they  will  continue  to  grow. 

This  projected  loss  of  income  will  effect  whole  communities.  Most  tobacco  growers 
operate  on  borrowed  money.  Many  have  purchased  farms  expecting  to  pay  for  them  with 
tobacco.  Bankers  are  very  concerned  about  the  repayment  ability  of  growers  if  this  tax  is 
passed.  Land  values  will  decline  as  quotas  are  reduced.  Restaurants,  churches,  country 
stores,  schools  and  most  of  all  our  children  will  be  effected  by  this  disgraceful  tax. 

The  growers  I  represent  in  Western  Kentucky  and  Northwestern  Tennessee  find  it 
unbelievable  that  anyone  could  have  the  audacity  to  propose  such  an  outrageous  increase 
in  excise  taxes.  It  is  hard  to  believe  a  person  who  would  propose  a  10,417  percent  increase 
in  taxes  on  chewing  tobacco  and  a  3,472  percent  increase  on  snuff  would  claim  to  represent 
middle-class  America.  This  administration  was  elected  by  a  majority  of  the  dark  tobacco 
growers  in  my  area  on  the  promise  of  representing  middle-class  America.  They  assured  us 
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they  were  for  the  little  man  and  would  take  care  of  his  future.  We  cannot  afford  much 
more  help  from  this  administration  if  this  is  the  way  they  are  going  to  help  us. 

The  majority  of  the  growers  I  represent  work  very  hard  and  are  patriotic,  loyal 
Americans.  They  pay  taxes,  attend  church,  and  worry  about  their  children's  future  just  as 
other  Americans.  We  totally  resent  the  White  House  or  anyone  else  using  the  term  "sin 
taxes"  when  referring  to  tobacco.  Tobacco  is  a  legal  product  and  has  been  since  the 
beginning  of  this  great  nation.  Now,  because  some  "do-gooders"  feel  it  is  .their  obligation 
to  change  the  behavior  of  our  society,  we  suddenly  become  "sinners".  They  portray  us  a 
cigar  smoking,  back-room  plotting,  ultra-rich  individuals  who  have  no  feelings  for  other 
people.  Let  me  assure  you  the  people  I  represent  do  use  tobacco  products,  are  very  open 
and  proud  about  the  way  they  work  and  provide  for  their  families,  and  no  where  in  this 
nation  will  you  find  a  group  of  people  more  interested  in  their  nation,  their  neighbors,  and 
those  they  work  with.  The  growers  I  represent  are  generally  far  from  rich  and  are  trying  to 
provide  a  modest  living  for  their  family. 

We  believe  this  tax  proposal  on  tobacco  has  little  or  nothing  to  do  with  raising 
revenue  to  fund  a  health  care  program,  but  is  solely  proposed  to  destroy  the  tobacco 
growers.  I  am  here  to  tell  you  those  who  grow  tobacco  are  real  people,  people  who  have 
feelings,  people  who  are  hurt  by  the  term  "sin  taxes",  people  who  work  hard  growing  a 
tobacco  crop  which  requires  hard  manual  labor.  This  income  does  not  go  toward  a  lavish 
lifestyle.  It  is  used  to  put  food  on  the  table,  so  the  children  can  have  Christmas,  so 
education  can  be  provided,  and  so  we  can  pay  our  taxes. 

We  find  it  ironic  that  a  new  tax  has  been  proposed  on  those  who  are  least  able  to 
pay  it.  This  tax  is  regressive!  This  proposal  by  the  Administration  is  an  attack  on  the  men 
and  women  who  work  the  tobacco  and  enjoy  its  products.  This  tax  will  result  in  nothing  less 
than  the  destruction  of  American  livelihoods.  This  proposal  will  again  ask  the  ordinary 
working  men  and  women  of  America  to  bear  yet  another  tax  increase.  Consumers  of 
smokeless  tobacco  typically  are  working  people  concentrated  in  the  lowest  income  levels. 
One  of  the  few  joys  in  life  for  many  of  these  individuals  is  the  use  of  tobacco  products. 
They  do  this  out  of  choice  and  as  long  as  it  is  legal  no  one  should  have  the  right  or  the 
authority  to  use  taxes  as  a  tool  to  change  their  behavior. 

Tobacco  has  been  singled  out  unreasonably.  The  use  of  smokeless  tobacco  in 
America  has  been  a  custom  for  over  300  years.  From  the  very  beginning,  smokeless  tobacco 
has  been  an  all-American  product;  from  the  farmers  who  grow  and  cure  the  unique  tobacco 
that  is  used  in  the  manufacture  of  the  product,  through  the  manufacturing  process  in  the 
United  States,  and  finally  to  the  American  working  people  who  enjoy  these  products.  The 
men  and  women  of  the  American  smokeless  tobacco  industry;  the  growers,  the  factory 
workers,  the  consumers,  cannot  bear  this  unfair  tax.  Use  of  the  taxing  power  in  this  punitive 
manner  is  unfair,  unreasonable,  and  unprecedented. 
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Chairman  Rostenkowski.  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman. 

I  would  just  like  to  introduce  another  constituent  from  the  Fifth 
District  of  Virginia.  The  reason  there  are  so  many,  Mr.  Chairman, 
is  because  this  is  such  an  important  issue  to  all  of  us  in  our  district 
and  in  southside  of  Virginia. 

Don  Anderson  is  a  friend.  Don  Anderson  is  the  president  of  the 
Virginia  Tobacco  Growers  Association.  He  is  from  Halifax  County, 
Va.,  and  he  is  joined  by  five  young  tobacco  farmers  from  Pennsylva- 
nia County,  the  neighboring  county  in  my  district  who  are  seated 
right  behind  him. 

And,  Don,  welcome  to  the  Ways  and  Means  Committee.  Thank 
you  for  being  here  to  testify. 

Chairman  Rostenkowski.  Welcome,  Mr.  Anderson.  If  you  would 
like  to  identify  yourself,  proceed  with  your  statement. 

STATEMENT  OF  DON  ANDERSON,  PRESIDENT,  VIRGINIA 
TOBACCO  GROWERS  ASSOCIATION 

Mr.  Anderson.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
appear  before  this  committee. 

My  name  is  Don  Anderson  and  I  am  appearing  on  behalf  of  the 
Virginia  Tobacco  Growers  Association,  an  organization  representing 
farm  families  who  depend  on  tobacco  for  their  livelihood.  I  am  a  to- 
bacco farmer,  from  Halifax  County,  Va. 

The  proposed  tax  increase  on  tobacco  products  will  economically 
depress  my  farming  operation,  my  community,  and  my  State.  At 
the  beginning,  let  me  say  that  from  a  political  standpoint,  farmers 
support  improvement  in  our  health  care  system.  However,  that  re- 
lationship does  not  mean  we  agree  to  economic  destruction  when 
faced  with  this  tax  proposal. 

For  300  years,  tobacco  has  been  and  continues  to  be  the  major 
cash  crop  in  the  State  of  Virginia.  Farm  sales  of  tobacco  approach 
$200  million.  This  income  cannot  be  replaced  in  small  communities 
all  across  our  State.  Statewide  there  are  some  127,000  jobs  directly 
or  indirectly  connected  to  tobacco.  These  jobs  generate  an  income 
of  $3.6  billion,  dollars  that  are  spent  many  times  in  our  State's 
economy. 

We  have  all  heard  job  loss  figures  during  this  testimony  that  are 
associated  with  the  tax  increase  on  tobacco.  What  is  the  impact  on 
Virginia?  The  bottom  line  is  a  loss  of  15,000  jobs.  That  is  15,000 
people  making  a  positive  contribution  to  our  economy.  That  is 
15,000  people  earning  $432  million.  Who  will  absorb  the  estimated 
loss  of  $236  million  in  Federal,  State  and  local  tax  revenues? 

In  my  county,  there  are  approximately  4,278  individuals  that  de- 
rive income  from  tobacco  farms  in  1993.  Halifax  and  adjoining 
counties  produced  88.6  million  pounds  of  tobacco  valued  at  $149.5 
million.  Tobacco  is  important  to  my  rural  area  of  Virginia.  You 
must  understand  that  we  will  be  hit  hard  if  this  tax  increase  is  en- 
acted. History  has  shown  us  that  there  are  no  true  alternatives 
available  to  take  the  place  of  tobacco. 

I  contend  that  the  media  and  antitobacco  groups  do  a  great  dis- 
service to  the  general  public  in  perpetuating  the  myth  that  there 
are  plenty  of  alternatives  to  tobacco  if  farmers  were  just  willing  to 
switch. 
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I  have  tried  some  of  these  alternatives.  My  neighbors  have  tried 
these  alternatives.  And  I  stand  here  today  to  tell  you  they  don't 
work.  I  am  a  fourth  generation  farmer  who  has  invested  my  earn- 
ings for  the  last  20  years  to  expand  my  operation  and  stay  competi- 
tive in  a  high  risk,  highly  competitive  business. 

But  my  story  is  only  one  of  thousands  in  southside  Virginia,  just 
like  mine.  Witn  a  college  degree,  I  chose  to  come  back  to  my  family 
farm  in  1973  to  pursue  what  I  thought  was  an  honorable  and  chal- 
lenging profession.  I  was  in  partnership  with  my  dad  until  his  re- 
tirement in  1985. 

I  now  grow  a  diversified  mixture  of  crops  including  tobacco, 
wheat,  soybeans,  vegetables,  as  well  as  hay  and  pasture  for  a  small 
herd  of  beef  cattle.  But  the  most  important  enterprise  for  my  wife 
and  me  is  providing  a  living  for  my  three  children,  one  of  whom 
may  become  a  fifth  generation  farmer.  Mr.  Chairman,  if  this  tax 
increase  is  enacted,  there  will  be  no  fifth  generation  farmer  in  my 
family. 

I  can  best  explain  the  importance  of  tobacco  by  telling  you  that 
even  with  the  diversity  of  my  crops  and  livestock,  tobacco,  while  oc- 
cupying only  25  percent  of  my  acreage,  contributes  95  percent  of 
my  net  income. 

On  the  200  acres  that  I  farm,  I  cannot  generate  enough  dollars 
to  make  a  competitive  salary  with  any  crop  other  than  tobacco.  In 
the  period  since  1985,  I  have  borrowed  heavily  to  buy  land,  equip- 
ment, and  quota,  or  allotment,  the  necessary  elements  to  be  a  to- 
bacco grower. 

Servicing  such  a  debt  is  a  normal  function  of  any  business,  but 
I  and  my  neighbors  consider  these  assets  to  be  our  retirement  pro- 
gram. If  tobacco  farming  diminishes  or  is  done  away  with,  these  as- 
sets that  I  have  worked  long  and  hard  to  pay  for  will  be  worthless. 

Tobacco  growers,  like  myself,  are  land  owners  that  are  a  corner- 
stone of  the  tax  base  of  our  local  communities.  In  1992,  taxes  on 
agricultural  land  and  equipment  in  Halifax  County,  my  home  coun- 
ty, totalled  $1.6  million  or  35  percent  of  the  $4.4  million  collected 
in  those  categories. 

A  large  part  of  our  real  estate  value  is  tied  directly  to  tobacco 
production.  These  moneys  help  to  finance  our  local  school  system, 
which  is  attempting  to  overcome  the  wide  disparity  in  educational 
funding  that  exists  oetween  urban  and  rural  areas. 

Any  further  deterioration  in  our  county's  land  values  will  further 
widen  that  gap.  When  we  talk  about  the  education  of  our  youth, 
we  are  talking  about  the  future.  Our  children  are  that  future  and 
I,  like  any  parent,  want  a  better  life  for  my  children  than  I  have 
had.  My  son  is  14  and  my  daughters  are  13  and  10,  and  they  do 
quite  well  in  school,  and  I  want  them  to  have  every  opportunity 
possible.  A  quality  education  is  a  necessary  part  of  that  oppor- 
tunity. Will  I  be  able  to  send  them  to  college  if  my  livelihood  is 
taken  away?  I  think  not.  The  effect  of  the  proposed  higher  Federal 
excise  tax  is  already  being  felt. 

On  our  market  in  south  Boston  this  year  over  20  percent  of  our 
crop  went  into  loan,  which  means  that  it  is  unsold,  the  average 
selling  price  was  down  about  4  percent.  Drought  conditions  plus 
uncertainty  over  the  Federal  excise  tax  made  buyers  reluctant  to 
buy  our  1993  crop. 
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My  attitude  and  that  of  my  neighbors  is  one  of  anxiety  and 
worry.  Disasters  such  as  flood  and  drought  we  are  accustomed  to 
dealing  with.  But  the  manmade  disaster  that  this  committee  is  con- 
templating we  cannot  withstand. 

All  we  ask  is  that  you  understand  and  appreciate  how  such  a  tax 
would  adversely  affect  the  lives  of  thousands  of  families.  The  vital 
economics  of  the  areas  in  which  tobacco  is  produced  will  change 
drastically.  Reliability  of  income  would  be  eliminated.  Land  values 
and  tax  base  would  tumble.  And  the  lives  of  those  dependent  on 
this  crop  would  be  disrupted,  thereby  creating  great  and  far- 
reaching  economic  difficulties.  I  respectfully  request  that  you  as  a 
committee  seriously  consider  those  real  people,  those  real  human 
beings,  whose  future  will  be  directly  impacted  by  your  decisions. 

Thank  you,  sir. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Anderson. 
Mr.  Hunter — I  am  sorry,  Ms.  Hutter. 

STATEMENT  OF  LINDALYN  L.  HUTTER,  VICE  PRESIDENT, 
INDUSTRY  RELATIONS  AND  COMMUNICATIONS,  ON  BEHALF 
OF  NATIONAL  ASSOCIATION  OF  CONVENIENCE  STORES 

Ms.  Hutter.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I  appreciate  this  opportunity  to  present  the  views  of  the 
National  Association  of  Convenience  Stores  on  the  President's  pro- 
posal to  raise  the  Federal  tobacco  tax  by  75  cents  per  pack  of  ciga- 
rettes to  finance  health  care  reform. 

Mr.  Chairman,  I  submitted  my  testimony  in  full  for  the  record 
and  would  ask  permission  to  summarize  my  remarks. 

Chairman  Rostenkowski.  Without  objection. 

Ms.  Hutter.  My  name  is  Lindalyn  Hutter  and  I  am  vice  presi- 
dent of  industry  relations  and  communications  for  NACS.  We  are 
an  international  trade  association  representing  over  1,500  small 
business  convenience  store  companies.  I  say  small  business  because 
60  percent  of  the  members  that  we  represent  operate  fewer  than 
10  convenience  stores. 

From  a  study  of  our  own  country's  experience  with  excise  taxes, 
and  particularly  specific  to  today's  topic,  study  of  the  Canadian  ex- 
perience with  high  tobacco  taxes,  several  significant  and  unin- 
tended consequences  may  likely  result  from  a  75  cent  tobacco  tax 
increase.  They  are  tax  evasion,  an  underground  market  for  ciga- 
rettes, and  increased  security  risk  to  retail  tobacco  outlets. 

A  first  consequence  is  substantial  tax  evasion.  Already,  a  contra- 
band market  exists  in  this  country  and  this  is  under  a  much  lower 
tax  rate  than  that  being  proposed.  This  committee  is  well  aware  of 
the  challenges  of  curtailing  tax  evasion,  having  recently  wrestled 
with  the  point  of  collection  for  diesel  fuel  to  address  this  very  sub- 
ject. 

Mr.  Chairman,  as  I  mentioned  earlier,  we  are  an  international 
trade  association,  and  as  such,  have  many  members  doing  business 
in  Canada.  As  you  know,  Canada  currently  has  the  world's  highest 
level  of  taxation  on  tobacco,  and  it  is  under  this  condition  that  tax 
evasion  thrives.  A  colleague  of  mine  at  NACS  met  with  several  Ca- 
nadian members  earlier  this  month.  At  that  meeting  she  learned 
that  the  underground  market  for  cigarettes  in  Canada  has  grown 
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so  large  that  it  now  outpaces  in  terms  of  volume  the  entire  Cana- 
dian convenience  store  industry's  retail  sale  of  cigarettes. 

This  raises  the  second  consequence  that  our  industry  fears  that 
would  result  from  a  75  cent  per  pack  cigarette  tax  increase,  an  ex- 
pansion of  the  U.S.  underground  market  for  cigarettes.  Indeed,  in 
Canada  today,  one  out  of  every  six  packs  of  cigarettes  is  sold 
through  that  country's  underground  market. 

Let  me  provide  historical  context  to  this  number.  In  1986,  prior 
to  Canada  s  hefty  tobacco  tax  increases,  1  out  of  every  176  packs 
of  cigarettes  was  sold  through  the  underground  market.  And  how 
are  these  illegal  sales  being  made?  Out  of  the  backs  of  trucks  and 
vans,  on  streets  as  prominent  as  Young  Street  in  Toronto,  where 
every  office  worker  knows,  just  like  every  child  knows  when  the 
Good  Humor  Man  is  going  to  be  in  the  neighborhood,  that  the  to- 
bacco vendor  will  be  around  later  today. 

And  where  do  these  cigarettes  come  from?  Ironically,  from  Can- 
ada. If  there  is  one  thing  you  can  say  about  Canadians  that  pur- 
chase contraband  cigarettes,  it  is  that  they  are  loyal  to  homegrown 
tobacco.  Ninety  percent  of  the  cigarettes  sold  in  Canada's  contra- 
band market  are  Canadian  brands. 

A  third  consequence  that  we  fear  for  our  market  and  one  that 
has  been  acknowledged  time  and  time  again  by  this  committee  is 
the  impact  of  tax  evasion  on  legitimate  businesses.  NACS  members 
in  Canada  cannot  compete  against  the  tobacco  tax  cheats  and  the 
circumstance  would  be  no  different  for  our  members  here  in  the 
United  States. 

There  is  one  other  point  that  should  be  raised,  and  it  speaks  to 
a  concern  that  was  expressed  before  this  committee  by  Secretary 
Bentsen  earlier  this  week.  Indeed,  the  Secretary  said  it  was  an  ob- 
jective of  the  administration's  tobacco  tax  proposal,  and  that  is  to 
discourage  the  use  of  tobacco  products  by  youth. 

Our  industry  supports  the  administration  in  the  effort  to  discour- 
age tobacco  use  by  minors,  and  has  undertaken  store  signage,  em- 
ployee training,  and  other  initiatives  to  ensure  the  legal  sale  of  to- 
bacco in  convenience  stores. 

Such  safeguards  for  the  responsible  sale  of  tobacco  do  not  exist 
in  contraband  markets.  For  the  criminal  entrepreneurs  of  the  U.S. 
underground  market,  a  75  cent  tax  hike  would  be  a  two  for  one 
deal.  They  would  evade  the  excise  taxes  on  tobacco,  and  they  would 
sell  to  a  market  that  most  appropriately  is  out  of  the  reach  of  tax- 
paying  law  abiding  businesses. 

That  market,  of  course,  is  America's  youth.  Thus,  not  once,  but 
twice,  the  tobacco  tax  criminals  would  foil  the  intentions  of  this  ad- 
ministration. As  the  Canadian  experience  illustrates,  our  concern  is 
that  the  higher  we  raise  our  country's  Federal  tobacco  tax,  the 
more  we  create  incentives  to  avoid  paying  it. 

Under  normal  circumstances,  this  would  be  nothing  more  than 
ordinary  tax  evasion.  But  these  are  not  normal  circumstances  and 
that  leads  me  to  our  third  concern,  security.  At  the  risk  of  sounding 
somewhat  alarmist,  NACS  is  concerned  about  the  increased  risk 
that  we  believe  will  accompany  the  proposed  tax  increase. 

At  the  distribution  level,  we  are  already  aware  that  semi-tractor 
trailers  loaded  with  cigarettes  headed  for  retail  in  Canada  are 
highly  guarded.  For  us,  our  analysis  can  begin  with  the  fact  that 
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a  75  cent  per  pack  increase  equates  to  a  $7.50  increase  on  the  sale 
of  a  carton  of  cigarettes. 

In  many  retail  formats,  including  convenience  stores,  the  value 
of  the  tobacco  inventory  will  automatically  increase  by  37.5  per- 
cent. Cigarettes  already  are  being  locked  up  in  grocery  stores  in 
this  country  because  of  the  shrinkage  and  theft  risk  that  they  pose. 

The  concern  is  that  there  may  well  be  a  price  point  at  which  we 
create  an  incentive  to  steal,  or  worse,  rob  for  cigarettes.  In  fact,  in 
our  industry,  we  have  already  seen  many  cases  in  which  because 
the  amount  of  money  in  the  cash  register  is  kept  low,  an  armed 
robber  has  opted  to  rob  cigarette  inventory  as  a  more  lucrative  en- 
terprise. Mr.  Chairman,  the  convenience  store  industry  is  very  se- 
curity conscious  and  my  members  spend  considerable  time  and 
money  to  ensure  that  their  stores  are  indeed  unattractive  to  rob- 
bers. In  fact,  a  mainstay  of  the  industry's  efforts  in  this  regard  is 
cash  control.  If  the  amount  of  money  that  the  robber  expects  to  get 
is  low  enough,  most  will  not  take  the  risk. 

But  with  the  75  cent  per  pack  tobacco  tax  increase,  money  in  the 
cash  register,  and  more  importantly,  efforts  to  control  that  cash, 
become  almost  irrelevant.  As  the  committee  proceeds  with  its  re- 
view of  the  financing  provisions  of  this  health  care  package,  our  in- 
dustry urges  serious  consideration  of  the  security  issues  created 
with  a  tobacco  tax  increase. 

As  you  are  no  doubt  aware,  tobacco  is  a  very  important  merchan- 
dise category  for  us,  comprising  in  1992  26.5  percent  of  all  mer- 
chandise sales.  Indeed,  it  is  our  top  product  category  after  gasoline. 

As  I  explained  at  the  outset  of  my  testimony,  NACS  represents 
small  businesses.  On  average,  the  typical  convenience  store  earns 
$8,000  in  pretax  profits  at  the  end  of  the  year.  Under  a  75  cent  tax 
hike,  44  percent  of  the  typical  store's  pretax  profits  would  be  lost. 
That  is  about  $4,500. 

But  a  75  cent  tobacco  tax  increase  means  more  than  lost  profits 
to  convenience  store  operators.  It  also  means  lost  jobs  to  American 
workers.  It  is  projected  that  274,000  Americans  would  lose  their 
jobs  under  this  tax  increase.  Six  thousand  of  them  would  come 
from  my  industry,  the  convenience  store  industry. 

Mr.  Chairman,  in  closing,  if  we  have  a  message  this  morning,  it 
is  that  there  is  very  likely  a  price  point  at  which  more  harm  than 
good  is  done.  We  are  not  so  naive  as  to  believe  that  there  will  not 
be  an  increase  in  the  Federal  excise  tax  on  tobacco. 

However,  we  also  are  not  so  naive  as  to  believe  that  the  75  cent 
per  pack  tax  increase  can  be  levied  without  substantial  invitation 
to  tax  evasion  and  substantial  incentive  for  theft  or  robbery. 

In  closing,  the  convenience  store  industry  urges  that  you  consider 
the  points  that  we  have  raised  about  tax  evasion,  about  an  under- 
ground market  for  cigarettes,  and  about  retail  security  and  further 
urges  that  you  do  not  raise  the  tobacco  tax  so  gratuitously  as  to 
prompt  these  developments. 

Thank  you  for  the  opportunity  to  present  these  comments. 

Chairman  Rostenkowski.  Mr.  Curtis. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LINDALYN  L.  HUTTER 
ON  BEHALF  OF  THE 
NATIONAL  ASSOCIATION  OF  CONVENIENCE  STORES 

Thank  you,  Mr.  Chairman  and  members  of  the  Committee.  I  appreciate  this  opportunity  to 
present  the  views  of  the  National  Association  of  Convenience  Stores  (NACS)  on  the 
President's  proposal  to  raise  the  federal  tobacco  excise  tax  by  75  cents  per  pack  of  ciga- 
rettes as  a  means  of  financing  health  care  reform. 

INTRODUCTION  OF  NACS 

My  name  is  Lindalyn  Hutter  and  I  am  Vice  President  of  Industry  Relations  and  Communica- 
tions for  NACS.  We  are  an  international  trade  association  representing  over  1,500  small 
business  convenience  store  companies.  I  say  "small  business"  because  70  percent  of  the 
companies  that  NACS  represents  operate  fewer  than  10  convenience  stores. 

In  fact,  the  typical  convenience  store  had  $1,436,000  in  sales  in  1992,  according  to  NACS' 
1993  State  of  the  Industry  report.  Overall  sales  for  the  industry  in  1992  were  $79.5  billion. 
Of  this  $79-5  billion,  slightly  more  than  half — $41.3  billion  to  be  exact — comes  from  mer- 
chandise sales.  The  remainder — $38.2  billion — is  generated  through  gasoline  sales. 

The  convenience  store  industry  has  several  concerns  with  the  Administration's  proposed  75 
cent  per  pack  tax  increase.  Predominant  among  them  is  a  concern  that  this  313  percent 
increase  will  invite  substantial  tax  evasion  and,  concurrently,  expand  the  underground 
market  for  cigarettes.  A  second  concern  is  that  this  313  percent  increase  will  bring  with  it 
a  new  set  of  security  risks  for  convenience  stores  and  other  tobacco  retailers. 

INCREASING  THE  TAX  BY  75  CENTS  PER  PACK  WILL  FUEL 
TAX  EVASION  AND  AN  UNDERGROUND  MARKET 

From  study  of  our  own  country's  experience  with  excise  taxes  and,  particularly  specific  to 
today's  topic,  study  of  the  Canadian  experience  with  high  tobacco  taxes,  several  significant 
and  unintended  consequences  may  likely  result  from  a  75  cent  tobacco  tax  increase. 

A  first  consequence  is  substantial  tax  evasion.  Already,  a  contraband  market  exists  in  this 
country  and  this  is  under  a  much  lower  tax  rate  than  that  being  proposed.    This  Commit- 
tee is  well  aware  of  the  challenge  of  curtailing  tax  evasion  having  recently  wrestled  with 
the  point  of  collection  for  diesel  fuel  to  address  this  very  subject. 

Mr.  Chairman,  as  I  mentioned  earlier  we  are  an  international  trade  association  and  as  such 
have  many  members  doing  business  in  Canada.  As  you  know,  Canada  currently  has  the 
world's  highest  level  of  taxation  on  tobacco  and  it  is  under  this  condition  that  tobacco  tax 
evasion  thrives.  To  examine  the  entrepreneurial  skills  and  success  of  tobacco  tax  crimi- 
nals, we  need  only  look  north. 

By  way  of  comparison  let  me  point  out  that  a  pack  of  cigarettes  in  Canada,  bought  in  a 
convenience  store,  can  cost  anywhere  from  $5.00  to  $7.00  of  which  about  75  percent  is 
tax.  This  compares  with  a  retail  price  of  about  $2.00  here  in  the  U.S.  where  taxation  (both 
state  and  federal)  averages  only  about  25  percent  of  the  retail  price.    The  problem  is  that 
in  Canada  cigarettes  are  not  typically  bought  in  stores  anymore.  Let  me  explain. 

A  colleague  of  mine  at  NACS  met  with  several  Canadian  members  earlier  this  month  in 
Detroit.  At  that  meeting,  she  learned  that  the  underground  or  bootleg  market  for  cigarettes 
in  Canada  had  grown  so  large  that  it  now  outpaces,  in  terms  of  volume,  the  entire  Cana- 
dian convenience  store  industry's  retail  sale  of  cigarettes. 

This  raises  the  second  consequence  that  the  convenience  store  industry  fears  would  result 
from  a  75  cent  per  pack  cigarette  tax  increase — an  expansion  of  the  U.S.  underground 
market  for  cigarettes. 
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Indeed,  in  Canada  today  one  out  of  every  six  packs  of  cigarettes  is  sold  through  that 
country's  underground  market,  according  to  Lindquist  Avey  Macdonald  Baskerville,  Inc.  a 
Canadian  economic  analysis  firm.  Let  me  provide  historical  context  to  this  number:  in 
1986,  prior  to  Canada's  hefty  tobacco  tax  increases,  one  out  of  every  176  packs  of  ciga- 
rettes was  sold  through  the  underground  market. 

This  past  September,  Lindquist  Avey  released  a  detailed  report  on  the  extent  of  the  under- 
ground market  titled  "1992  Contraband  Estimate — An  Update. "  Among  the  report's  find- 
ings is  that  the  contraband  market  is  now  a  $1.9  billion  market.  Of  particular  relevance  to 
this  Committee's  study  of  tobacco  taxes  is  another  finding:  that  in  1992,  the  federal  and 
provincial  governments  of  Canada  suffered  an  estimated  loss  of  $1.3  billion  in  tax  revenues 
due  to  contraband  tobacco  sales. 

And  how  are  these  illegal  sales  are  being  made?  Out  of  the  backs  of  trucks,  vans  or  cars 
on  streets  as  prominent  as  Yonge  Street  in  Toronto  where  office  workers  know,  just  like  a 
child  knows  when  the  Good  Humor  man  is  in  the  neighborhood,  that  the  tobacco  vendor 
will  be  around  today. 

And  what  is  the  street  price  for  these  illegal  cigarettes?  About  $2.50  per  pack,  which  our 
Canadian  members  report  is  just  about  $1.50  less  than  their  $4.00  per  pack  wholesale  cost. 

And  where  do  these  cigarettes  come  from?  Ironically,  from  Canada.  If  there  is  one  thing 
you  can  say  about  Canadians  that  purchase  contraband  cigarettes,  it's  that  they  are  loyal  to 
home-grown  tobacco.  Lindquist  Avey's  report  estimates  that  90  percent  of  the  cigarettes 
sold  in  the  contraband  market  are  Canadian  brands. 

The  route  that  many  of  these  cigarettes  take  winds  through  the  United  States.  More  pre- 
cisely, many  illegal  loads  of  tobacco  originate  on  U.S.  Indian  reservations  where  state  taxes 
are  generally  uncollected.  Indeed,  the  issue  of  whether  or  not  tobacco  sales  to  non-Native 
Americans  by  Indian  merchants  should  be  subjected  to  the  state  excise  tax  will  be  heard 
this  term  by  the  U.S.  Supreme  Court.  Suffice  it  to  say  that  our  Canadian  members  would 
find  some  relief  if  these  state  taxes  were  collected. 

The  prospect  of  effective  enforcement  of  tobacco  tax  collection  in  Canada  has  proved  so 
daunting  that  the  Montreal  Gazette  on  November  4,  1993  reported  that  the  Quebec  Rev- 
enue Minister  has  proposed  that  the  provincial  and  federal  taxes  be  reduced  by  $2.00  per 
pack  to  slow  the  flow  of  contraband  cigarettes. 

Based  on  this  very  real  example,  it  is  our  concern  that  a  75  cent  per  pack  increase  will 
impose  a  substantial  enforcement  burden  on  federal  authorities,  a  burden  that  may  well 
require  further  funding  and  would  negatively  impact  the  Administration's  revenue  projec- 
tions. 

A  third  consequence  that  we  fear  for  our  market  and  one  that  this  Committee  has  acknowl- 
edged time  and  time  again  is  the  impact  of  tax  evasion  on  legitimate  businesses.  NACS' 
members  in  Canada  cannot  compete  against  the  tobacco  tax  cheats  and  the  circumstance 
would  be  no  different  for  our  U.S.  members. 

There  is  one  additional  point  that  should  be  raised  and  it  speaks  directly  to  a  concern 
expressed  before  this  Committee  by  Secretary  Bentsen  earlier  this  week.  Indeed,  the 
Secretary  said  it  was  an  objective  of  the  Administration's  tobacco  tax  proposal  and  that  is 
to  discourage  the  use  of  tobacco  products  by  youth. 

Our  industry  supports  the  Administration  in  the  effort  to  discourage  tobacco  use  by  minors 
and  has  undertaken  store  signage,  employee  training  and  other  initiatives  to  ensure  the 
legal  sale  of  tobacco  in  convenience  stores. 
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Such  safeguards  for  the  responsible  sale  of  tobacco  products  do  not  exist  in  contraband 
markets.  For  the  criminal  entrepreneurs  of  the  U.S.  underground  market,  a  75  cent  tax 
hike  would  be  a  two  for  one  deal:  they  would  evade  the  excise  taxes  on  tobacco  and  they 
would  sell  to  a  market — that  most  appropriately — is  out  of  reach  to  tax-paying,  law-abiding 
businesses.  That  market,  of  course,  is  America's  youth.  Thus,  not  once  but  twice  the 
tobacco  tax  criminals  would  foil  the  intentions  of  this  Administration. 

As  the  Canadian  experience  illustrates,  our  concern  is  that  the  higher  we  raise  our 
country's  federal  tobacco  tax.  the  more  we  create  incentives  to  avoid  paying  it.  Under 
normal  circumstances,  this  would  not  be  any  more  a  concern  than  ordinary  tax  evasion  but 
these  are  not  normal  circumstances.    This  leads  me  to  our  second  concern  and  that  is, 

security. 

INCREASING  THE  FEDERAL  EXCISE  TAX 
POSES  SECURITY  CONCERNS 

At  the  risk  of  sounding  somewhat  alarmist,  NACS  is  concerned  about  the  increased  risk 
that  we  believe  will  accompany  the  proposed  tax  increase.  At  the  distribution  level,  we 
are  already  aware  that  semi-tractor  trailers  loaded  with  cigarettes  headed  for  retail  in 
Canada  are  highly  guarded.  While  the  drivers  are  not  universally  armed  in  Canada,  the 
concern  is  growing.  The  violence  around  the  underground  tobacco  economy  is  also  a 
growing  concern  for  that  country. 

For  us,  our  analysis  can  begin  with  the  fact  that  a  75  cent  per  pack  increase  equates  to  a 
$7.50  increase  on  the  sale  of  a  carton  of  cigarettes.  In  many  retail  formats,  including 
convenience  stores,  the  value  of  tobacco  inventory  will  automatically  increase  by  37  and 
one-half  percent  (from  the  current  S20.00  to  S27.50).  Cigarettes  are  already  being  locked 
up  in  grocery  stores  because  of  the  shrinkage  and  theft  risk  that  they  pose.  In  fact,  the 
deemphasis  on  cigarettes  by  grocery  stores,  drug  stores  and  other  retailers  has  actually 
been  a  boon  to  our  business  as  smokers  have  found  it  easier  to  buy  cigarettes,  especially 
by  the  pack,  at  our  stores.    Therefore,  our  inventories  have  increased. 

The  concern,  however,  is  that  there  may  well  be  a  price  point  at  which  we  create  an 
incentive  to  steal  or  worse,  rob  for  cigarettes.  In  fact,  in  our  industry  we  have  already  seen 
many  cases  in  which,  because  the  amount  of  money  in  the  cash  register  is  kept  low,  an 
armed  robber  has  opted  to  rob  cigarette  inventory  as  a  more  lucrative  enterprise.  More- 
over, at  $27.50  a  carton,  cigarettes  will  be  the  most  expensive  item  in  any  convenience 
store  and  we  do  have  a  concern  over  the  security  risk  that  poses. 

Mr.  Chairman,  the  convenience  store  industry  is  very  security  conscious  and,  my  members 
spend  considerable  time  and  money  to  ensure  that  their  stores  are  unattractive  to  robbers. 
In  fact,  a  mainstay  of  the  industry's  efforts  in  this  regard  is  cash  control.  The  primary 
motivation  for  robbers  is  money,  so  the  primary  robbery  prevention  strategy  is  to  reduce 
the  amount  of  money  in  the  cash  register.  If  the  amount  that  robbers  expect  to  get  is  low 
enough,  most  will  not  take  the  risk. 

With  a  75  cent  per  pack  tobacco  tax  increase,  money  in  the  cash  register  and,  more  impor- 
tantly, efforts  to  control  that  cash,  become  almost  irrelevant.  Under  such  a  tax  increase, 
half  a  dozen  cartons  of  cigarettes  would  carry  a  street  value  of  over  S  100.00  And,  $9-90  in 
lost  taxes. 

As  the  Committee  proceeds  with  its  review  of  the  financing  provisions  of  this  health  care 
package,  our  industry  urges  serious  consideration  of  the  security  issues  created  by  a 
tobacco  tax  increase. 
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INCREASING  THE  FEDERAL  TAX  WILL  COST  JOBS 

As  you  are  no  doubt  aware,  tobacco  is  a  very  important  merchandise  category  for  us, 
comprising,  in  1992,  26.5  percent  of  all  merchandise  sales.  Indeed,  it  is  our  top  product 
category  after  gasoline.  This  single  fact  may  render  obvious  our  interest  in  the  impact  that 
a  higher  tobacco  tax  will  have  on  tobacco  usage  in  this  country  and  the  corresponding 
decline  in  sales  that  we  would  anticipate. 

According  to  the  economic  consulting  firm  of  Price  Waterhouse,  the  proposed  cigarette  tax 
increase  of  75  cents  would  reduce  consumption  by  11-12  percent. 

As  explained  at  the  outset  of  this  testimony,  NACS  members  are  small  businesses.  On 
average,  the  typical  convenience  store  has  about  $8,000  in  pre-tax  profits.  Under  a  75  cent 
per  pack  tax  increase,  44  percent  of  the  typical  store's  pre-tax  profit  would  be  lost.  That 
translates  to  a  sum  of  $4,596. 

But  a  75  cent  tobacco  tax  increase  means  more  than  lost  profits  to  convenience  store 
operators,  it  also  means  lost  jobs  to  American  workers.  Overall,  Price  Waterhouse  projects 
that  274,000  American  workers  would  lose  their  jobs  under  this  tax  increase.  6,000  of 
these  jobs  would  be  lost  by  convenience  store  employees. 

CONGRESS  SHOULD  CONSIDER  A  MORE  MODEST  INCREASE 

Mr.  Chairman,  if  we  have  a  message  this  morning  it  is  that  there  is  very  likely  a  price  point 
at  which  more  harm  than  good  is  done.    We  are  not  so  naive  as  to  believe  that  there  will 
not  be  an  increase  in  the  federal  excise  tax  on  tobacco.  However,  we  also  are  not  so  naive 
as  to  believe  that  a  75  cent  per  pack  tax  increase  can  be  levied  without  substantial  invita- 
tion to  tax  evasion  and  substantial  incentive  for  theft  or  robbery. 

Moreover,  we  are  not  so  unaware  as  to  believe  that  the  tobacco  tax  actions  of  this  Con- 
gress would  be  in  a  vacuum.  Equally  crunched  for  cash,  states  continue  to  rely  upon 
excise  taxes  and  many  are  likely  to  raise  their  own  tobacco  taxes,  exacerbating  the  prob- 
lems I  have  addressed  today. 

In  closing,  the  convenience  store  industry  urges  that  you  consider  the  points  that  we  have 
raised — about  tax  evasion,  about  a  contraband  market  and  about  retail  security — and 
further  urges  that  you  do  not  raise  the  tobacco  tax  so  gratuitously  as  to  prompt  these 
developments. 

Thank  you  for  the  opportunity  to  present  these  comments. 
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Chairman  Rostenkowski.  Mr.  Curtis. 

STATEMENT  OF  ROBERT  T.  CURTIS,  PRESIDENT,  KENTUCKY 
AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF 
INDUSTRIAL  ORGANIZATIONS;  AND  INTERNATIONAL  VICE 
PRESIDENT,  BAKERY,  CONFECTIONERY  AND  TOBACCO 
WORKERS  INTERNATIONAL  UNION 

Mr.  Curtis.  Yes,  Mr.  Chairman,  my  name  is  Robert  Curtis.  I  am 
president  of  Kentucky  State  AFL-CJIO  and  vice-president  of  the 
Bakery,  Confectionery  and  Tobacco  Workers,  which  represents 
125,000  hard-working  men  and  women. 

I  am  here  today — first,  let  me  say  I  grew  up  on  a  tobacco  farm. 
Tobacco  provided  the  meals  and  the  clothes  for  my  nine  brothers' 
and  sisters'  backs,  provided  for  my  education.  But  I  am  here  today, 
Mr.  Chairman,  because  the  tobacco  workers  and  their  families  are 
deeply  concerned  about  the  75  cent  increase  in  Federal  cigarette 
tax. 

The  labor  movement  supports  affordable,  accessible  health  care 
for  all  Americans.  We  strongly  support  efforts  to  reform  our  coun- 
try's health  care  system,  but,  Mr.  Chairman,  there  is  a  fly  in  the 
ointment. 

President  Clinton  says  that  his  health  care  reform  will  expand 
American  job  base.  We  disagree.  A  study  recently  conducted  on  em- 
ployment compensation  on  the  U.S.  tobacco  industry  found  that  a 
75  cent  increase  in  cigarette  tax  would  cost  more  than  80,000 
Americans  their  jobs.  That  is  80,000  men  and  women  out  of  work. 
That  is  80,000  American  families  thrown  on  the  scrap  heap,  and 
those  jobs,  Mr.  Chairman,  are  located  in  one  particular  region  in 
this  country — in  the  south. 

Our  figures  show  that  the  south  would  lose  close  to  40,000  jobs, 
3V2  times  as  many  jobs  as  the  rest  of  the  country.  My  State  of  Ken- 
tucky alone  would  lose  more  than  7,000  iobs,  second  only  to  North 
Carolina.  And  let  me  emphasize  that  these  are  not — we  are  not 
talking  about  low  wage  jobs,  service  jobs,  we  are  talking  about  los- 
ing the  highest  paid  manufacturing  jobs  in  this  country. 

Mr.  Chairman,  health  care  may  be  our  country's  number  one 
issue,  but  we  do  not  believe  that  one  group  of  Americans  and  one 
industry  and  one  region  of  the  country  should  be  forced  to  pay  the 
entire  burden.  Throughout  the  south,  tobacco  jobs  allow  hard  work- 
ing men  and  women  to  raise  their  families,  educate  their  children, 
and  promote  their  own  retirement. 

Mr.  Chairman,  I  represent  people  such  as  Wayne  Purvis  out  of 
Louisville,  Ky.  Wayne  is  42  years  old.  He  has  raised  two  children, 
sent  them  through  college  on  a  tobacco  worker's  wages.  Wayne 
looks  forward,  hopefully,  to  a  retirement  in  15  years.  In  countless 
communities  from  Richmond,  Va.  to  Macon,  Ga.,  Americans  depend 
on  tobacco  revenue  for  their  economic  survival. 

Tobacco  is  the  cornerstone  of  the  southern  economy.  Retraining 
is  often  talked  about  as  a  solution  for  job  loss.  Mr.  Chairman,  re- 
training is  not  the  answer.  We  support  retraining  programs,  but  we 
must  ask  ourselves  retraining  for  what,  for  a  part-time  worker  in 
a  Domino  Pizza  making  $5.35  an  hour.  Most  displaced  tobacco 
workers  would  probably  find  themselves  lost  in  want  ads.  If  they 
got  lucky,  they  might  get  a  chance  to  compete  for  a  minimum  wage, 
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part-time  job  without  security  and  benefits.  If  they  tried  to  stay  on 
the  extended  retraining  program,  who  would  support  their  families 
after  their  unemployment  ran  out? 

Mr.  Chairman,  we  believe  that  health  care  can  succeed  only  if 
there  is  universal  coverage,  cost  containment,  and  the  financing  is 
fair.  To  my  union  members,  the  bottom  line  is  fairness:  Fairness 
to  our  families,  to  our  community,  and  to  our  region.  The  proposed 
tax  on  cigarettes  does  not  meet  the  fairness  test.  When  40,000  hard 
working  Americans  like  Wayne  lose  their  jobs  and  their  future,  we 
ask  the  members  to  consider,  to  reconsider  the  tax  proposal  that 
has  been  submitted. 

I  thank  you. 

[The  prepared  statement  follows:] 
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Testimony  of  Robert  Curtis,  President 
of  the  Kentucky  American  Federation  of  Labor  and 
Congress  of  Industrial  Organizations,  and 
International  Vice  President  of  the 
Bakery,  Confectionery  &  Tobacco  Workers  International  Union 
Before  the 
Committee  on  Ways  and  Means, 
United  States  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 

November  19,  1993 


Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Robert  Curtis  and  I  am  here  today  as  President  of  the  Kentucky  AFL- 
CIO  as  well  as  an  International  Vice  President  and  head  of  the  tobacco  sector  of  the  Bakery, 
Confectionery  and  Tobacco  Workers  International  Union  (BC&T),  which  represents  125,000 
hard-working  men  and  women.  We  are  here  before  you  because  United  States  tobacco 
workers  are  deeply  concerned  about  many  aspects  of  the  current  health  care  system  and  the 
potential  impact  of  health  care  reform  on  themselves,  their  families  and  their  communities. 

As  a  result  of  hard-won  collective  bargaining  agreements,  BC&T  has  secured 
excellent  health  care  benefits  for  our  members.  Generally,  these  agreements  provide  fully- 
paid  physician  and  hospital  coverage  as  well  as  coverage  for  dental  and  mental  health  care, 
and  other  important  services. 

BC&T  AND  HEALTH  CARE  REFORM 

We  are  proud  of  the  health  care  protection  provided  to  members  of  BC&T, 
particularly  during  a  time  of  rising  health  care  costs  and  efforts  by  employers  to  cut  back  on 
health  care  benefits.  However,  we  also  recognize  that  these  benefits  are  not  free  and  that  the 
growing  cost  of  health  care  has  resulted  in  downward  pressure  on  wages  and  benefits.  For 
this  reason,  BC&T  strongly  supports  the  Administration's  efforts  towards  cost  containment. 

In  addition,  our  union  strongly  endorses  President  Clinton's  effort  to  provide 
universal  health  care  protection  for  the  37  million  Americans  who  do  not  now  have  health 
insurance.  Far  too  many  employers  fail  to  offer  health  insurance  to  their  employees.  It  is 
about  time  they  are  required  to  do  so.  For  those  employers  who  cannot  afford  to  pay  the 
entire  cost  of  health  insurance,  the  plan  will  make  available  subsidies  to  employers  and 
employees. 

In  sum,  we  believe  President  Clinton's  program  offers  the  promise  of  universal  access 
to  a  comprehensive  health  care  program  in  an  environment  that  effectively  controls  the 
unrestrained  growth  in  health  care  costs. 
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The  promise  of  such  protection  cannot  be  guaranteed  without  a  stable  and  secure 
source  of  funding.  In  our  view,  the  plan's  heavy  reliance  on  tobacco  taxes  to  pay  for  part  of 
the  program  gravely  jeopardizes  that  promise.  Experience  at  both  the  state  and  national  level 
confirms  the  fact  that  as  tobacco  excise  taxes  increase,  the  amount  of  revenue  derived  from 
them  invariably  decreases.  This  means  that  the  proposed  75  cent  tax  on  tobacco  would 
create  a  widening  gap  between  the  cost  of  the  health  care  program  and  the  revenues 
necessary  to  pay  for  it. 

ECONOMIC  IMPACT  OF  TOBACCO  TAXES 

Tobacco  Taxes  Unfairly  Target  the  South.  President  Clinton  has  said  that  health  care 
reform  will  expand  the  American  job  base  and  make  our  nation  more  competitive.  We 
disagree.  According  to  a  recent  analysis  of  a  Price-Waterhouse  study  on  employment  and 
compensation  in  the  U.S.  tobacco  industry,  a  75-cent-increase  in  the  federal  tobacco  tax 
would  cost  more  than  80,000  Americans  their  jobs.  In  general,  these  are  high  wage  jobs  in 
production,  manufacturing  and  distribution  of  tobacco  products. 

Moreover,  these  jobs  are  primarily  located  in  one  region  of  the  country  ~  the  South. 
Our  figures  show  that  the  South  will  lose  close  to  40,000  jobs  or  3.5  times  as  many  jobs  as 
the  rest  of  the  country  if  a  75-cent  federal  tax  increase  on  cigarettes  is  imposed.  My  state  of 
Kentucky  alone  would  suffer  a  projected  job  loss  of  more  than  7,000,  making  Kentucky  the 
second  hardest-hit  state  in  the  nation,  only  behind  North  Carolina.  Health  care  reform  is  a 
national  program.  One  group  of  workers,  one  industry  and  one  region  of  the  country  should 
not  be  forced  to  shoulder  the  burden. 

Moreover,  these  are  not  low-paying,  service-sector  jobs.  The  relatively  high  wages 
received  by  workers  in  the  tobacco  industry  has  allowed  them  to  raise  families,  educate 
children  and  provide  for  comfortable  retirements.  The  ripple  effect  of  this  income  on 
hundreds  of  communities  across  the  southern  U.S.  is  critical  to  the  economic  survival  of  the 
South. 

Consumer  Excise  Taxes  Are  Regressive.  As  countless  studies  over  the  past  decade 
have  concluded,  tobacco  taxes  are  among  the  most  regressive  taxes  raised  by  federal  and 
state  governments.  According  to  studies  by  the  Congressional  Budget  Office  (CBO)  and 
Citizens  for  Tax  Justice  (CTJ),  the  burden  of  tobacco  taxes  is  more  than  five  times  greater 
on  families  earning  $30,000  a  year  than  it  is  to  families  earning  more  than  $100,000  per 
year.  For  this  reason,  CTJ,  the  AFL-CIO  and  countless  other  progressive  organizations  in 
the  United  States  have  long  opposed  increases  in  consumer  excise  taxes  as  a  means  of 
financing  government  services  and  programs.  It  is  simply  an  unfair  tax  on  low-  and  middle- 
income  Americans. 

Retraining.  Some  say  that  retraining  is  the  answer  to  the  massive  dislocation  of 
tobacco  workers  anticipated  as  a  result  of  such  an  extraordinary  excise  tax  increase.  We 
support  retraining  programs;  they  are  a  requisite  element  of  any  serious  attempt  to  put 
displaced  workers  back  into  the  economy. 

But  when  we  discuss  retraining  workers  in  the  tobacco  sector  in  the  South,  we  must 
first  acknowledge  the  inherent  paradox  -  retraining  programs  alone  cannot  ensure  that 
tobacco  workers  secure  comparable  employment  at  a  comparable  skill  level  for  comparable 
wages  and  benefits.  Men  and  women  working  in  tobacco  manufacturing  facilities  in  my  own 
state  of  Kentucky  and  other  tobacco-manufacturing  states  are  the  highest-paid  manufacturing 
workers  in  the  country. 

We  cannot  delude  ourselves  into  thinking  that  any  program  that  retrains  these  people 
for  jobs  in  the  service-sector  economy  can  be  judged  as  adequate.  Most  displaced  tobacco 
workers  would  find  themselves  lost  in  the  want-ads,  where  they  would  find  only  minimum- 
wage  or  part-time  employment  opportunities. 
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Limited  unemployment  benefits  would  not  be  nearly  enough  to  carry  these  workers 
and  their  families  through  the  duration  of  an  extended  retraining  program  which  can  take  up 
to  two  years.  Yet,  extended  retraining  is  encouraged  by  the  U.S.  Labor  Department  because 
longer  training  programs  have  lead  to  higher-skill,  higher-wage  jobs. 

These  concerns  lead  us  to  the  conclusion  that  retraining  is  not  a  panacea,  and  that  the 
best  recourse  for  tobacco  workers  and  the  communities  who  depend  on  tobacco  income  is  to 
preserve  employment,  preserve  their  industry  and  oppose  exorbitant  increases  in  the  cigarette 
excise  tax. 

CONCLUSION 

BC&T  views  health  care  reform  as  a  critical  priority  for  our  members,  for  millions  of 
uninsured  Americans  and  for  the  nation.  We  support  the  President  in  this  effort  and 
recognize  the  challenges  he  faces  in  Congress.  Ultimately,  these  challenges  can  be  overcome 
as  long  as  a  majority  of  Americans  believe  the  new  health  care  system  includes  universal 
coverage,  genuine  cost-containment  and  equitable  financing. 


We  believe  that  the  President's  plan  addresses  the  first  two  goals.  However,  we 
remain  extremely  concerned  that  the  program's  reliance  on  tobacco  taxes  jeopardizes  the 
critical  principle  of  equitable  financing.  Therefore,  we  encourage  the  House  Ways  and 
Means  Committee  to  identify  other  funding  sources  that  are  more  broad-based  in  scope,  more 
progressive  in  design  and  which  treat  each  region  of  the  country  in  a  fair  and  equitable 
manner. 


Thank  you. 


634 


Mr.  Kopetski  [presiding].  Thank  you  for  your  testimony. 
Mr.  Curtis,  are  there  other  unions  that  represent  tobacco,  people 
employed  in  the  tobacco  industry? 
Mr.  Curtis.  Yes,  sir. 

Mr.  Kopetski.  What  other  unions  are  those? 
Mr.  Curtis.  Machinists,  sheet  metal,  carpenters,  millwrights, 
plumbers,  pipefitters. 
Mr.  Kopetski.  They  are  directly  involved  in  this  industry? 
Mr.  Curtis.  Yes. 

Mr.  Kopetski.  Do  they  share  similar  views  as  your  union? 
Mr.  Curtis.  Yes,  sir. 

Mr.  Kopetski.  We  saw  a  lot  of  solidarity  with  union,  and  you 
may  have  noticed  this  last  week  on  the  NAFTA  debate.  We  cer- 
tainly noticed  it.  The  union  movement,  are  they  solid  on  this  area 
as  well?  Is  it  all  unions  that  are  opposed  to  this  increase  or  is  it 
just  the  unions  that  are  directly  involved? 

Mr.  Curtis.  I  think  all  unions  are,  sir,  because  they  realize  the 
job  loss  for  our  people  will  take  jobs  away  from  their  people  as  well. 

Mr.  Kopetski.  So  AFSCME,  for  example,  who  represent  the  pub- 
lic employees? 

Mr.  Curtis.  Yes,  sir. 

Mr.  Kopetski.  OK  Now,  another  issue  that  has  come  before  the 
committee  in  terms  of  the  suggestion  to  pay  for  the  expansion  of 
health  care  for  the  37  million  Americans  who  don't  have  coverage 
today  is  to  tax  that  portion  as  income  of  the  benefits  above  the 
comprehensive  plan  package  that  is  a  part  of  the  Health  Security 
Act,  so  that  if  a  union,  let's  say,  has  been  excellent  in  their  negotia- 
tions and  were  able  to  get  benefits  beyond  what  the  Health  Secu- 
rity Act  offered,  the  requirements,  mandates  on  employers,  that 
would  be  considered  income  and  individuals  would  be  taxed  on 
that. 

Does  your  union  have  a  position  on  that? 
Mr.  Curtis.  Not  at  this  time,  no,  sir. 

Mr.  Kopetski.  Therefore,  you  don't  know  if  the  national  AFL- 
CIO  has  a  position  on  that? 

Mr.  Curtis.  To  my  knowledge,  the  national  AFL-CIO  is  opposed 
to  this,  sir. 

Mr.  Kopetski.  They  are  opposed  to  this.  Now,  earlier — I  don't 
know  if  you  had  the  benefit  of  earlier  testimony  and  questioning 
by  the  Members.  The  fact  is  that  you  can't  just  print  the  money  to 
pay  for  this  expansion.  Which  in  your  mind  is  less  Draconian,  the 
excise  tax  increase  in  terms  of  financing  health  care  or  taxing  a 
portion  of  the  benefits  above  the  basic  benefit  package? 

Mr.  Curtis.  I  think  both,  sir,  I  think  the  national  AFL-CIO  has 
taken  a  position  that  excise  taxes  are  a  recessive  tax  and  we  are 
not  in  favor  of  it.  I  think  through  the  hearings  and  meeting  with 
the  people  at  the  White  House,  the  AFL-CIO  has  offered  several 
alternatives  to  financing  the  health  care. 

Mr.  Kopetski.  But  if  you  are  forced  to  choose  one  of  the  two, 
which  would  you  choose  for  us  to  vote  upon  and  to  enact? 

Mr.  Curtis.  I  think  sitting  here  and  trying  to  answer  your  ques- 
tion, I  couldn't  answer  it  and  really  speak  without  some  discussion 
with  my  membership  if  that  was  the  two  choices. 
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Mr.  Kopetski.  If  the  choice  is  not  offering  health  care  to  the  poor 
in  this  country  or  doing  the  excise  tax,  which  do  you  support? 

Mr.  Curtis.  That  is  not  the  issue.  We  are  saying  that  if  every 
American  is  afforded  health  care,  then  everyone  should  pay  equal 
share  for  that,  not  pick  out  one  particular  industry  and  one  par- 
ticular region  and  one  group  of  people  and  say  you  provide  it  for 
everyone. 

Mr.  Kopetski.  What  if  the  political  will  is  not  there  in  the  body 
in  the  Congress  to  impose  a  broad-based  tax,  and  the  only  thing 
we  can  pass  or  we  are  given  the  two  options,  the  excise  tax  on  to- 
bacco products  or  not  providing  health  care  to  the  poor,  what  do 
you  think  we  ought  to  do? 

Mr.  Curtis.  I  think,  Congressman,  for  me  to  answer  that  would 
be  like  me  asking  you  a  question  and  you  not  knowing  what  your 
constituents  feel  and  ask  you  how  you  would  feel,  ana  I  would  be 
reluctant  to  answer  that. 

Mr.  Kopetski.  I  see.  Thank  you. 

Chairman  Rostenkowski.  Is  there  any  rationale  for  distinguish- 
ing among  different  forms  of  tobacco  and  imposing  a  different  rate 
of  tax?  I  ask  generally,  all  of  you,  is  there  any  rationale  for  impos- 
ing a  differential  in  taxes?  I  am  talking  about  chewing  tobacco  or 
smokeless  tobacco  or  spit  tobacco,  cigarettes,  cigars. 

Mr.  Clark.  Congressman,  I  think  there  is  a  rationale  because 
what  we  would  ask  is  that  you  follow  your  precedent  as  what  you 
have  done  in  the  past,  and  that  precedent  was  set,  and  when  you 
look  at  the  people  that  use  our  smokeless  tobacco  products,  tney 
are  the  hard  working  men  and  women  usually  that  have  the  jobs 
that  are  outside. 

A  lot  of  times  their  income  is  not  as  great,  and  when  you  look 
at  for  instance  a  pouch  of  chewing  tobacco  that  the  average  retail 
price  now  is  about  $1.80  and  you  are  proposing  to  increase  that  to 
about  $4.14,  that  is  ridiculous.  Those  hard  working  men  and 
women,  they  can't  afford  a  price  that  is  that  high,  and  so  what  you 
are  doing  is  you  are  shutting  down  the  chewing  tobacco  industry. 

The  snuff  

Chairman  Rostenkowski.  Mr.  Clark,  I  understand  this,  and  I 
really,  truly  sympathize  with  your  plight,  and  who  likes  to  raise 
taxes?  I  mean,  there  is  not  one  of  us  up  here  that  wants  to  do  that, 
and  so  what  we  try  to  do  is  to  figure  out  how  best  can  we  distribute 
the  burden.  As  has  been  pointed  out  to  the  administration,  in  my 
opinion,  the  revenues  that  they  expect  to  draw  from  the  tobacco  in- 
dustry is  overly  optimistic. 

I  also  want  you  to  understand  that  that  is  kind  of  a  lonesome 
voice,  that  there  aren't  too  many  people  vertically  shaking  their 
heads  yes  when  I  say  that  is  unfair.  Mr.  Anderson,  you  pointed  out 
that  you  have  different  crops,  as  you  did,  Mr.  Kelly.  What  you  also 
pointed  out  was  the  profit  from  tobacco  as  opposed  to  all  tne  other 
crops  that  you  raise. 

I  am  just — I  am  a  practical  man.  You  better  start  finding  out 
what  else  you  are  going  to  grow  because  I  just  see  it  out  there.  The 
American  people  want  health  insurance  and  they  want  to  have  it 
paid  for.  They  don't  want  to  pay  for  it.  I  understand  arguments 
about  deterring  children  from  tobacco.  I  remember  when  I  played 
ball,  geez,  I  was  going  to  be  like  Gabby  Hart.  I  threw  some  tobacco 
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in  my  mouth,  and  I  got  so  sick,  I  turned  green.  But,  you  know,  it 
wasn't  the  same  way  with  other  kids  that  were  playing  ball.  They 
could  take  the  Beechnut  chewing  tobacco  and  chew  it. 

But  as  sympathetic  as  we  are — and  I  don't  like  to  see  people  put 
out  of  business — I  have  got  a  table  here  where  you  are  raising  ciga- 
rettes 312  percent;  small  cigars,  3,248  percent;  large  cigars,  400 
percent;  pipe  tobacco,  1,852  percent;  snuff,  3,100  percent;  chewing 
tobacco,  11,750  percent. 

But  I  am  telling  you,  as  much  experience  as  I  have  had,  there 
is  going  to  be  a  tax  levy  on  you  people,  with  as.  bitter  a  fight  as 
we  can  nave. 

Mr.  Kelly. 

Mr.  Kelly.  I  will  agree  with  everything  you  are  saying,  sir.  I 
look  around  down  home,  and  I  see  a  lot  of  medical  professionals, 
and  I  hear  a  lot  of  things  they  say.  My  salary  is  not  quite  $1  mil- 
lion a  year  whenever  I  get  through  raising  my  tobacco,  and  I  see 
a  lot  of  the  medical  profession  building  mansions  far  beyond  mv 
dreams.  I  hear  them  say  that  they  have  to  pay  a  quarter  of  a  mil- 
lion dollars  of  their  first  money  to  pay  malpractice  insurance.  I 
hear  them  say  that  they  have  got  eight  or  nine  clerks  to  file  eight 
or  nine  different  insurance  policies  when  one  would  work.  And  then 
you  tell  me  you  are  going  to  take  away  my  living.  I  don't  under- 
stand why  they  can't  police  their  own  industry  first  and  then  let's 
start  savings  and  things,  and  let  us  all  pay  it. 

What  is  wrong  with  a  national  sales  tax,  a  penny  or  two  on  ev- 
erybody? 

Chairman  Rostenkowski.  Well,  Mr.  Kelly,  I  find  it  hard  to  dis- 
agree with  you  about  all  those  clerks,  but  maybe  that  is  one  of  the 
reasons  why  we  are  looking  at  whether  we  are  going  to  have  a  sin- 
gle-payer system  or  whether  we  are  going  to  eliminate  a  lot  of 
those  clerks  and  a  lot  of  the  paperwork  in  other  svstems. 

We,  as  a  government,  insist  that  in  order  for  the  medical  profes- 
sion to  protect  themselves,  they  have  got  to  hire  all  those  clerks  in 
order  to  fill  out  all  the  forms  at  the  insurance  company  that  are 
demanded  of  them.  But,  listen,  you  are  hard-working  people,  there 
is  no  question  about  that,  and  I  think  most  of  us  up  here  are  pretty 
hard  working  people  as  well,  and  it  disturbs  me  that  we  go  after 
an  industry  like  this. 

But  believe  me,  public  sentiment  is  not  on  your  side,  and  I  just 
wanted  to  share  that  with  you. 

Mr.  Kopetski.  Mr.  Sundquist. 

Mr.  Anderson.  Mr.  Chairman,  as  a  tobacco  grower,  I  can  appre- 
ciate your  remarks,  too,  and  Mr.  Kelly,  I  agree  with  his  remarks. 
I  would  certainly  urge  those  committees  as  they  examine  health 
care  to  look  at  efficiencies.  In  our  operations  at  home,  we  have  to 
look  at  efficiencies  and  where  they  can  be  best  accomplished,  and 
I  would  certainly  hope  that  this  fine  body  would  do  that. 

Responding  or  just  following  up  on  Mr.  Kelly's  remark  about  fair- 
ness, the  tobacco  that  I  grow  this  year,  grew,  I  received  around 
$1.70  a  pound.  When  that  tobacco,  sir,  is  taxed  at  the  Federal  level 
alone,  it  equates  to  the  Federal  Government  receiving  $7.36  a 
pound  for  a  product  that  I  received  much  less,  so  when  it  comes 
down  to  paying  a  fair  share,  I  would  suggest,  sir,  that  I  am  paying 
my  fair  share. 
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Mr.  Kopetski.  Mr.  Sundquist  may  inquire. 

Mr.  Sundquist.  Thank  you  very  much,  Mr.  Chairman. 

I  thank  the  panel.  I  say  to  our  distinguished  chairman  that  I 
share  his  sentiments,  and  I  think  I  am  offended  as  well  at  the  size 
of  the  amount  of  the  tax.  We  are  all  for  health  care.  I  don't  know 
of  anybody  I  have  met  who  doesn't  want  to  change  the  health  care 
system. 

We  have  different  ways  of  going  at  it.  Some  want  to  have  the 
government  take  care  of  everything,  some  want  us  to  have  changes 
in  the  way  we  administer  it  and  move  more  slowly,  but  that  is  le- 
gitimate debate  that  we  can  have  and  will  have  over  the  next  year. 
So  we  can  all  be  for  health  care,  but  then  we  have  to  talk  about 
how  we  fund  it,  as  Chairman  Rostenkowski  said.  We  all  know 
somebody  is  going  to  have  to  pay  for  it. 

I  am  concerned,  number  one,  to  make  sure  that  whatever  pays 
for  it  is  fair,  and  I  don't  think  the  changes  in  the  tobacco  industry 
by  anybody's  measurement  could  be  considered  to  be  a  fair  tax  dis- 
tribution. There  is  another  part  of  it  in  addition  to  the  inherent  un- 
fairness of  it.  There  is  also  the  question  of  are  we  building  a  build- 
ing on  a  false  foundation? 

If,  in  fact,  many  of  the  people  who  want  these  huge  taxes  applied 
are  not  after  the  taxes,  they  are  after  the  destruction  of  the  indus- 
try, then  does  it  make  sense  to  build  a  health  care  funding  process 
on  a  tax  revenue  stream  that  won't  be  there  because  it  is  proven 
that  if  you  tax  it  high  enough,  tax  anything  in  the  country  high 
enough,  people  will  stop  buying  it? 

And  so  I  think  it  is  wrong  to  have  these  excise  taxes,  these  to- 
tally unfair,  unreasonable  taxes  as  the  basis  for  funding  the  health 
care  package,  so  I  find  fault  with  the  amount  of  tax,  and  the  fact 
that  we  are  depending  upon  a  tax  stream  that  won't  be  there  to 
pay  for  the  health  care  system. 

Now,  thousands  of  percent  increase  on  anything  is  unfair.  I 
mean,  it  is  just  absolutely  unconscionable  to  me,  and  I  hope,  Mr. 
Chairman,  that  by  the  time  this  comes  to  our  committee,  that  we 
will  be  able  to  convince  enough  people  to  say  that  this  is  not  the 
way  you  treat  an  industry,  this  is  not  the  way  you  treat  hard-work- 
ing Americans,  this  is  not  the  way  you  treat  people  who  have  in- 
vested and  saved,  this  is  not  the  way  you  treat  people  who  have 
used  this  money  to  put  children  through  school  and  build  pick-up 
trucks  and  paying  for  the  farm  payments. 

Having  said  all  of  that,  it  is  going  to  be  a  fight,  you  all  are  really 
going  to  nave  to  get  active,  and  you  are  going  to  have  to  get  every- 
body whose  jobs  are  affected  by  this,  Mr.  Curtis  and  Ms.  Hutter. 
Mr.  Kelly,  how  easily,  we  have  been  told — well,  you  can  switch  to 
another  crop,  that  is  no  problem,  but  I  think  the  people  who  say 
that  don't  have  any  understanding  that  in  my  district  or  in  your 
area  or  other  parts  of  this  country  a  tobacco  patch  may  be  part  of 
an  acre  or  an  acre  or  two  acres. 

How  easily  could  you  switch  or  the  people  you  represent  switch 
to  an  alternative  crop  other  than  marijuana  that  probably  wouldn't 
make  many  people  happy,  including  me? 

Mr.  Kelly.  I  think  it  would  be  very  difficult  to  switch.  The  type 
of  tobacco  that  we  raise  is  in  special  barns  where  we  fire  this  to- 
bacco for  a  number  of  weeks.  Some  of  these  barns  are  very  expen- 
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sive  and  they  are  basically  used  for  that.  I  don't  know  how  we 
could  adapt  them  to  anything  else. 

As  I  testified,  I  raise  other  crops,  being  popcorn,  which  is  a  kind 
of  specialty  crop,  and  different  things,  and  I  basically  would  starve 
and  couldn't  finance  myself  if  I  didn't  have  tobacco  in  my  program. 
These  farms  not  only — I  farm  a  lot  of  farms  that  belong  to  land- 
lords who  live  off  the  farm  that  are  basically  in  the  hands  of  older 
people,  some  of  them  being  widows,  and  this  has  been  part  of  their 
heritage  for  a  number  of  years,  some  of  these  farms  being  handed 
down  for  three  or  four  generations.  And  these  people  look  to  that 
as  a  source  of  income.  I  don't  know  what  you  would  do  with  them 
if  you  just  do  away  with  that. 

Mr.  Sundquist.  The  panel,  do  you  not  find  it  ironic  that  some 
people  are  saying  we  have  to  have  this  income  stream  to  pay  for 
the  health  care,  then  at  the  same  time  they  will  say,  well,  why 
don't  we  invest  some  of  this  money  to  replace  the  lost  income?  Now, 
does  that  make  sense  to  you? 

Mr.  Kelly.  To  me  personally,  it  doesn't,  no,  sir. 

Mr.  Curtis.  Or  to  me,  sir. 

Mr.  Sundquist.  Do  you  believe  that  perhaps  many  Americans 
and  particularly  those  in  Congress  have  any  understanding  of  the 
economic  impact  that  this  will  have,  this  10,000  percent  increase, 
the  300  percent  increase?  I  don't  think  people  understand  what  is 
at  stake  in  terms  of  what  it  means  to  your  local  communities,  talk- 
ing about  the  tax  base  in  the  counties,  in  the  cities,  in  the  imple- 
ment dealers,  in  the  people  who  furnish  health  insurance  and  the 
lawyers  and  all  the  people  in  the  community.  I  mean,  people  have 
to  go  to  a  community  in  Kentucky  or  Virginia  or  Tennessee  to  real- 
ly understand  what  that  means  to  the  community. 

Anybody  care  to  comment  on  that?  Mr.  Anderson? 

Mr.  Anderson.  Mr.  Sundquist,  I  would  just  like  to  say  I  think 
our  market  in  my  county  at  home,  our  tobacco  market  this  year 

fenerated — I  think  the  total  sales  will  end  up  somewhere  around 
26.5  million,  and  while  we  have  other  industry  in  the  county,  it 
is  probably  by  far  the  largest  payroll. 

And  I  would  suggest  that  if  one  of  our  industries  were  being 
forced  to  shut  down  with  a  comparable  payroll  that  was  being 
forced  to  shut  down  by  government  action,  excessive  taxation,  I 
think  there  would  be  a  public  outcry  over  the  importance  of  it,  and 
to  not  allow  that  to  happen.  But  we  have  heard  other  testimony 
and  the  chairman  has  said  that  we  do  have  our  work  cut  out  for 
us  from  a  public  relations  standpoint.  But  the  importance  of  the  in- 
dustry in  small  communities  like  mine,  it  can't  be  overemphasized. 

Mr.  Sundquist.  Let  me  ask  one  last  question,  Mr.  Chairman, 
then  I  will  return  the  time  to  you. 

Is  anyone  on  this  panel  unwilling  to  have  us  put  a  fair  tax  on 
the  tobacco  industry?  I  mean,  I  am  going  into  it  saying  that  75 
cents  a  package  is  too  high  and  that  3,000  percent  is  too  high  and 
that  11,000  percent  is  too  high,  but  there  is  nobody  in  the  tobacco 
industry  who  would  say  if  you  will  treat  us  the  way  you  treat  ev- 
erybody else  to  pay  for  this  health  care,  we  will  do  our  part. 
Is  that  a  fair  statement? 
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Mr.  Curtis.  I  think,  Congressman,  my  testimony  was  that  I 
thought  it  was  unfair.  We  are  willing  to  pay  for  our  fair  share.  I 
mean,  we  as  workers  are. 

Mr.  Sundquist.  I  thank  you  all  for  being  here. 

Thank  you,  Mr.  Chairman. 

Mr.  Kopetski.  Mr.  Payne  may  inquire. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Anderson,  would  you  repeat  what  you  just  said  a  minute  ago 
about  the  pound  of  tobacco  that  you  sell  for  $1.70?  How  much  Fed- 
eral tax  is  collected  on  that  pound  of  tobacco? 

Mr.  Anderson.  Mr.  Payne,  these  are  US  DA  figures  that  cal- 
culated what  that  pound  of  tobacco  produces,  and  that  is  around 
25  packs  of  cigarettes,  so  at  the  current  level  of  taxation,  Federal 
taxation,  it  generates  $7.36  a  pound  for  the  Federal  Government, 
plus  State  and  local  taxes  above  that  figure. 

Of  course  they  vary,  each  of  the  50  states  have  a  different  level 
of  taxation,  but  on  average,  if  you  take  the  average  State  tax  and 
apply  it  to  the  Federal  tax,  you  come  out  somewhere  around  $14 
a  pound.  So,  it  is  a  tremendous  amount  of  tax  money  generated  by 
tobacco  presently. 

Mr.  Payne.  So  today,  for  every  pound  of  tobacco  that  you  grow 
and  receive  $1.70  for,  which  is  not  your  profit,  but  that  is  how 
much  you  get  for  that  pound  of  tobacco,  the  Federal,  State  and 
local  governments  then  collect  $14  on  that  pound  of  tobacco,  and 
it  is  also  true  that  since  1986,  that  we  on  this  committee  and  in 
the  Congress  have  raised  the  tobacco  taxes  some  300  percent  over 
that  period  of  time  already,  and  now  we  are  back  talking  about  in- 
stantaneously raising  taxes  from  300  to  10,000  percent  on  that 
same  product. 

And  so  it  is  no  wonder  that  people  are  here  saying  that  this  sim- 
ply does  not  meet  the  criteria  of  equity,  of  fairness.  And  as  I  start- 
ed this  hearing  2  days  ago — yesterday,  by  saying  that  I  am  very 
much  in  favor  of  health  care  and  health  care  reform,  but  I  am  very 
much  opposed  to  this  method  of  paying  for  it  because  it  simply  does 
not  meet  the  criteria  of  fairness  either  in  terms  of  the  percentage 
of  increase  that  is  being  discussed  compared  to  what  is  already 
being  paid. 

And  second,  we  have  singled  out  one  industry  and  one  product, 
as  Mr.  Curtis  pointed  out,  in  rural  areas  and  one  part  of  the  coun- 
try to  bear  almost  the  entire  tax  burden  as  it  relates  to  health  care 
and  health  care  reform. 

So  I  want  to  thank  you  very  much  for  being  here  and  thank  this 
whole  panel  for  being  here  and  the  testimony  you  have  made,  and 
to  say  that  I  very  much  intend  to  work  with  you  to  ensure  that  we 
do  pass — whatever  tax  that  we  pass  here  will  be  fair  and  equitable 
for  all  of  you  and  for  all  Americans. 

Thank  you. 

Mr.  Kopetski.  I  want  to  thank  the  panel  members.  Their  testi- 
mony is  very  helpful  to  us. 

Mr.  Kopetski.  We  will  move  to  our  last  panel.  We  have  Jane 
Delgado  from  the  National  Coalition  of  Hispanic  Health  and 
Human  Services  Organizations,  Lynn  Richardson  from  the  Coali- 
tion on  Smoking  OR  Health,  John  Banzhaf  from  the  Action  on 
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Smoking  and  Health,  and  the  Reverend  Jesse  Brown,  Jr.  from  the 
National  Association  of  African-Americans  for  Positive  Imagery. 

It  has  been  a  long  morning  and  afternoon.  I  would  like  to  remind 
the  panel  that  your  complete  statements  will  be  made  a  part  of  the 
record.  We  ask  that  you  summarize  your  testimony  in  about  5  min- 
utes. You  will  get  a  yellow  warning  light  with  1  minute  left,  and 
a  red  light  when  the  ejection  seat  goes  out. 

So,  Dr.  Delgado,  welcome. 

STATEMENT  OF  JANE  L.  DELGADO,  PHJ).,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  NATIONAL  COALITION  OF 
HISPANIC  HEALTH  AND  HUMAN  SERVICES  ORGANIZATIONS 

Ms.  Delgado.  Thank  you  very  much.  I  am  very  happy  to  be  here, 
I  guess.  I  wish  I  didn't  have  to  be  here  because  we  would  already 
have  passed  the  tobacco  tax,  but  I  have  to  tell  you  that  COSSMHO, 
the  organization  that  I  work  for,  the  National  Coalition  of  Hispanic 
Health  and  Human  Services  organizations,  we  have  350  organiza- 
tional members  around  the  country,  and  1,000  individuals  who  are 
members. 

You  should  know  that  it  is  very  hard  to  speak  here  because  there 
are  many  myths  that  we  hear  that  our  organizations  constantly 
have  to  combat.  The  one  is,  for  example,  that  the  companies  are 
good  and  responsible  because,  very  often  in  our  communities,  the 
people  who  fund  events,  people  who  give  the  discretionary  dollars 
are  the  tobacco  companies. 

I  remember  having  a  lunch  at  a  major  fundraiser  for  a  sister  or- 
ganization, and  I  sat  down  next  to  the  person  who  was  vice  presi- 
dent from  a  tobacco  company,  and  he  looked  at  me  and  he  said, 
"Jane,  I  would  like  to  give  you  some  money."  And  I  looked  at  him, 
and  I  said,  "Sir,  your  product  kills  our  people." 

Then  he  went  on  to  say  how  tobacco  isn't  really  bad  and  all  this 
stuff,  and,  you  know,  it  really  doesn't  kill  people.  And  I  looked  at 
him  and  I  said,  "How  did  you  know  I  wasn't  talking  about  cookies?" 

At  that  point,  he  didn't  speak  to  me  the  rest  of  the  lunch. 

Chairman  Rostenkowski.  Cookies  kill  people,  too? 

Ms.  Delgado.  I  wasn't  talking  about  cookies.  Cookies  can  kill 
you,  but  not  if  you  use  them  in  moderation. 

In  any  case,  the  second  thing  which  is  really  hard  is  the  idea 
that  this  kind  of  tax  hurts  poor  people.  That  is  probably — and  peo- 
ple say,  well,  this  tax  is  regressive,  and  in  our  testimony  we  use 
the  words  progressive  not  in  a  strict  sense  of  a  progressive  tax,  but 
in  the  sense  that  in  terms  of  people's  health,  this  tax  will  save 
lives. 

I  heard  about  80,000  people  out  of  work,  a  75  cent  tax  will  save 
the  lives  of  900,000  people.  Every  25  cents  increase  saves  another 
200,000  lives,  so  a  $2  tax  saves  nearly  2  million  lives  over  5  years. 
That  is  something  you  have  to  consider. 

The  third  thing  I  hear  a  lot  is  that  oh,  we  shouldn't  base  our 
health  care  reform  on  that  tax  because  it  has  diminishing  returns. 
Well,  in  terms  of  revenue,  yes,  but  as  you  know,  the  first  years  of 
health  care  reform  we  are  going  to  have  more  costs,  and  once  we 
start  having  the  savings  from  the  administrative  procedures  and 
other  things  we  intend  to  implement,  so  in  the  first  few  years,  we 
will  need  the  extra  revenue  that  comes  in  from  the  tax. 
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In  the  outer  years,  because  people  will  be  healthier  and  using  the 
health  care  system  less,  we  will  be  able  to  use  our — we  will  be  able 
to  satisfy  the  needs  of  the  health  care  systems  with  fewer  dollars. 

The  final  thing  which  I  have  to  say,  which  is  critical,  is  that  the 
Hispanic  community  is  strongly  in  support  of  this  tax.  In  Califor- 
nia, a  recent  survey  showed  that  from  all  communities,  Hispanic s 
were  most  likely  to  say  that  they  wanted  a  tobacco  tax.  So  when 
you  hear  that  people  are  opposed  to  this  tax,  I  think  you  have  to 
consider  what  they  are  saying  in  the  context  of  what  they  know. 
Saving  a  person's  job  is  a  wonderful  thing,  saving  a  person's  life 
is  much  better. 

Thank  you. 

Mr.  Kopetski.  Thank  you  for  your  testimony. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  JANE  L.  DELGADO 
NATIONAL  COALITION  OF  HISPANIC  HEALTH  AND  HUMAN  SERVICES 
ORGANIZATIONS 

Members  of  the  Committee,  I  am  pleased  to  have  this  opportunity  to  provide  the 
perspective  of  the  National  Coalition  of  Hispanic  Health  and  Human  Services 
Organizations  (COSSMHO)  on  the  proposed  tobacco  tax  financing  provisions  of  the 
Health  Security  Act.  However,  before  providing  our  perspective  on  this  issue  I  would  like 
to  provide  you  with  some  background  on  COSSMHO. 

COSSMHO  is  the  only  national  organization  with  a  primary  mission  of  improving  the 
health  and  well-being  of  Hispanic  communities.  We  represent  the  needs  and  concerns  of 
over  350  community-based  organizations  and  1,000  professionals  providing  front-line 
health  and  human  services  in  Hispanic  communities.  All  COSSMHO  programs  utilize  a 
community-based  empowerment  model  of  service  delivery  as  evidenced  by  the  fact  that 
60%  of  the  COSSMHO  budget  funds  community-based  programs.  COSSMHO  also 
operates  a  computer  bulletin  board  network  of  350  Hispanic  community-based 
organizations  organized  in  35  regional  health  coalitions.  Founded  in  1973,  COSSMHO  is 
celebrating  its  20th  anniversary  as  the  nation's  action  forum  for  Hispanic  health.  Given 
our  community-based  health  mission,  COSSMHO  does  not  accept  funding  from  tobacco 
or  alcohol  companies  or  their  subsidiaries,  the  only  national  Hispanic  organization  to 
have  adopted  this  organizational  policy. 

Refusing  the  support  of  tobacco  companies  has  not  been  an  easy  policy  to  live  with. 
Tobacco  companies  are  one  of  the  most  consistent  financial  supporters  of  Hispanic 
organizations,  providing  funds  that  are  often  unrestricted  and  offered  at  times  of  critical 
need  for  the  organization.  However,  accepting  such  funds  compromises  a  clear  health 
message  which  must  reach  Hispanic  communities:  tobacco  products  used  as  intended 
will  kill  you. 

This  message  is  currently  not  reaching  Hispanic  communities  because  it  must 
compete  with  images  of  tobacco  companies  as  the  good  corporate  citizen  sponsoring 
community  fiestas.  It  must  compete  with  Hispanic  billboard  images  linking  tobacco  use 
with  glamour,  success  and  sexual  prowess.  It  must  compete  with  the  "Old  Joe"  camel 
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cartoon  emblazoned  on  the  convenience  store  wall  the  Hispanic  child  stops  in  on  his  or 
her  way  home  from  school.  It  must  compete  with  Spanish  language  campaigns  offering 
prizes  that  increase  in  value  with  the  number  of  cigarette  package  "proofs  of  purchase" 
that  you  collect.  The  tobacco  companies  have  learned  what  the  health  community  has 
not,  how  to  conduct  culturally  and  linguistically  competent  promotion  campaigns  in 
Hispanic  communities. 

We  have  tried  the  Surgeon  General's  warning  on  cigarette  packages.  But  that 
warning  must  compete  with  too  many  other  industry  generated  images  of  tobacco.  For  the 
health  of  all  communities,  it  is  imperative  that  a  much  stronger  message  be  sent  that 
tobacco  kills.  That  message  is  the  $2  a  pack  cigarette  tax. 

Such  a  tax  has  the  full  and  enthusiastic  endorsement  of  COSSMHO  and  the  network 
of  350  community-based  organizations  and  1,500  individual  members  delivering  front- 
line health  services  in  Hispanic  communities.  Our  membership  sees  first  hand  the 
casualties  of  the  tobacco  promotion  campaign  and  they  need  the  $2  a  pack  tax  as  a  new 
tool  to  counter  the  tobacco  industry  message.  We  endorse  the  $2  a  pack  tax  because  it  is 
progressive  in  terms  of  community  health,  it  will  create  a  significant  barrier  to  initiation  of 
smoking  among  Hispanic  youth,  and  it  will  generate  revenue  to  finance  part  of  the  public 
health  burden  created  by  smoking. 

Cigarette  tax  is  a  progressive  tax.  The  tobacco  industry  has  generated  an  uproar 
over  the  proposed  tobacco  tax  increase  contending  that  it  is  a  regressive  tax  that  will 
finance  health  care  on  the  backs  of  the  poorest  Americans.  That  argument  is  offensive 
coming  from  an  industry  that  has  marketed  disease  to  the  communities  least  able  to  afford 
its  consequences.  While  the  cigarette  industry  may  downplay  or  outright  deny  Hispanic 
marketing,  three  cigarette  brands  with  Spanish  names  have  been  introduced  in  recent 
years  (Rio,  Dorado,  and  L&M  Superior)  and  are  among  the  top  companies  marketing  in 
Hispanic  communities. 
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The  tobacco  tax  is  progressive  in  terms  of  community  health  because  it  will  reduce 
smoking  incidence  and  save  lives.  The  Centers  for  Disease  Control  estimate  that  smoking 
now  kills  an  estimated  435,000  persons  every  year  in  the  United  States.1  In  fact,  smoking 
kills  more  persons  in  the  United  States  annually  than  alcohol,  heroin,  crack,  automobile 
and  airplane  accidents,  homicides,  suicides  and  AIDS  combined.2  Furthermore, 
environmental  tobacco  smoke  --  smoke  from  other  people's  cigarettes  -  has  been 
identified  as  the  nation's  third  leading  cause  of  preventable  death,  causing  approximately 
35,000  to  40,000  deaths  annually  from  cardiovascular  disease  among  nonsmokers  and 
3,000  lung  cancer  deaths.3  Environmental  tobacco  smoke  is  of  special  concern  in 
Hispanic  communities  because  of  new  research  which  demonstrates  that  of  children  ever 
exposed  to  smoke,  Hispanic  pre-school  children  while  being  the  group  ieast  likely  to  be 
exposed  to  smoke  prenatally  they  were  the  racial/ethnic  group  most  likely  to  be  exposed 
postnatal ly  in  the  home.4 

There  are  precious  few  occasions  when  a  legislative  action  will  have  such  a  clear 
and  positive  impact  as  will  a  $2  a  pack  cigarette  tax  increase.  The  President's  proposal  to 
raise  the  cigarette  excise  tax  by  75  cents  would  save  900,000  lives  over  time  by 
decreasing  the  number  of  people  who  use  tobacco  and,  therefore,  die  from  tobacco 
related  diseases.  A  $2  per  pack  cigarette  excise  tax  would  save  an  additional  1 ,000,000 
lives.  Each  additional  25  cents  of  taxation  beyond  the  proposed  75  cent  increase  will  save 
approximately  200,000  lives.5  I  can  think  of  no  better  example  of  a  progressive  tax. 

Cigarette  tax  will  prevent  smoking  among  youth.  A  $2  increase  in  the  cigarette 
excise  tax  will  prevent  smoking  initiation  among  youth.  Currently  8.7%  of  Hispanic  youth 
1 2-1 7  years  of  age  report  smoking  cigarettes  in  the  past  month  compared  to  4.3%  of  their 
non-Hispanic  black  and  1 2.7%  of  non-Hispanic  white  peers.  Furthermore,  7.4%  of 
Hispanic  high  school  students  report  smoking  cigarettes  on  25  or  more  of  the  last  30  days 
to  being  surveyed.6  Of  particular  concern  is  the  fact  that  smoking  appears  to  be  increasing 
among  Hispanic  youth,  particularly  Hispanic  women.7  At  the  same  time  that  smoking  is 
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increasing  among  Hispanic  youth,  tobacco  companies  have  spent  twice  as  much  as  any 
other  industry  on  billboard  advertising  in  Hispanic  communities.8  Billboard  advertising  is 
where  preteens  most  often  see  cigarette  advertising.9 

A  $2  a  pack  level  of  taxation  would  reduce  the  number  of  people  who  smoke  by 
over  7.5  million  and  would  prevent  roughly  2  million  premature  tobacco-caused  deaths 
over  time.10  The  effect  would  be  particularly  evident  among  youth  who  are  more 
sensitive  to  price  than  adults  are  in  choosing  to  smoke.  One  study  has  estimated  that  the 
price  elasticity  of  demand  (price  sensitivity)  for  cigarettes  among  teenagers  is  more  than 
three  times  the  elasticity  figure  for  adults.1 1  Given  that  half  of  all  smokers  start  smoking 
regularly  before  1 8  years  of  age12,  the  barrier  to  smoking  initiation  among  youth  js 
perhaps  the  most  positive  and  long-lasting  effect  of  a  $2  a  pack  cigarette  tax. 

Cigarette  tax  will  generate  revenue.  While  the  greatest  benefits  of  the  cigarette  tax 
are  the  public  health  benefits  of  decreasing  smoking  and  preventing  smoking  initiation, 
particularly  among  youth,  the  cigarette  tax  will  also  generate  revenue  to  offset  the  health 
cost  caused  by  smoking.  The  Office  of  Technology  Assessment  has  estimated  that  each 
pack  of  cigarettes  sold  results  in  health  care  costs  and  lost  productivity  amounting  to  $2.59 
per  pack.13  In  1990  dollars,  it  is  estimated  that  smoking  results  in  $501  billion  in  excess 
lifetime  health  costs  for  current  and  former  smokers.14  The  cost  grows  by  approximately 
$9-10  billion  annually  due  to  the  additional  excess  lifetime  health  care  costs  of  the  one 
million  teenagers  who  take  up  smoking  each  year.15 

Federal,  state  and  local  governments  collected  about  $1 1  billion  in  cigarene  excise 
taxes  in  1991 .16  Raising  the  cigarette  tax  by  $2  a  pack  would  generate  approximately  $50 
billion  annually  in  revenue.17  Furthermore,  this  tax  should  be  broadened  to  include  all 
tobacco  products,  particularly  snuff  and  chewing  tobacco,  use  of  which  is  increasing 
among  high  school  students.18  The  tobacco  tax  increase  is  sound  health  policy  both  in 
public  health  benefits  and  fiscal  benefits.  A  broad  tobacco  tax  increase  will  decrease 
smoking;  prevent  smoking  initiation,  particularly  among  youth  and  generate  revenue  to 
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pay  for  the  health  consequences  of  smoking.  It  is  a  progressive  public  policy  which 
deserves  to  be  enacted  with  dispatch. 

Hispanic  communities  support  tobacco  tax  increase.  Perhaps  the  best  proof  that  a 
tobacco  tax  is  a  progressive  public  policy  is  the  support  it  enjoys  in  the  Hispanic 
community.  A  recent  poll  of  Californians  demonstrated  Hispanic  community  support  for 
an  increase  in  the  tobacco  tax.  The  poll  found  that  a  majority  (51 .4%)  of  Hispanics 
supported  an  increase  tax  on  tobacco  products  compared  to  46.3%  of  non-Hispanics.19 
Among  current  smokers,  Hispanic  smokers  were  approximately  twice  as  likely  as  non- 
Hispanic  smokers  (37%  and  19%  respectively)  to  support  an  increase  on  tobacco 
products.20  Furthermore,  three-quarters  (76.8%)  of  Hispanics  compared  to  54.4%  of  non- 
Hispanics  supported  a  ban  on  tobacco  product  advertising  on  billboards.21 

The  tobacco  tax  increase  was  also  strongly  endorsed  as  part  of  the  Community 
Health  Agenda.  The  agenda  recommendations  were  developed  by  a  representative  group 
of  68  Hispanic  community  health  and  human  services  leaders  from  across  the  nation, 
including  the  directors  of  community-based  organizations,  elected  and  appointed  officials, 
city  and  county  health  officers,  and  academicians.  The  group  met  as  a  whole  and  after 
extensive  deliberation  developed  a  series  of  consensus  proposals  in  three  critical  areas: 
(1)  reducing  the  bureaucracy,  (2)  increasing  revenue  and  cost  containment,  and  (3) 
ensuring  quality.  In  the  area  of  "Increasing  Revenue  and  Cost  Containment,"  support  for 
an  increase  in  the  tobacco  tax  was  the  chief  proposal  of  the  agenda.  Other  revenue  items 
supported  by  the  Community  Health  Agenda  are:  increase  in  federal  excise  tax  on 
products  with  alcohol  content,  increase  in  federal  excise  tax  on  firearms  and  ammunition, 
surcharge  on  all  border  crossings  to  support  a  border  health  fund,  and  payment  of  health 
consequences  of  actions  by  environmentally  unsound  corporations. 

Given  the  public  and  community  health  benefits  of  the  $2  tobacco  tax  and  its 
potential  for  health  care  revenue  development,  the  time  has  come  to  stop  talking  about 
reform  and  act  on  the  first  and  easiest  step  to  health  care  reform,  the  $2  tobacco  tax. 
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Mr.  Kopetski.  Dr.  Richardson.  Welcome. 

STATEMENT  OF  LYNNE  D.  RICHARDSON,  MJ3.,  ASSOCIATE 
CHIEF  OF  EMERGENCY  SERVICES,  HARLEM  HOSPITAL 
CENTER,  AND  ASSISTANT  CLINICAL  PROFESSOR  OF 
MEDICINE,  COLUMBIA  UNIVERSITY  COLLEGE  OF 
PHYSICIANS  AND  SURGEONS,  NEW  YORK,  N.Y.,  ON  BEHALF 
OF  THE  COALITION  ON  SMOKING  OR  HEALTH 

Dr.  Richardson.  Thank  you.  Good  afternoon.  I  am  Dr.  Lynne 
Richardson. 

I  am  associate  chief  of  emergency  services  at  Harlem  Hospital 
Center,  and  assistant  clinical  professor  of  medicine  at  Columbia 
University  College  of  Physicians  and  Surgeons,  both  in  New  York 
City.  Today  I  appear  on  behalf  of  the  American  Cancer  Society, 
American  Heart  Association,  and  American  Lung  Association  unit- 
ed as  the  Coalition  on  Smoking  OR  Health  to  urge  you  to  raise  the 
cigarette  excise  tax  by  a  minimum  of  $2  per  pack  and  to  raise 
smokeless  tobacco  product  taxes  to  similar  levels. 

I  am  an  emergency  physician,  and  one  of  the  things  I  like  best 
about  being  an  emergency  physician  is  that  I  frequently  encounter 
situations  where  I  can  use  my  training  and  experience  to  save  a 
life.  Using  an  electrical  defibrillator  to  restart  a  heart  that  has 
stopped,  controlling  a  hemorrhage  from  a  wound  to  a  major  blood 
vessel,  inserting  a  tube  and  ventilating  an  infant  too  weak  to 
breathe  on  its  own,  and  resuscitating  a  patient  from  a  lethal  drug 
overdose,  these  are  common  activities  in  my  professional  life. 

To  be  able  to  act  to  save  a  life  and  to  know  that  my  failure  to 
act  correctly  can  cause  a  death  is  a  responsibility  that  I  accepted 
when  I  chose  to  become  an  emergency  physician,  but  it  is  not  only 
physicians  whose  actions  have  life  or  death  consequences.  Congress 
has  an  opportunity  to  save  not  1  life,  as  I  sometimes  do  when  I  am 
on  duty  in  the  Emergency  Department,  or  even  hundreds  of  lives, 
as  I  might  do  during  the  course  of  my  career,  by  your  action,  you 
can  save  2  million  lives,  and  you  can  do  it  without  spending  a  dime 
of  taxpayers  money. 

I  have  had  the  honor  of  testifying  before  committees  of  this  dis- 
tinguished body  in  the  past.  On  those  occasions,  I  have  talked 
about  drugs  and  violence.  The  committee  members  listened  to  me 
with  great  attention  as  I  described  the  victims  I  have  seen  in  the 
Emergency  Department.  I  hope  you  will  listen  to  me  with  the  same 
attention  today.  For  although  the  effects  of  tobacco  may  not  be  seen 
as  dramatic  as  the  effects  of  guns  and  drugs,  the  effects  of  tobacco 
are  far  more  deadly. 

Cigarettes  kill  more  than  400,000  people  each  year.  Three  thou- 
sand new  smokers  a  day  become  addicted  and  most  of  these  are 
teenagers  or  younger — 3,000  new  addicts  a  day.  When  used  as  in- 
tended, cigarettes  kill  more  than  one  out  of  three  long-term  users. 
Smoking  is  a  major  cause  of  heart  disease,  lung  cancer,  mouth  and 
throat  cancer,  emphysema,  chronic  bronchitis,  low  birth  weight  ba- 
bies, stroke,  and  a  variety  of  other  diseases.  Tobacco  is  the  leading 
cause  of  preventable  death  in  this  country,  responsible  for  almost 
20  percent  of  all  death. 

An  increase  in  the  Federal  excise  tax  on  tobacco  is  good  health 
policy.  The  President's  proposal  to  raise  the  cigarette  tax  by  75 
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cents  would  save  900,000  lives.  The  opportunity  exists,  though,  to 
save  an  additional  1  million  lives  if  the  tobacco  tax  is  raised  by  $2 
per  pack.  This  level  of  taxation  would  reduce  the  number  of  people 
who  smoke  by  over  7.5  million  and  would  prevent  roughly  2  million 
deaths  over  time. 

Substantially  increasing  tobacco  prices  is  the  single  most  effec- 
tive tool  in  reducing  tobacco  use,  particularly  among  the  young. 
Raising  the  cigarette  tax  will  deter  millions  of  children  from  start- 
ing to  smoke  and  encourage  many  current  smokers  to  quit,  and  it 
will  raise  revenues  to  help  pay  for  the  higher  medical  expenditures 
incurred  through  tobacco  use. 

Over  the  past  40  years,  the  Federal  tax  has  been  raised  by  a 
total  of  only  16  cents,  while  the  cost  of  tobacco  use  has  continued 
to  climb.  The  congressional  Office  of  Technology  Assessment  found 
that  in  1990,  the  total  cost  of  smoking  to  the  ILS.  economy  was  $68 
billion  or  $2.59  per  pack  of  cigarettes.  Raising  the  cigarette  excise 
tax  by  $2  would  begin  to  more  closely  reflect  the  costs  of  this  prod- 
uct on  society.  Taxing  tobacco  is  fair. 

I  would  just  like  to  mention  briefly  that  we  also  support  Presi- 
dent Clinton's  proposal  to  equalize  the  Federal  excise  tax  on 
smokeless  tobacco.  We  are  experiencing  an  epidemic  of  this  among 
our  young  people  with  the  average  age  at  which  they  begin  being 
9V2  years  old. 

In  conclusion,  let  me  just  say  that  substantially  increasing  tax- 
ation on  tobacco  products  is  sound  public  policy,  and  an  effective 
method  of  reducing  consumption  of  tobacco  products.  Increasing  the 
cigarette  tax  by  $2  per  pack  will  save  2  million  lives  and  raise  $20 
billion  per  year.  We  urge  you  to  do  that. 

Thank  you. 

Mr.  Kopetski.  Thank  you.  Thank  you  for  your  testimony. 
[The  prepared  statement  and  a  supplemental  statement  subse- 
quently received  follow:] 


/ 
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Testimony  of  Lynne  D.  Richardson,  M.D.,  F.A.C.E.P. 

Regarding  Financing  Provisions 
of  the  Administration's  Health  Security  Act 

Before  the  Committee  on  Ways  and  Means 
United  States  House  of  Representatives 

November  19,  1993 


Good  morning.  My  name  is  Lynne  D.  Richardson,  M.D., F.A.C.E.P.  I  am 
Associate  Chief  of  Emergency  Services  at  Harlem  Hospital  Center  and  Assistant 
Clinical  Professor  of  Medicine  at  Columbia  University  College  of  Physicians  and 
Surgeons,  both  in  New  York  City.  Today,  I  appear  on  behalf  of  the  American 
Cancer  Society,  American  Heart  Association  and  American  Lung  Association, 
united  as  the  Coalition  on  Smoking  OR  Health,  to  urge  Congress  to  raise  the 
cigarette  excise  tax  by  a  minimum  of  $2  per  pack,  and  to  raise  smokeless  tobacco 
product  taxes  to  similar  levels. 

I  am  an  emergency  physician.  One  of  the  things  I  like  best  about  being  an 
emergency  physician  is  that  I  frequently  encounter  situations  in  which  I  can  use  my 
training  and  experience  to  save  a  life.  Using  an  electrical  defibrillator  to  restart  a 
heart  that  has  stopped,  controlling  a  hemorrhage  from  a  wound  to  a  major  blood 
vessel,  inserting  a  tube  and  ventilating  an  infant  too  weak  to  breathe  on  its  own, 
resuscitating  a  patient  from  a  lethal  drug  overdose;  these  are  common  activities  in 
my  professional  life.  To  be  able  to  act  to  save  a  life  and  to  know  that  my  failure  to 
act  correctly  can  cause  a  death  is  a  reponsibility  that  I  accepted  when  I  chose  to 
become  an  emergency  physician.  But  it  is  not  only  physicians  whose  actions  have 
life  or  death  consequences. 

Congress  has  an  opportunity  to  save  not  just  one  life,  as  I  sometimes  do 
when  on  duty  in  the  emergency  department;  or  even  hundreds  of  lives,  as  I  might  do 
in  the  course  of  my  career;  by  your  action  you  can  save  2  million  lives  and  you  can 
do  it  without  spending  a  dime  of  taxpayers'  money. 

I  have  had  the  honor  of  testifying  before  committees  of  this  distinguished 
body  in  the  past.  On  those  occasions  I  have  talked  about  the  ravages  of  drugs  and 
violence.  The  committee  members  listened  to  me  with  great  attention  as  I 
described  the  victims  I  have  seen  in  the  emergency  department.  I  hope  you  will 
listen  to  me  with  the  same  attention  today.  For  although  the  effects  of  tobacco  may 
not  seem  as  dramatic  as  the  effects  of  guns  and  dmgs,  the  effects  of  tobacco  are  far 
more  deadly. 

Cigarettes  kill  419,000  Americans  each  year,  and  addict  an  average  of  3,000 
new  smokers  each  day.  An  overwhelming  majority  of  these  new  tobacco  addicts  are 
in  their  adolescent  or  teen  years.  When  used  as  intended,  cigarettes  kill  more  than  1 
out  of  3  long-term  users.  Smoking  is  a  major  cause  of  heart  disease,  lung  cancer, 
mouth  and  throat  cancer,  emphysema,  chronic  bronchitis,  chronic  obstructive 
pulmonary  disease,  low  birth  weight  babies,  strokes  and  a  variety  of  other  diseases. 
Tobacco  is  the  leading  cause  of  preventable  deaths,  responsible  for  almost  20 
percent  of  all  deaths. 

An  increase  in  the  federal  excise  tax  is  good  health  policy.  The  President's 
proposal  to  raise  the  cigarette  excise  tax  by  75  cents  would  save  900,000  lives  over 
time  by  decreasing  the  number  of  people  who  use  tobacco  and,  therefore,  die  from 
tobacco  related  diseases.  The  opportunity  also  exists  to  save  an  additional  1,000,000 
lives  if  the  tobacco  tax  is  raised  by  $2  per  pack.  This  level  of  taxation  would  reduce 
the  number  of  people  who  smoke  by  over  7.5  million  and  would  prevent  roughly  2 
million  premature  tobacco-caused  deaths  over  time.  Each  additional  25  cents  of 
taxation  beyond  the  proposed  75  cent  increase  will  save  approximately  200,000  lives, 
(attachment  1) 

Taxing  tobacco  is  fair  and  is  good  public  health  policy.  These  taxes  will: 

o     deter  millions  of  children  from  starting  to  smoke  and  encourage  many 

current  smokers  to  quit 
o     promote  public  health,  save  lives  and  raise  revenue 
o     help  pay  for  higher  medical  expenditures  incurred  through  tobacco  use 
Substantially  increasing  tobacco  prices  is  the  single  most  effective  tool  in 
reducing  tobacco  use,  particularly  among  children  and  youth.  However,  over  the 
past  40  years,  the  federal  tax  has  been  raised  by  a  total  of  only  16  cents,  and  in  real 
dollar  terms,  is  lower  today  than  before  we  knew  about  the  health  effects  of  tobacco 
use.  The  tax  on  cigarettes  has  actually  decreased  to  about  26  percent  of  the  retail 
price  (including  federal,  state  and  local  levies),  from  48  percent  in  the  mid  1960s. 
By  contrast,  in  Denmark,  Norway,  Sweden,  Canada,  Ireland,  Finland,  the  United 
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Kingdom,  the  Netherlands,  Germany,  Belgium,  France  and  other  industrialized 
countries,  the  cigarette  tax  rate  is  over  66  percent  of  the  total  price.  By  failing  to 
keep  pace,  our  tax  policy  has  actually  helped  to  encourage  more  people  to  smoke. 
This  makes  no  sense,  (attachment  2) 

Over  the  past  10  years,  our  neighbors  in  Canada  have  used  tax  policy  to 
secure  great  advances  in  the  field  of  tobacco  control.  According  to  a  June  1993 
report  from  the  Canadian  Department  of  Finance,  from  1980  through  1991,  federal 
excise  levies  on  tobacco  increased  by  more  than  550  percent,  whereas  provincial 
taxes  rose  by  more  than  500  percent.  These  tax  increases  have  had  the  greatest 
effect  on  youth.  In  1981,45  percent  of  Canadian  male  teenagers  smoked,  compared 
to  22  percent  in  1989,  a  more  than  50  percent  decrease  in  consumption.  From  1981 
to  1991,  overall  Canadian  tobacco  consumption  decreased  by  36  percent.  At  the 
same  time,  tax  revenues  increased  from  $2  billion  to  $7.1  billion,  (attachment  3) 

The  cost  of  tobacco  use  has  continued  to  climb.  The  Congressional  Office 
of  Technology  Assessment  recently  found  that  in  1990  the  total  cost  of  smoking  to 
the  U.S.  economy  was  $68  billion,  or  $2.59  per  pack  of  cigarettes.  Raising  the 
cigarette  excise  tax  by  $2  per  pack  would  begin  to  more  closely  reflect  the  costs  of 
this  product  to  society. 

If  there  was  a  legislative  proposal  for  a  preventive  health  program  which 
would  save  two  million  lives,  I  would  support  its  enactment  if  it  cost  $20  billion 
dollars.  To  enact  a  program  which  will  save  two  million  lives  and  raise  over  $20 
billion  in  revenue  seems  to  me  to  be  a  compellingly  attractive  proposition. 

We  commend  President  Clinton  for  recognizing  the  health  reasons  for 
increasing  the  excise  tax  on  tobacco  products.  While  we  urge  you  and  President 
Clinton  to  increase  the  tax  on  cigarettes  by  $2  a  pack,  President  Clinton's  proposal 
points  us  in  the  right  direction. 

We  particularly  want  to  commend  President  Clinton  for  his  proposal  to 
equalize  the  federal  excise  tax  on  snuff  and  chewing  tobacco  with  the  tax  on 
cigarettes.  The  disparity  in  the  tax  rates  on  these  products  has  contributed  to  a  true 
national  tragedy.  A  December  1992  report  from  the  Office  of  Inspector  General  of 
the  U.S.  Department  of  Health  and  Human  Services  found  that  nearly  1  in  5  high 
school  males  use  "spit"  tobacco.  Spit  tobacco  contains  carcinogenic  and  addictive 
substances  that,  in  the  long  run,  assure  continuous  use  of  these  products  and  greatly 
increase  the  risk  for  cancer  and  other  diseases.  Current  taxation  of  smokeless 
tobacco,  including  chewing  and  snuff  is  only  a  few  cents  on  the  dollar,  less  than  2 
percent  of  the  estimated  wholesale  price.  Use  of  these  products  has  become  an 
epidemic  among  youth,  with  an  average  age  of  initiation  of  9  1/2  years.  The 
President's  proposal  would  do  nothing  more  than  correct  the  current  disparity.  It  is 
vital,  if  we  are  to  stem  the  rise  in  use  of  spit  tobacco  products  among  children. 

I  would  like  to  use  the  rest  of  my  allotted  time  to  address  some  common 
misconceptions  about  tobacco  excise  taxes.  First,  the  tobacco  industry  vehemently 
claims  that  the  tax  will  hit  lower  socio-economic  groups  hardest.  Yet,  data 
compiled  by  the  U.S.  Department  of  Agriculture  shows  that  the  tobacco  industry's 
own  pricing  policies  are  far  more  harmful  to  the  pocketbooks  of  the  poor  than 
tobacco  tax  policy.  The  industry  has  raised  the  price  of  cigarettes  more  than  10 
percent  per  year,  on  average,  for  more  than  a  decade.  And  where  does  this  money 
go?  Ten  years  ago  tobacco  farmers  received  7  percent  of  the  tobacco  dollar.  Today, 
a  mere  3  percent  benefits  tobacco  farmers,  while  over  50  percent  goes  directly  to  the 
manufacturer,  generating  the  excessive  profits  needed  to  finance  the  $4  billion  in 
advertising  and  promotion  each  year,  a  disproportionate  share  of  which  is  targeted 
to  women,  children  and  minorities. 

Further,  a  significant  increase  in  the  tax,  by  $2  per  pack,  would  decrease 
consumption  by  an  estimated  23  percent,  even  higher  in  lower  socio-economic 
communities,  freeing  up  much  needed  disposable  income  in  those  cases.  The  real 
impact  of  smoking  on  lower  socio-economic  groups  is  the  higher  rates  of  death  and 
disease  resulting  from  their  continued  addiction  to  tobacco,  fostered  by  targeted 
industry  advertisement  campaigns. 

Individuals  living  in  lower  socio-economic  communities,  those  whom,  the 
tobacco  industry  claims,  would  be  most  affected  by  a  tobacco  tax  increase,  can  least 
afford  the  health  care  costs  associated  with  tobacco  use  and  are  the  most 
underserved  by  the  current  health  care  system.  According  to  an  August  1993  report 
of  an  expert  panel  convened  by  the  National  Cancer  Institute,  the  burden  of  illness 
and  death  caused  by  smoking  is  borne  disproportionately  by  those  lower  income 
groups  that  often  have  the  least  access  to  medical  care,  smoking  cessation  programs 
and  information  about  cessation. 

It  is  reprehensible  for  tobacco  companies  to  make  inner  cities  into  an 
outdoor  gallery  of  advertising  billboards  while  affluent  neighborhoods  are  virtually 
untouched  by  the  advertising  pitches.  An  increase  in  the  tobacco  tax  will  help  bring 
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health  care  services  to  the  poor,  thereby  directly  benefiting  those  most  affected  by 
the  tax. 

Another  myth  is  the  minority  community's  lack  of  support  for  a  $2  increase 
in  cigarette  taxes.  According  to  a  recent  poll  commissioned  by  the  American 
Cancer  Society,  African-American  voters  (63  percent)  are  nearly  as  likely  as  white 
voters  (66  percent)  to  support  a  $2  increase,  (attachment  4) 

The  same  poll  found  that  Hispanic  voters  (71  percent)  are  more  likely  than 
white  voters  (66  percent)  to  support  the  tax.  Further,  a  majority  of  low-income 
voters  (less  than  $20,000)  would  favor  a  $2  increase  as  well.  Perhaps  they  know  that 
tobacco  use  is  responsible  for  48,000  African-American  deaths  each  year  and  that 
the  lung  cancer  rate  for  African-Americans  was  2.3  times  higher  than  for  whites 
from  1980-87. 

In  conclusion,  substantially  increasing  taxation  on  tobacco  products  is  sound 
public  policy  and  an  effective  method  of  reducing  consumption  of  tobacco  products. 
It  is  an  effective  public  policy  tool  for  significantly  reducing  death  and  disability 
from  various  forms  of  lung  cancer  and  cardiovascular  diseases  and  stroke.  The 
American  Cancer  Society,  American  Heart  Association  and  American  Lung 
Association  and  many  other  groups  (attachment  5)  urge  the  Congress  to  raise  the 
cigarette  tax  by  $2  per  pack,  an  increase  which  will  save  nearly  $2  million  lives  and 
raise  well  over  $20  billion  each  year,  and  we  also  urge  you  to  adopt  the  President's 
proposal  to  equalize  the  tax  on  chewing  tobacco  and  snuff  with  the  tax  on  cigarettes. 
These  are  taxes  we  can  all  live  with. 
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Supplemental  Statement  of 
American  Cancer  Society,  American  Heart  Association,  and  American  Lung  Association, 
United  as  the  Coalition  on  Smoking  OR  Health 

The  American  Cancer  Society,  American  Heart  Association,  and  American 
Lung  Association,  united  as  the  Coalition  on  Smoking  OR  Health,  hereby  request  that 
this  Supplemental  Statement  be  included  in  the  Hearing  Record  of  the  Committee's 
November  19, 1993  hearings  on  the  revenue  raising  measures  in  the  President's  health 
care  reform  proposal.  This  would  permit  the  Coalition  (1)  to  comment  on  how  the 
President's  proposal  to  increase  the  excise  tax  on  tobacco  products  would  effect 
tobacco  farmers  and  (2)  to  propose  that  the  Committee  add  an  additional  sum  to  the 
President's  plan  and  earmark  those  additional  funds  to  assist  tobacco  farmers  and  the 
economies  of  areas  heavily  influenced  by  tobacco  agriculture. 

Despite  the  fact  that  more  cigarettes  are  manufactured  in  the  United  States 
today  than  were  a  decade  ago,  the  number  of  tobacco  farmers  in  the  United  States  has 
been  reduced  dramatically  over  the  past  ten  years  as  the  direct  result  of  actions  by 
tobacco  manufacturers  (i.e., increases  in  growth  and  manufacture  overseas,  decreased 
quotas  and  increased  imports),  a  decline  that  will  continue  whether  or  not  a  substantial 
excise  tax  increase  is  enacted  this  year.  While  the  actual  impact  of  the  proposed  tax  on 
tobacco  farmers  will  be  far  less  than  has  been  portrayed  by  the  tobacco  industry,  the 
Coalition  urges  the  Committee  to  add  between  $.03  and  $.10  to  the  President's 
proposal  and  to  earmark  those  additional  funds  to  (a)  assist  tobacco  farmers  who  retire 
their  tobacco  allotments  and  elect  to  stop  growing  tobacco  and  (b)  provide  some  form 
of  compensation  to  states  and  counties  whose  economies  will  be  adversely  affected  by  a 
decrease  in  tobacco  consumption  to  make  the  transition  to  both  other  crops  and  non- 
agricultural  alternatives  to  tobacco.  A  tobacco  tax  can  and  should  be  seen  as  an 
opportunity  to  deal  with  the  inevitable  decline  in  tobacco  agriculture. 
Impact  of  the  Proposed  Tax  on  Tobacco  Farmers  is  Far  Less  Than  Has  Been  Portrayed 

The  Coalition's  data  shows  that  a  75  cent  raise  in  the  cigarette  excise  tax  will 
result  in  an  approximately  12  percent  decline  in  consumption.  The  USDA  reports  that 
over  50%  of  all  tobacco  leaf  grown  in  the  United  States  is  exported  as  either  raw  leaf 
or  in  manufactured  products.  These  leaf  products  would  not  be  affected  by  the 
proposed  excise  tax  increase.  Therefore,  even  if  tobacco  consumption  in  the  United 
States  fell  by  12  percent,  the  net  decrease  on  tobacco  farmers  would  be  no  more  than  a 
6  percent  decline  in  revenues,  a  far  lower  figure  than  has  been  portrayed  by  the 
tobacco  industry.  Moreover,  if  not  for  a  clause  contained  in  the  FY94  Omnibus 
Budget  Reconciliation  Package  extending  a  congressionally  mandated  quota  reduction 
floor  of  10  percent,  burley  tobacco  quotas  would  have  declined  by  close  to  20  percent 
in  the  current  fiscal  year  alone.  This  action  was  not  in  response  to  an  excise  tax 
increase.  Moreover,  the  projected  decrease  will  not  devastate  the  economy  of  most 
tobacco  states.  Recent  USDA  data  indicates  that  fewer  and  fewer  counties  are  heavily 
dependent  on  tobacco  farming.  For  example,  over  the  last  decade,  North  Carolina  has 
broadened  its  agricultural  base  and  developed  an  ever-increasing  non-agricultural 
economy  to  replace  tobacco.  Currently  only  Kentucky  continues  to  have  tobacco  cash 
receipts  exceeding  50  percent  of  total  agricultural  crop  cash  receipts.  As  for  who  really 
benefits  from  the  growth  and  manufacture  of  tobacco,  of  the  value  of  one  stalk  of 
tobacco,  63.3  percent  goes  to  cigarette  manufacturers,  and  only  2. 6 percent  to  growers. 
As  recently  as  a  few  years  ago  the  growers'  share  was  7  percent. 

In  addition,  foreign -grown  tobacco  now  accounts  for  over  one-third  of  the 
tobacco  used  in  U.S.  cigarette  production,  compared  with  15  percent  20  years  ago, 
according  to  the  USDA.  Imports  have  risen  sharply  the  last  3  years,  reflecting  a  shift 
by  manufacturers  to  using  cheaper  foreign-grown  leaf  in  the  rapidly  expanding  discount 
cigarette  market.  Overall,  general  imports  rose  21  percent  in  1992. 

It  is  clear  that  the  total  impact  of  the  tobacco  tax  to  the  tobacco  grower  will  be 
less  than  has  been  portrayed.  Any  decline  from  increased  taxation  pales  in  comparison 
to  the  continued  increase  in  overseas  tobacco  production,  spawned  by  the  American 
tobacco  industry.  We  strongly  believe  that  farmers  should  be  assisted  in  efforts  to 
decrease  their  dependence  on  growing  tobacco.  Regardless  of  any  increase  in  the 
federal  tax,  tobacco  manufacturers  intend  on  continuing  to  increase  the  growth  and 
manufacture  of  tobacco  overseas,  to  the  detriment  of  the  small  family  farmer. 
Tobacco  Farming  Has  Been  in  Decline  for  the  Past  Decade  Due  Primarily  to  the 
Actions  of  Tobacco  Manufacturers. 

Today,  the  tobacco  manufacturers  do  not  speak  for  the  tobacco  farmer.  The 
tobacco  manufacturers'  primary  concern  is  to  protect  their  profits.  American 
companies  are  using  more  cheap  imported  tobacco  and  have  begun  to  move  their 
manufacturing  capacity  overseas.  In  addition,  as  the  nation's  demand  for  cigarettes 
declined,  the  domestic  tobacco  industry  began  to  diversify  into  other  areas,  such  as 
insurance,  finance  and  real  estate.  Most  notable  has  been  the  tobacco  industry's 
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purchase  of  food  conglomerates  such  as  Kraft,  General  Foods  and  Nabisco.  How 
ironic  that  political  leaders  in  tobacco  states  argue  against  diversification  for  tobacco 
farmers  even  while  tobacco  manufacturers  do  so. 

Overall,  despite  the  fact  that  more  cigarettes  are  manufactured  in  the  U.S. 
than  10  years  ago,  tobacco  growing  and  manufacturing  jobs  have  declined  over  the  last 
10  years.  While  cigarette  manufacturing  increased  during  the  period  from  1983-1991, 
manufacturing  jobs  decreased  by  29  percent  (1982-92)  and  the  number  of  tobacco 
farms  declined  by  23  percent  (1985-92).  With  consumption  dropping,  exports  rising 
and  manufacturing  and  farming  jobs  being  taken  oversees  by  the  tobacco  industry, 
actions  must  be  taken  to  address  the  need  for  diversification t  including  capital  for 
growing,  transporting,  storing  and  marketing  other  products.  If  action  is  not  taken,  the 
agricultural  integrity  of  many  states  will  be  in  jeopardy. 

Federal  Aid  to  Tobacco  Farmers  to  Enable  Them  to  Stop  Growing  Tobacco  and  to 
Develop  Alternate  Means  of  Economic  Support  is  Consistent  with  Federal  Health 
Policy 

Unfortunately,  the  federal  government's  policies  on  tobacco  remain 
inconsistent.  On  the  one  hand,  the  U.S.  government  acknowledges  that  tobacco  use  is 
the  single  most  preventable  cause  of  death  in  the  United  States,  killing  419,000 
Americans  each  year,  and  the  Environmental  Protection  Agency  categorizes 
secondhand  smoke  as  a  Group  A  (known  human)  carcinogen.  On  the  other  hand, 
policies  of  the  USDA  assure  that  federal  assistance  and  tax  dollars  support  the  growth 
and  use  of  tobacco  products. 

The  Coalition  on  Smoking  OR  Health  has  a  long-standing  position  opposing 
the  use  of  federal  funds  of  any  kind  for  the  marketing,  growth  and  promotion  of 
tobacco  products.  Yet,  the  USDA  continues  to  spend  nearly  $17  million  annually  to 
administer  the  No  Net  Cost  Tobacco  Program.  The  cost  of  other  tobacco-related 
activities  of  the  USDA  include:  the  Marketing  Promotion  Program  ($3,248  million  in 
FY1992  (although  no  appropriations  were  approved  in  FY1993  and  FY1994));  the 
inspection  and  grading  of  tobacco  at  auction  markets  ($235,000  in  FY1993);  market 
news  reports  on  auction  sales  activity  ($952,000  in  FY1993);  research  and  extension  on 
tobacco  production  and  marketing  ($10,619  million  in  FY  1993);  and  the  subsidization 
of  all-risk  crop  insurance  and  direct  disaster  payments  ($12.87  million  in  FY  1991). 

The  Coalition  strongly  believes  that  federal  funds  would  be  better  spent  by 
supporting  efforts  to  help  America's  small  farmers  to  break  free  from  their  dependence 
on  tobacco.  In  light  of  a  decreasing  dependence  on  U.S.  grown  tobacco,  monies  would 
be  more  properly  allocated  to  support  the  growth  of  alternative  crops,  to  improve 
access  of  tobacco  producers  to  markets  for  other  crops,  and  to  help  tobacco  state 
economies  attract  other  industries. 

The  policies  of  the  U.S.  Government  should  reflect  the  objectives  set  by 
former  Surgeon  General  C.  Everett  Koop  for  a  Smoke-Free  Society  by  the  Year  2000 
and  identified  in  the  U.S.  Government's  Healthy  People  2000  Objectives  relating  to 
tobacco  use.  The  federal  government  should  not  continue  policies  and  programs  that 
encourage  and  promote  the  growth  of  tobacco.  Therefor,  the  Coalition  urges  Congress 
to  take  the  necessary  steps  to  provide  assistance  for  current  tobacco  allotment  owners 
and  allotment  holders  to  help  them  get  out  of  the  business  of  growing  tobacco. 
Recommendations  for  Diversifying  the  Agricultural  Community  in  Tobacco  Growing 
States  Through  Dedication  of  Federal  Cigarette  Excise  Tax  Revenues 

A  substantial  increase  in  tobacco  taxes  offers  a  unique  opportunity  to  generate 
funds  to  benefit  the  agricultural  community  in  tobacco  growing  states.  This 
opportunity  must  not  be  lost.  The  Coalition  on  Smoking  OR  Health,  representing  over 
7  million  volunteers,  urges  Congress  to  add  between  $.03  and  $.10  (or  whatever  is 
deemed  necessary)  to  the  proposal  to  increase  the  federal  cigarette  excise  tax  for  the 
purpose  of  aiding  farmers  and  farm  economies  heavily  influenced  by  tobacco 
agriculture.  The  Coalition  supports  the  recommendations  of  Congressman  Mike 
Andrews  (detailed  in  H.R.  1246),  Kentucky  State  Representative  Anne  Northup,  the 
Community  Farm  Alliance,  based  in  Berea,  Kentucky,  and  others,  recommending  the 
use  of  grants  and  loans  for  the  development  of  an  agricultural  infrastructure  to 
support  the  production  and  sale  of  other  crops,  including  funding  of  facilities  for 
collecting,  storing,  packing,  processing  and  distributing  farm  commodities.  Other 
possible  uses  of  tobacco  excise  tax  funds  include  community  development  projects  for 
establishing  processing  plants  for  fruits,  vegetables  and  meats,  as  well  as  other  forms  of 
job  growth  and  economic  diversification  into  non-agricultural  industry  and  business. 
In  addition,  funds  should  be  made  available  for  retiring  existing  tobacco  allotments  for 
those  electing  not  to  continue  to  growing  tobacco. 

A  January  31,  1993  editorial  in  the  Louisville  Courier- Journal  stated,  "The 
interest  of  the  tobacco  companies  and  the  family  farmers  no  longer  overlap.  Tobacco 
companies  want  cheap  tobacco;  farmers  need  a  good  price  for  their  crop.  Tobacco 


655 


companies  are  expanding  into  other  markets  overseas  and  sometimes  that  means 
promising  to  help  develop  foreign  farming  and  manufacturing  operations  -  and  cutting 
out  the  American  farmer  and  laborer  altogether."  A  subsequent  September  26,  1993 
editorial  continued,  "The  threat  to  Kentucky's  economy  is  much  larger  than  President 
Clinton's  proposed  tax.  In  fact,  if  the  tobacco  tax  were  not  raised  one  cent,  the  industry 
would  still  be  in  decline.  The  trend  is  for  Americans  to  smoke  less  and  for  tobacco 
companies  to  look  overseas  for  farming  and  manufacturing  opportunities.  No  matter 
what  happens  in  Washington,  during  the  debate  on  how  to  fund  health  care,  the 
Kentucky  tobacco  farmer's  future  is  not  secure  ...What's  good  for  Kentucky  would  be 
for  our  leaders  to  get  to  work  on  a  conversion  program  for  tobacco  farmers. " 
We  concur. 
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Mr.  Kopetski.  Ms.  Scheg,  you  are  with  the  Action  on  Smoking 
and  Health;  is  that  right? 

TESTIMONY  OF  JOHN  F.  BANZHAF  IH,  PROFESSOR  OF  LAW  AT 
GEORGE  WASHINGTON  UNIVERSITY,  AND  EXECUTIVE 
DIRECTOR  AND  CHIEF  COUNSEL,  ACTION  ON  SMOKING 
AND  HEALTH,  AS  PRESENTED  BY  KATHLEEN  E.  SCHEG, 
LEGISLATIVE  COUNSEL,  ACTION  ON  SMOKING  AND  HEALTH 

Ms.  Scheg.  That  is  correct.  Mr.  Chairman,  members  of  the  com- 
mittee, I  am  Kathleen  Scheg,  I  am  legislative  counsel  for  Action  on 
Smoking  and  Health.  Mr.  Banzhaf,  who  was  prepared  to  give  testi- 
mony today,  has  been  unexpectedly  detained  in  court,  and  so  I  am 
going  to  be  substituting  for  him. 

Today  we  would  like  to  try  to  help  to  persuade  Congress  to  pass 
a  substantial  increase  in  the  Federal  cigarette  excise  tax,  far  more 
than  the  75  cents  which  has  been  proposed,  by  making  three  basic 
points.  The  first  is  that  an  increase  of  $1  or  even  $2  in  the  excise 
tax  on  cigarettes  is  amply  justified,  not  just  as  a  so-called  sin  tax, 
but  rather  as  a  user  tax. 

The  four  principal  studies  of  the  cost  of  the  major  diseases 
caused  by  smoking  all  show  that  this  totally  unnecessary  burden 
on  the  American  public  is  well  over  $50  billion  a  year.  Another 
study  shows  that  smoking  is  responsible  for  10  percent  of  direct 
health  care  costs,  that  is  not  counting  the  indirect  health  care 
costs.  Adjusted  for  inflation,  the  average  cost  of  smoking  shown  by 
the  four  studies  is  almost  $100  billion  a  year,  which  ASH  believes 
is  conservative  for  many  reasons. 

The  analysis  done  by  Mr.  Banzhaf  is  attached  to  the  testimony. 
I  won't  go  into  that  now  except  to  point  out  to  you  that  this  analy- 
sis is  remarkably  similar  to  Mr.  Harris'  which  you  heard  yesterday 
and  there  was  no  conferring  in  the  preparation  of  the  two  analyses. 

Based  upon  the  well-accepted  principle  that  people  who  use  a 
product  or  engage  in  an  activity  should  pay  the  cost  associated 
with  it,  rather  than  inflicting  those  costs  on  the  general  public 
through  higher  taxes,  ballooned  health  care  insurance  rates,  and  in 
many  other  ways,  the  tax  on  cigarettes  should  be  $4  for  every  pack 
of  cigarettes  rather  than  the  average  State  and  Federal  tax  of  only 
56  cents.  This  is  especially  true  since  Congress  in  its  wisdom  has 
seen  fit  to  exempt  cigarettes  from  virtually  all  health  and  safety 
regulations  and  to  immunize  them  in  large  part  from  tort  liability 
imposed  on  other  dangerous  consumer  products. 

Second,  the  proposal  to  raise  the  cigarette  tax  by  75  cents  to  99 
cents  a  pack  would  result  in  a  tax  burden  far  lower  than  in  vir- 
tually any  other  major  country.  Indeed,  even  a  tax  increase  of  $2 
for  every  pack  of  cigarettes  would  result  in  a  tax  burden  substan- 
tially lower  than  in  most  other  countries,  much  lower,  for  example, 
than  in  Denmark,  the  United  Kingdom,  Ireland,  India,  Finland, 
Sweden,  Belgium,  and  Canada  to  name  only  a  few  examples.  A 
table  attached  to  the  testimony  shows  exactly  how  far  to  the  bot- 
tom the  United  States  ranks. 

The  experience  in  Canada  as  well  as  more  recently  in  California 
and  even  here  in  neighboring  Maryland  shows  that  a  substantial 
increase  in  cigarette  tax  will  bring  in  far  more  revenue  and  at  the 
same  time  dramatically  reduce  the  number  of  people  who  smoke 
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and  thus  require  excess  medical  care.  A  $2  a  pack  increase  would 
result  in  7.6  million  fewer  smokers,  almost  2  million  American 
lives  saved — and  what  else  can  this  committee  do  that  will  save  2 
million  American  lives — increased  revenue  of  $35  billion  a  year, 
and  a  saving  in  medical  costs  of  tens  of  billions  of  dollars. 

Third,  if  tnere  is  any  justification  for  raising  the  Federal  tax  on 
bullets,  such  as  New  York  Senator  Patrick  Moynihan  seems  willing 
to  insist  upon,  there  is  far  more  justification  to  raise  the  tax  on 
cigarettes  much  higher  than  the  current  proposal  of  only  75  cents. 

Senator  Moynihan's  proposal  calls  for  increasing  the  current  tax 
on  all  handgun  ammunition  by  450  percent  in  order  to  save  lives. 
But  a  1991  Senate  Judiciary  committee  report  pegged  annual  U.S. 
deaths  from  all  homicides,  including  all  gun  homicides  at  about 
24,000,  as  compared  with  an  estimate  of  418,000  annual  smoking- 
caused  deaths,  a  figure  which  doesn't  begin  to  count  the  more  than 
50,000  Americans  the  former  Surgeon  General  and  the  World 
Health  Organization  estimate  die  each  year  from  exposure  to  sec- 
ondhand smoke.  This  is  innocent  bystanders  who  do  not  choose  to 
be  exposed  to  secondhand  smoke. 

There  is  a  similar  disparity  in  terms  of  the  added  revenue  avail- 
able to  help  finance  health  care  reform.  A  450  percent  increase  in 
the  bullet  tax  would  raise  only  $200  million  a  year,  compared  with 
more  than  $200  billion  a  year  in  new  revenue  from  the  comparable 
450  percent  increase  in  tax  on  cigarettes,  an  increase  which  would 
also  save  over  1  million  American  lives  and  countless  tens  of  bil- 
lions of  health  care  costs. 

Mr.  Chairman  and  members  of  the  committee,  even  the  strongest 
proponents  of  the  President's  health  care  plan  admit  that  the  cost 
of  doing  coronary  bypass,  lung  removal,  and  other  operations  can 
be  reduced  only  so  much  by  eliminating  red  tape  and  by  mandating 
competition.  The  only  real  way  to  achieve  long-lasting  health  care 
savings  is  to  reduce  significantly  the  need  to  do  these  and  other 
complicated  and  very  expensive  medical  procedures — something  in- 
creased taxes  on  cigarettes  will  do  within  a  relatively  short  period 
of  time. 

ASH  hopes  that  the  members  of  the  committee  and  the  other 
Members  of  Congress  will  have  the  courage  to  do  the  right  thing 
rather  than  knuckling  under  to  the  tobacco  industry  and  its  misin- 
formation as  they  have  done  in  the  past.  A  $2  a  pack  increase  is 
enormously  popular  with  the  voters,  would  result  in  $35  billion  in 
new  revenue  to  finance  health  care  reform,  and  would  save  almost 
2  million  lives  and  countless  billions  of  dollars  a  year  in  health  care 
costs. 

I  thank  you  for  giving  me  this  opportunity  to  testify.  I  would  be 
happy  to  respond  to  any  questions,  and  Mr.  Banzhaf  would  be 
happy  to  submit  written  comments  to  any  questions  you  may  have. 

Thank  you. 

Mr.  Kopetski.  Thank  you  very  much  for  your  testimony. 

[The  statement  of  Mr.  Banzhaf  as  given  by  Ms.  Scheg  follows:] 
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ACTION  ON  SMOKING  AND  HEALTH 
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TESTIMONY  OF  JOHN  F.  BANZHAF  III 
PROFESSOR  OF  LAW  AT  THE  GEORGE  WASHINGTON  UNIVERSITY  AND 
EXECUTIVE  DIRECTOR  AND  CHIEF  COUNSEL  OF 
ACTION  ON  SMOKING  AND  HEALTH  (ASH) 
A  NATIONAL  NONPROFIT  SCIENTIFIC  AND  EDUCATIONAL  ASSOCIATION 

BEFORE  THE  WAYS  AND  MEANS  COMMITTEE  OF  THE 
U.S.  HOUSE  OF  REPRESENTATIVES 
FRIDAY,  NOVEMBER  19,  1993 

ON  THE  FINANCING  PROVISIONS  OF  THE 
ADMINISTRATIONS  HEALTH  SECURITY  ACT  AND  OTHER  PROPOSALS 


Mr.  Chairman  and  Members  of  the  Committee: 

I  am  Professor  John  Banzhaf  of  the  George  Washington  University 
Law  School,  and  I  serve  as  Executive  Director  and  Chief  Counsel  of  Action  on 
Smoking  and  Health  (ASH),  the  nation's  antismoking  organization. 

In  more  than  25  years  of  public  service  ASH  has  helped  get: 

■  anti-smoking  messages  on  the  air  and  cigarette  commercials  off  the  air; 

■  smoking  bans  on  airplanes,  trains,  buses,  and  a  growing  number  of  other 
public  places; 

■  higher  health  insurance  premiums  for  smokers,  and 

■  clearly-established  legal  rights  for  nonsmokers. 

Today  we  would  like  to  try  to  help  persuade  Congress  to  pass  a 
substantial  increase  in  the  federal  cigarette  excise  tax  —  far  more  than  the  75 
cents  which  has  been  proposed  —  by  making  three  basic  points. 

The  FIRST  is  that  an  increase  of  one  dollar  —  or  even  two  dollars  — 
in  the  excise  tax  on  cigarettes  is  amply  justified,  not  just  as  a  so-called  "sin  tax," 
but  rather  as  a  "user  tax." 

The  four  principal  studies  of  the  costs  of  the  major  diseases  caused 
by  smoking  all  show  that  this  totally  unnecessary  burden  on  the  American  public 
is  well  over  50  billion  dollars  every  year.  Another  study  shows  smoking  to  be 
responsible  for  ten  percent  of  direct  health  care  expenses. 

Adjusted  for  inflation,  the  average  cost  of  smoking  shown  by  the  four 
studies  is  almost  100  billion  dollars  a  year  —  which  ASH  believes  is  conservative 
for  many  reasons.  [SEE  ANALYSIS  I] 

Based  upon  the  well  accepted  principle  that  people  who  use  a 
product  or  engage  in  an  activity  should  pay  the  costs  associated  with  it,  rather 
than  inflicting  them  on  the  general  public  through  higher  taxes,  ballooned  health 
care  insurance  rates,  and  in  many  other  ways,  the  tax  should  be  at  least  four 
dollars  for  every  pack  of  cigarettes,  rather  than  the  average  state  and  federal  tax 
of  only  560. 

This  is  especially  true  since  Congress,  in  its  wisdom,  has  seen  fit  to 
exempt  cigarettes  from  virtually  all  health  and  safety  regulations,  and  to 
immunize  them  in  large  part  from  the  tort  liability  imposed  on  other  dangerous 
consumer  products. 
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SECOND,  the  proposal  to  raise  the  current  federal  tax  75  cents  to  99 
cents  per  pack  would  result  in  a  tax  burden  far  lower  than  in  virtually  any  other 
major  country.  Indeed,  even  a  tax  increase  of  over  two  dollars  for  every  pack 
of  cigarettes  would  result  in  a  tax  burden  substantially  lower  than  in  most  other 
countries;  much  lower,  for  example,  than  in  Denmark,  the  U.K.,  Ireland,  India, 
Finland,  Portugal,  Brazil,  Sweden,  Belgium,  and  Canada,  to  name  only  a  few 
examples.  [SEE  TABLE  I] 

The  experience  in  Canada,  as  well  as  more  recently  in  California, 
shows  that  a  substantial  increase  in  cigarette  tax  will  bring  in  far  more  revenue, 
and  at  the  same  time  dramatically  reduce  the  number  of  people  who  smoke  and 
thus  require  excess  medical  care.  A  two  dollar  a  pack  increase  would  result  in 
7.6  million  fewer  smokers,  almost  2  million  American  lives  saved,  increased 
revenue  of  $35  billion  dollars  a  year,  and  savings  in  medical  costs  of  tens  of 
billions  of  dollars. 

THIRD,  if  there  is  any  justification  for  raising  the  federal  tax  on 
bullets  as  New  York  Senator  Patrick  J.  Moynihan  seems  to  be  willing  to  insist 
upon,  there  is  far  more  of  a  justification  to  raise  the  tax  on  cigarettes  much 
higher  than  the  current  proposal  of  only  75  cents. 

Senator  Moynihan's  proposal  calls  for  increasing  the  current  tax  on 
all  handgun  ammunition  by  450%  in  order  to  save  lives.  But  a  1991  Senate 
Judiciary  Committee  Report  pegged  annual  U.S.  deaths  from  all  homicides 
(including  all  gun  homicides)  at  about  24,000,  as  compared  with  the  estimate  of 
418,000  annual  smoking-caused  deaths;  a  figure  which  does  not  count  the  more 
than  50,000  Americans  the  former  Surgeon  General  and  the  World  Health 
Organization  estimate  die  each  year  from  exposure  to  secondhand  smoke. 

There  is  a  similar  disparity  in  terms  of  the  added  revenue  available 
to  help  finance  federal  health  care  reform.  A  450%  increase  in  the  bullet  tax 
would  raise  only  200  million  dollars  a  year,  compared  with  more  than  20  billion 
a  year  in  new  revenue  from  a  comparable  450%  increase  in  the  tax  on  cigarettes 
—  an  increase  which  would  also  save  over  one  million  American  lives  and 
countless  tens  of  billions  in  health  care  costs. 

Ladies  and  Gentlemen:  even  the  strongest  proponents  of  the 
President's  health  care  plan  admit  that  the  costs  of  doing  coronary  bypass,  lung 
removal,  and  other  operations  can  be  reduced  only  so  much  by  eliminating  red 
tape  and  by  mandating  competition. 

The  only  way  to  achieve  real  and  long-lasting  health  care  savings  is 
to  significantly  reduce  the  need  to  do  these  and  other  complicated  and  very 
expensive  medical  procedures  themselves  —  something  increased  taxes  on 
cigarettes  will  do  within  a  relatively  short  period  of  time. 

ASH  hopes  that  the  members  of  this  Committee,  and  the  other 
Members  of  Congress,  will  have  the  courage  to  do  what  is  right,  rather  than 
knuckling  under  to  the  tobacco  industry  as  it  has  done  so  often  in  the  past. 

A  two  dollar  a  pack  tax  increase  is  enormously  popular  with  the 
voters,  would  result  in  35  billion  dollars  in  new  revenue  to  finance  health  care 
reform,  and  would  save  almost  2  million  lives  and  countless  tens  of  billions  each 
year  in  health  care  costs. 

Thank  you  —  I  would  be  happy  to  respond  to  any  questions. 
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ANALYSIS  I 
THE  ECONOMICS  OF  SMOKING 
Action  on  Smoking  and  Health  (ASH)  believes  that: 

A.  overall,  smoking  costs  the  American  economy  over  $100  billion  each 
year,  an  amount  roughly  comparable  to  the  national  deficit  and  to  the  losses  in 
the  savings  and  loan  crisis; 

B.  much  of  the  cost  is  borne  by  nonsmokers  in  the  form  of  higher  taxes  to 
pay  the  additional  and  unnecessary  medical  care  expenses  under  Medicare, 
Medicaid,  Veterans'  benefits,  and  other  welfare  programs;  by  higher  health 
insurance  premiums;  and  in  increased  health  care,  absenteeism,  and  disability 
costs  to  employers  passed  along  in  higher  prices  for  most  goods  and  services; 

C.  because  reductions  in  the  risks  associated  with  smoking  begin  to 
appear  within  weeks  after  cessation,  and  are  very  substantially  lower  after  one 
year,  the  "payback  period"  for  measures  which  discourage  smoking  is  short,  and 
significant  decreases  in  health  care  costs  can  be  expected  to  begin  occurring 
within  a  year  a  two; 

D.  a  $2/pack  increase  in  the  current  excise  tax  on  cigarettes  would  reduce 
the  number  of  smokers  by  7.6  million,  and  save  1.9  million  lives  as  well  as  tens 
of  billions  each  year  in  health  care  costs  —  all  while  raising  federal  revenues  by 
$35  billion  each  year  (even  after  allowing  for  the  reduction  in  overall 
consumption  caused  by  the  increased  retail  price). 

This  brief  memo  addresses  only  the  first  of  these  three  factors:  the 
costs  of  smoking  to  the  American  economy. 

There  have  been  several  major  attempts  to  estimate  the  total  costs 
of  smoking  to  the  economy.  They  include  the  following  studies,  each  of  which 
shows  the  total  cost  for  the  year  computed,  as  well  as  that  cost  adjusted  upward 
to  account  for  cost-of-living  increases  (inflation). 


STUDIES  ESTIMATING  COSTS  OF  SMOKING 

THEN  $s 

1993  $s 

Office  of  Technology  Assessment  (1985)  {1} 

$65.0 

$89.3 

Rice  et.  al.  (1984)  {2} 

$53.7 

$77.2 

HHS  (1985)  {3} 

$52.3 

$71.8 

Oster  et.  al.  (calculated,  1984)  {4} 

$100.0 

$143.8 

AVERAGE 

$67.5 

$95.5 

Ten  percent  of  direct  health  care  expenses 
are  estimated  to  arise  from  tobacco-related 
diseases  {5} 
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However,  these  estimates  are  believed  to  be  far  lower  than  the  total 
costs  in  1993  dollars  for  the  following  reasons: 

1.  Estimates  of  the  total  number  of  deaths  attributable  to  smoking 
continue  to  rise  as  we  learn  more  about  the  many  different  dangers  of  smoking. 
For  example,  in  1985  when  the  studies  above  were  made,  it  was  believed  that 
390,000  Americans  died  each  year  as  a  result  of  smoking.  Today  the  U.S. 
Surgeon  General  and  the  U.S.  Public  Health  Service  place  the  same  number  at 
435,000,  almost  a  10%  increase.  A  recent  study  based  upon  death  certificates 
suggests  that  smoking  is  a  cause  in  one  out  of  every  three  deaths. 

2.  These  estimates  generally  include  only  the  pro-rata  share  of  the 
expenses  of  the  major  diseases  caused  by  smoking:  i.e.,  lung,  laryngeal,  oral, 
and  esophageal  cancer;  chronic  obstructive  lung  disease  ("COLD,"  principally 
chronic  bronchitis  and  emphysema);  coronary  heart  disease,  and 
cerebrovascular  disease.  They  do  not  include  the  many  other  diseases  of  which 
smoking  is  a  major  cause  (e.g.  other  cancers),  including  some  discovered  since 
these  studies  were  done  (e.g.,  cataracts). 

3.  These  estimates  do  not  include  the  costs  of  53,000  adult  deaths  a  year 
from  cancer  and  heart  disease  the  U.S.  Surgeon  General  and  the  World  Health 
Organization  attribute  to  secondhand  tobacco  smoke,  much  less  the  far  larger 
number  of  adult  nonsmokers  who  contract  these  diseases  each  year  as  result  of 
exposure  to  secondhand  tobacco  smoke  but  whose  lives  are  saved  by  (often 
very  expensive)  medical  treatment. 

4.  These  estimates  do  not  include  the  many  very  serious  problems 
secondhand  tobacco  smoke  causes  to  children  who  are  exposed  in  the  home 
and  elsewhere.  The  EPA  recently  estimated  that  secondhand  smoke  causes  as 
many  as  1,000,000  asthma  attacks,  300,000  cases  of  bronchitis  and  emphysema, 
tens  of  thousands  of  unnecessary  hospitalizations,  26,000  new  cases  of  asthma, 
and  countless  inner  ear  infections  (the  most  common  medical  problem  in  young 
children)  each  year  —  just  in  infants  under  18  months  of  agel 

5.  The  estimates  do  not  include  the  many  diseases  which  are  exacerbated 
by  smoking  even  if  not  specifically  caused  by  it.  For  example,  "black  lung" 
disease  occurs  in  both  smoking  and  nonsmoking  coal  miners,  but  it  is  rarely 
disabling  (i.e.,  creates  expenses  for  disability  payments)  except  among  the 
miners  who  smoke.  Indeed,  virtually  any  disease  or  condition  caused  by  foreign 
bodies  in  the  lungs  —  "black  lung,"  "brown  lung,"  asbestosis,  lung  cancer  from 
radon  exposure,  etc.  —  is  seriously  exacerbated  by  tobacco  smoke. 

6.  The  estimates  do  not  include  the  added  costs  for  treating  smokers  for 
medical  problems  not  caused  by  smoking.  For  example,  a  smoker  undergoing 
an  operation  for  a  broken  leg  will,  on  the  average,  spend  far  more  time  in  the 
intensive  care  unit  recovering  from  the  operation,  and  is  far  more  likely  to  suffer 
complications  (especially  respiratory  ones)  as  a  result  of  his  smoking.  Similarly, 
smoking  contributes  to  added  health  care  costs  for  everything  from  serious  back 
pain  to  tooth  loss. 
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7.  The  estimates  do  not  include  the  costs  of  cigarette-caused  fires. 
Cigarettes  are  the  major  cause  of  residential  fire  deaths,  a  category  which 
includes  not  only  single  family  homes,  but  also  apartment  buildings,  hotels  and 
motels,  hospitals  and  nursing  homes,  and  dormitories.  In  1986  smoking  caused 
1506  civilian  deaths,  3559  serious  civilian  injuries  (including  many  very- 
expensive  long-term  burn-treatment  victims),  and  more  than  $400  million  in 
property  damage,  as  well  as  the  injury  to  fire  fighters  and  the  costs  of 
extinguishing  the  fires.  {6}  Cigarettes  are  also  a  major  cause  of  forest  fires. 

In  addition,  although  the  following  are  not  costs  directly  caused  by 
smoking  in  the  strict  sense  of  the  word,  they  nevertheless  play  a  role  in 
assessing  the  total  costs  of  smoking,  and  the  savings  which  might  be  achieved 
by  decreasing  its  incidence. 

A.  It  is  well  known  that,  while  all  smokers  are  certainly  not  alcoholics, 
many  alcoholics  are  also  smokers.  Some  experts  believe  that  alcoholics 
(including  "recovered  alcoholics")  would  be  less  likely  to  continue  to  abuse  (or 
return  to  abusing)  alcohol  if  they  also  ceased  their  dependence  upon  nicotine, 
thereby  reducing  the  many  excess  costs  caused  by  alcohol  abuse  as  well.  {7} 

B.  Smokers  have  a  much  higher  rate  of  automobile  accidents  —  which 
injure  themselves,  their  families,  and  innocent  third  parties  —  than  do 
nonsmokers.  While  much  of  this  is  likely  caused  by  personalities  which  are  more 
willing  to  engage  in  various  risks  (including  smoking  as  well  as  dangerous 
driving),  some  may  be  due  to  smoking  itself:  e.g.,  inattentiveness  to  driving  while 
lighting  a  cigarette  and  disposing  of  ashes,  decreased  night  vision  and  increased 
reaction  time  due  to  nicotine  in  blood  system,  etc.). 

C.  Nicotine  has  been  called  the  "gateway"  drug  because  it  is  the  first  drug 
most  children  use,  and  because  it  often  leads  the  way  to  the  use  of  other  drugs. 
Teenagers  who  smoke  cigarettes  are  100  TIMES  (not  100%)  more  likely  to  go  on 
to  marijuana,  and  30  TIMES  (not  30%)  more  likely  to  graduate  to  cocaine.  While 
a  direct  cause-and-effect  relationship  has  yet  to  be  clearly  established,  many 
believe  that  discouraging  children  from  smoking  (which  is  one  of  the  major 
impacts  of  higher  cigarette  taxes)  would  help  to  keep  many  from  developing  what 
has  been  called  a  "drug  mentality";  i.e.,  never  learning  to  deal  with  routine 
tensions  and  frustrations,  but  rather  getting  into  the  habit  of  dealing  with  tension 
and  frustration  by  turning  to  drugs  like  nicotine,  alcohol,  and  eventually  cocaine 
and  heroin. 

For  all  of  these  reasons,  Action  on  Smoking  and  Health  strongly 
supports  a  substantial  increase  in  taxes  on  tobacco  products.  {8}  Additional 
information  and  more  complete  citations  are  available  upon  request  by  calling 
(202)  659-4310,  or  FAX  659-4322. 
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{6}  John  R.  Hall,  Jr.  and  Aison  L.  Norton,  "The  U.S.  Smoking-Material  Fire 
Problem  Through  1986,"  (National  Fire  Protection  Association,  Fire  Analysis 
Research  Division,  Dept.  1988). 

{7}  While  the  costs  to  society  of  alcohol,  like  those  of  smoking,  are  enormous, 
there  are  important  differences,  particularly  with  regard  to  the  effectiveness  of 
so-called  "sin  taxes." 

The  majority  of  adults  use  alcoholic  beverages.  However,  because  only  a 
small  minority  are  addicted  (alcoholics),  the  great  majority  of  users  apparently 
do  not  suffer  serious  harm  from  the  use  since  the  consumption  of  alcoholic 
beverages  in  moderation  does  not  appear  to  create  major  health  risks. 
Therefore,  reduction  of  consumption  (through  higher  taxes  or  otherwise)  by  most 
users  would  not  significantly  affect  health  care  costs. 

Only  a  small  minority  of  adults  are  smokers.  However,  because  even 
moderate  use  of  tobacco  products  creates  very  serious  health  problems  to  all 
smokers,  reduction  of  consumption  (through  higher  taxes  or  otherwise)  would 
significantly  reduce  health  care  costs. 

{8}  According  to  the  tobacco  industry,  federal,  state,  and  municipal  excise  taxes 
on  cigarettes  for  the  fiscal  year  ending  June  30, 1991  totaled  $10,863,828,000;  i.e., 
about  $90  billion  a  year  less  than  the  $100  billion  annual  cost  of  smoking  to 
society.  This,  indeed,  is  one  reason  the  tobacco  industry  is  so  profitable  —  it, 
unlike  virtually  any  other  industry,  is  not  forced  through  tort  actions  and 
otherwise  to  pay  the  costs  of  the  death  and  disability  its  products  impose. 

For  the  same  fiscal  year,  approximately  24.2  billion  packs  of  cigarettes 
were  sold.  Thus,  if  the  total  annual  cost  of  smoking  to  the  American  economy 
is  $100  billion,  this  works  out  to  be  over  $4  for  every  pack  of  cigarettes  sold. 
This  compares  to  a  current  average  combined  federal  and  state  excise  tax  rate 
of  only  560.  In  other  words,  the  U.S.  subsidizes  the  tobacco  industry  almost 
$3.50  for  each  and  every  pack  sold,  and  a  large  part  of  the  subsidy  comes  out  of 
the  pockets  of  nonsmokers. 
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TABLE  I 


Country 

Taxes 

Price 

T/P 

  $3.68 

$4.33 

85% 

U.K  

  $2.52 

$3.32 

76% 

  $2.77 

$3.70 

75% 

  $0.63 

$0.84 

75% 

  $2.45 

$3.32 

74% 

  $1.01 

$1.36 

74% 

$0.42 

74% 

$3.93 

73% 

Relaium 

$1  72 

$2  ?5 

7?% 
/  o  /o 

  $2.11 

$2.90 

73% 

  $3.69 

$5.11 

72% 

Italy  

  $1.11 

$1.54 

72% 

  $0.75 

$1.06 

71% 

  $1.37 

$1.93 

71% 

Netherlands   

  $1.45 

$2.07 

70% 

A  rnpnti  na 

$0  99 

$1  41 

*  I.H  1 

70% 
/  u  /o 

  $3.01 

$4.34 

69% 

  $1.81 

$2.67 

68% 

  $3.33 

$4.87 

68% 

  $2.59 

$3.88 

67% 

  $1.15 

$1.71 

67% 

  $2.56 

$3.89 

66% 

Spain 

$0  37 

$0.60 

62% 

  $0.46 

$0.76 

61% 

  $1.05 

$1.75 

60% 

A ■  ictro lis 

<2  2Q 

OU  /o 

PhilinninoQ 

$0  24 

$0.44 

55% 

Thailand   

  $0.32 

$0.59 

54% 

USA  ($1  increase)  

  $1.56 

$2.89 

53% 

Unnn 

$1  37 

$2  65 

52% 

3t  10 

  $1.05 

$2.10 

50% 

  $0.66 

$1.39 

47% 

 $1.06 

$2.39 

44% 

USA  (hi)   

  $0.86 

$2.15 

40% 

  $0.22 

$0.74 

30% 

USA  (aver)  

  $0.56 

$1.89 

30% 

USA  (lo)   

  $0.34 

$1.73 

20% 

T/P  =  Tax/Price;  hi  =  highest  state  or  province;  lo  =  lowest  state  or  province; 
aver.  =  average  state  or  province  //Source:  Non-Smokers'  Rights  Assn.  (Canada) 
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Mr.  Kofetski.  Dr.  Richardson,  you  are  also  representing  the 
American  Lung  Association — oh,  I  am  sorry,  Reverend  Brown,  ex- 
cuse me. 

STATEMENT  OF  REVEREND  JESSE  W.  BROWN,  JR.,  COCHAIR- 
PERSON,  NATIONAL  ASSOCIATION  OF  AFRICAN  AMERICANS 
FOR  POSITIVE  IMAGERY;  COCHAIRPERSON,  UPTOWN 
COALITION  FOR  TOBACCO  CONTROL  AND  PUBLIC  HEALTH; 
AND  PRESIDENT,  BLACK  CLERGY  OF  PHILADELPHIA  AND 
VICINITY 

Reverend  Brown.  Mr.  Chairman  and  members  of  the  committee, 
thank  you  for  the  opportunity  to  testify  before  your  committee.  I 
am  Rev.  Jesse  Brown,  and  I  pastor  a  small  inner  city  church  in 
Philadelphia,  Pa.  I  represent  today  the  Black  Clergy  of  Philadel- 
phia and  vicinity,  The  Uptown  Coalition  for  Tobacco  Control  and 
Public  Health,  and  the  National  Association  of  African  Americans 
for  Positive  Imagery. 

The  National  Association  of  African  Americans  for  Positive  Im- 
agery has  members  in  the  African- American  communities  from  Mil- 
waukee to  the  Bay  Area  of  California,  from  Dallas,  Tex.,  Detroit, 
to  New  York  City  and  beyond. 

These  organizations  have  been  involved  in  activities  to  end  the 
destructive  and  systematic  saturations  of  communities  of  color  with 
advertising  and  promotion  for  tobacco  and  alcohol  products,  which 
lead  to  the  serious  health  consequences  for  our  communities.  This 
saturation  includes  billboards,  underage  sales  of  malt  liquor  and 
designer  cigarettes,  such  as  the  unsuccessful  introduction  of  the 
Uptown  cigarette  in  Philadelphia. 

Today  I  wish  to  endorse  two  types  of  tobacco-related  revenues. 
First,  a  tax  on  cigarettes  that  is  at  least  $2  a  pack  pegged  to  the 
inflation  rate;  second,  a  lessening  of  the  deductibility  of  advertising 
and  promotion  expenditures  by  the  tobacco  and  alcohol  industries. 

There  was  significant  discussion  within  the  organizations  I  rep- 
resent regarding  our  stand  on  tobacco-related  taxes.  Black  commu- 
nities will  be  hard  hit  by  any  regressive  tax,  and  certainly  an 
added  tax  on  cigarettes  and  other  tobacco  products  will  have  a  dis- 
proportionate impact  on  persons  with  less  income  who  are  more 
likely  to  be  smokers  than  on  persons  from  middle  and  upper  class- 


This  is  a  tax  that  will  take  more  from  the  pockets  of  black  people 

Eroportionately  than  from  the  pockets  of  those  of  European  descent 
ecause  of  the  higher  smoking  rates  among  blacks  and  Latinos. 
Any  impact  on  cigarette  sales  will  be  felt  disproportionately  by 
blacks  because  we  are  overrepresented  in  the  ranks  of  tobacco 
workers,  and  black  farmers  in  the  south  are  still  involved  in  to- 
bacco cultivation.  So  in  deciding  to  strongly  support  an  excise  tax 
on  tobacco  was  not  an  easy  decision,  but  on  balance,  it  was  the  only 
decision  that  we  could  come  to  for  several  reasons. 

First,  there  is  a  strong  need  for  health  care  reform  to  cover  the 
large  numbers  of  working  poor  in  our  communities  who  are  not  eli- 
gible for  government-financed  care  but  who  also  cannot  afford  to 
purchase  care  of  their  own.  Many  of  these  individuals  suffer  from 
tobacco  and  alcohol-related  diseases  that  make  health  care  cov- 
erage either  impossible  to  obtain  or  prohibitive  in  cost. 
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Tobacco  causes  this  Nation  much  too  much  in  health  care  costs 
than  would  be  the  case  if  people  were  not  stricken  early  by  tobacco- 
related  illnesses  that  are  extremely  expensive  to  treat. 

Second,  while  there  is  not  clear  data  on  African-Americans,  it  is 
likely  that  increasing  the  cost  of  cigarettes  and  other  tobacco  prod- 
ucts will  cause  more  people  to  quit  or  cut  back.  This  is  especially 
true  for  young  people  who  will  be  priced  out  of  the  marketplace 
with  this  tax. 

Third,  black  Americans  have  not  been  treated  kindly  by  or 
shared  proportionately  in  the  profits  of  the  tobacco  industry.  At  the 
turn  of  the  century,  there  were  more  than  40,000  black  tobacco 
farmers  in  America.  By  the  1950s,  the  ranks  of  black  tobacco  farm- 
ers had  been  reduced  to  less  than  10,000.  At  the  turn  of  the  cen- 
tury, black  farming  workers  represented  nearly  50  percent  of  the 
work  force  in  tobacco  manufacturing.  By  the  1950s,  the  number  of 
black  manufacturing  workers  had  been  cut  in  half.  As  tobacco  be- 
came more  profitable,  black  Americans  received  less  profit. 

Finally,  the  health  risk  of  smoking  to  African-Americans  are  so 
immense  that  there  is  a  need  to  devote  increasing  resources  to  pre- 
vention and  cessation  efforts  with  a  new  framework  for  health  care 
insurance  and  service  delivery.  Tobacco  tax  revenues  can  provide 
the  financial  underpinning  for  such  expanded  targeted  efforts. 

This  whole  idea  about  the  tobacco  tax  is  not  prohibition,  it  is  sur- 
vival. This  is  the  future  and  this  Nation  should  begin  to  prepare 
for  it  now.  The  organizations  that  are  represented  here  today  see 
the  imposition  of  an  additional  tobacco  excise  tax  and  the  lowering 
of  the  deductibility  of  advertising  and  promotion  of  legal  addictive 
drugs  such  as  tobacco  and  alcohol  as  important  steps  in  this  proc- 
ess. 

I  urge  you  to  enact  these  taxes.  The  short-term  effects  of  such 
a  tax  may  place  an  added  burden  on  African- Americans  and  other 
economically  disadvantaged  Americans.  We  already  pay  a  dis- 
proportionate cost  financially  and  physically  for  their  addiction  to 
tobacco,  but  the  short-term  cost  is  far  outweighed  by  the  long-term 
benefits  in  lives  saved  and  in  health  dollars  saved. 

We  pray  that  this  committee  will  have  the  wisdom  that  God  has 
given  them  to  make  wise  choices  and  be  endowed  with  that  special 
spirit  to  make  good  decisions  for  this  Nation. 

Thank  you. 

[The  prepared  statement  follows:] 
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Statement  of 


REVEREND  JESSE  W.  BROWN,  JR. 


Co-Chairperson,  National  Association  of 
African  Americans  for  Positive  Imagery 

Co-Chairperson,  Uptown  Coalition  for 
Tobacco  Control  and  Public  Health 

President,  Black  Clergy  of  Philadelphia 
&  Vicinity 

Greetings:  Mr.  Chairman  and  members  of  the  Committee 

Thank  you  for  this  opportunity  to  testify  before  the  Ways  and 
Means  Committee  of  the  United  States  House  of  Representatives.  I 
am  the  Reverend  Jesse  W.  Brown,  Jr.  ,  from  Pennsylvania,  where  I 
pastor  a  small,  inner-city  church  in  the  Strawberry  Mansion  section 
of  North  Central  Philadelphia.  I  am  giving  testimony  today  on 
behalf  of  three  organizations:  Black  Clergy  of  Philadelphia  & 
Vicinity,  of  which  I  am  the  president;  the  Uptown  Coalition  for 
Tobacco  Control  and  Public  Health,  of  which  I  am  the  co-chair;  and 
the  National  Association  of  African  Americans  for  Positive  Imagery 
(NAAAPI) ,  of  which  I  am  also  co-chair  and  convener.  NAAAPI  members 
are  activists  in  African  American  communities  from  Milwaukee  to  the 
Bay  area  of  California,  from  Dallas  to  Detroit  to  New  York  City  and 
beyond.  These  organizations  have  been  involved  in  activities  to 
end  the  destructive  and  systematic  saturation  of  communities  of 
color  with  advertising  and  promotion  for  tobacco  and  alcohol 
products  which  lead  to  serious  health  consequences  for  our 
communities.  This  saturation  includes  billboards,  underage  sales 
of  malt  liquors,  and  "designer"  cigarettes  such  as  the  unsuccessful 
introduction  of  Uptown  cigarettes. 

Generally,  I  speak  on  issues  related  to  advertising  and 
promotion,  because  that  is  where  the  specter  of  tobacco  and  alcohol 
addiction  manifests  itself  most  visibly  in  communities  of  color. 
However,  today  I  wish  to  endorse  two  types  of  tobacco-related 
revenues.  First,  a  tax  on  cigarettes  that  is  at  least  $2.00  per 
pack,  pegged  to  the  inflation  rate.  Second,  a  lessening  of  the 
deductibility  of  advertising  and  promotion  expenditures  by  tobacco 
and  alcohol  industries. 

There  was  significant  discussion  within  the  organizations  I 
represent  regarding  our  stand  on  tobacco  related  taxes.  Black 
communities  will  be  hard-hit  by  any  regressive  tax — and  certainly 
an  added  tax  on  cigarettes  and  other  tobacco  products  will  have  a 
disproportionate  impact  on  persons  with  less  income,  who  are  more 
likely  to  be  smokers,  than  on  persons  from  the  middle  and  upper 
classes  of  American  society.  This  is  a  tax  that  will  take  more 
from  the  pockets  of  Black  people,  proportionately,  than  from  the 
pockets  of  those  of  European  descent  because  of  the  higher  smoking 
rates  among  Blacks  and  Latinos.  Any  impact  on  cigarette  sales  will 
be  felt  disproportionately  by  Blacks  because  we  are  over- 
represented  in  the  ranks  of  tobacco  workers  and  Black  farmers  in 
the  South  are  still  involved  in  tobacco  cultivation. 

So,  deciding  to  strongly  support  an  excise  tax  on  tobacco  was 
not  an  easy  decision.  But,  on  balance,  it  was  the  only  decision  we 
could  come  to  for  several  reasons. 

First,  there  is  a  strong  need  for  health  care  reform  to  cover 
the  large  numbers  of  working  poor  in  our  communities  who  are  not 
eligible  for  government  financed  care  but  who  also  cannot  afford  to 
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purchase  care  of  their  own.  Many  of  these  individuals  suffer  from 
tobacco  and  alcohol-related  diseases  that  make  health  care  coverage 
either  impossible  to  obtain  or  prohibitive  in  cost.  Tobacco  causes 
this  nation  to  pay  much,  much  more  in  health  care  costs  than  would 
be  the  case  if  people  were  not  stricken  early  by  tobacco-related 
illnesses  that  are  extremely  expensive  to  treat:  lung  cancer, 
emphysema,  esophageal  cancer,  oral  cancer,  heart  disease,  upper 
raspatory  ailments.  Making  necessary  techniques  such  as  heart  by- 
pass surgery,  chemotherapy  and  radiation,  portable  oxygen,  repeated 
visits  to  highly  paid  medical  specialist,  ongoing  regiments  of_ 
expensive  medicines  and,  with  all  this,  often  a  poor  prognosis  for 
long-term  survival  and  an  impaired  quality  of  life. 

Second,  while  there  is  not  clear  data  on  African  Americans,  it 
is  likely  that  increasing  the  cost  of  cigarettes  and  other  tobacco 
products  will  cause  more  people  to  quit  or  cut  back.  This  is 
especially  true  for  young  people  who  will  be  priced  out  of  the 
marketplace  with  this  tax. 

Third,  Black  Americans  have  not  been  treated  kindly  by  or 
shared  proportionately  in  the  profits  of  the  tobacco  industry.  At 
the  turn  of  the  century,  there  were  more  than  40,000  Black  tobacco 
farmers  in  America.  By  the  1950' s  the  ranks  of  Black  tobacco 
farmers  had  been  reduced  to  less  than  10,000.  At  the  turn  of  the 
century  Black  manufacturing  workers  represented  nearly  fifty 
percent  of  the  workforce  in  tobacco  manufacturing.  By  the  1950 's, 
the  number  of  Black  manufacturing  workers  had  been  cut  in  half.  As 
tobacco  became  more  profitable,  Black  Americans  received  less 
profits. 

Finally,  the  health  risks  of  smoking  to  African  Americans  are 
so  immense  that  there  is  a  need  to  devote  increased  resources  to 
prevention  and  cessation  efforts  with  a  new  framework  for  health 
care  insurance  and  service  delivery.  Tobacco  tax  revenues  can 
provide  the  financial  underpinning  for  such  expanded,  targeted 
efforts. 

We  believe  the  pluses  of  a  tobacco  excise  tax  outweigh  the 
minuses  for  African  American  communities,  despite  the  regress ivity 
of  this  taxation  approach.  However,  our  support,  while  strong,  is 
not  unqualified. 

We  know  that  tobacco  kills.  Therefore  to  build  in  permanent 
financing  of  health  care  based  on  a  presumed  continuing  use  of 
tobacco  by  men  and  women  into  the  indefinite  future  is,  we  believe, 
a  mistake.  Instead,  tobacco-derived  funding  should  be  seen  as 
important  transitional  dollars  as  we  as  a  nation  move  to  end  once 
and  for  all  our  centuries-old  love  affair  with  tobacco. 
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Let  me  be  even  more  specific.  I  represent  communities  of 
people  who  have  become  increasingly  dependent  on  contributions  from 
the  tobacco  industry  to  help  finance  Black  dance  companies,  Black 
music  festivals,  scholarships  for  our  youth  to  Black  colleges  and 
universities,  civil  rights  and  human  service  organizations, 
literacy  programs,  and  Black  media.  Is  it  any  wonder  that  given 
the  breadth  of  this  support,  many  well-meaning  and  dedicated  Black 
leaders  are  reluctant  to  speak  out  and  criticize  the  marketing  and 
promotion  of  tobacco  products  to  Blacks,  including  Black  youth?  We 
are  concerned  that  if  tobacco  excise  taxes  are  not  earmarked  and 
are  simply  used  to  fund  a  good  cause — namely,  health  care  reform — 
then  government  and  elected  officials  risk  falling  into  the  same 
type  of  dependency  that  has  paralyzed  much  of  the  leadership  in 
Black  and  Latino  communities  on  the  issue  of  tobacco. 

Our  Black  leaders  often  take  the  position  that  if  people  want 
to  risk  their  own  health  by  smoking,  then  that's  their  choice — at 
least  some  of  the  money  can  be  used  for  good  causes. 

Indeed,  that  is  the  very  basis  of  the  characterization  of  this 
as  a  "sin"  tax.  The  idea  is  that  if  someone  wants  to  "sin,"  then 
at  least  the  government  can  use  revenues  derived  from  that  sin  for 
good. 

I  do  not  see  tobacco  as  a  sin  of  the  individual — I  see  it  as 
a  sin  of  our  entire  society.  Therefore,  we  as  a  society  must  move 
to  eliminate  tobacco  .  use  in  this  country  over  time.  And  the 
solution  is  not  simply  to  increase  our  marketing  of  deadly  tobacco 
products  to  communities  of  color  in  Asia,  Africa  and  South  America. 
We  must  see  tobacco  in  the  same  way  as  we  now  see  asbestos — as  a 
disease-  producing  substance  that  must  be  eradicated  from  everyday 
use. 

This  is  not  prohibitionism — this  is  survival.  This  is  the 
future  and  this  nation  should  begin  to  prepare  for  it  now.  The 
organizations  that  I  represent  here  today  see  the  imposition  of  an 
additional  tobacco  excise  tax  and  lowering  of  the  deductibility  of 
advertising  and  promotion  of  the  legal  addictive  drugs  of  tobacco 
and  alcohol  as  important  steps  in  this  process. 

But  this  means  we  must  also  look  at  the  impact  that  the  end  of 
tobacco  as  an  industry  will  bring.  I  was  born  and  raised  in 
tobacco  country — Greensboro,  North  Carolina — and  I  know  how 
dependent  many  Americans  are  on  tobacco  for  their  livelihoods — from 
farming  to  manufacturing  to  packaging  to  sales  and  marketing.  But 
just  as  no  one  believes  that  this  nation  should  continue  to  go  to 
war  simply  to  keep  jobs  in  munitions  factories,  so  we  should  not 
keep  supporting  tobacco  agriculture,  manufacturing  and  sales  simply 
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to  maintain  jobs.  There  is  a  better  way.  And  that  way  is  to 
designate  certain  tobacco  excise  tax  revenues  to  infrastructure — 
redirecting  tobacco  farming  in  to  new  crop  productions,  retraining 
workers  in  new  occupations,  retooling  tobacco  plants  and  warehouses 
to  new  industrial  functions,  helping  small  businesses  in  inner  city 
and  rural  communities  that  are  heavily  dependent  on  tobacco  product 
sales  and  promotions. 

Certainly  we  should  use  tobacco  excise  taxes  for  health 
education  and  information  and  to  fund  the  detection  and  treatment 
of  the  tobacco-related  illnesses  that  are  systematically  draining 
this  economy  and  contributing  to  the  rise  in  health  care  costs. 
But  that  is  not  enough.  We  must  also  break  this  nation's  economic 
addiction  to  tobacco  as  a  major  agricultural,  industrial,  and 
marketing  force.  This  requires  a  plan  and  financing.  It  requires 
the  cooperation  of  Health  and  Human  Services  with  the  Departments 
of  Labor,  Commerce,  Agriculture.  And  it  requires  this  committee  to 
take  a  stand. 

I  urge  you  to  enact  these  taxes.  The  short-term  effects  of 
such  a  tax  many  place  an  added  burden  on  African  Americans  and 
other  economically  disadvantaged  Americans  who  already  pay  a 
disproportionate  cost,  financially  and  physically,  for  their 
addiction  to  tobacco.  But  this  short-term  cost  is  far  out  weighted 
by  the  long  term  benefits  in  lives  saved  and  in  health  care  dollars 
saved . 


Thank  you. 
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Mr.  Kopetski.  Thank  you.  The  chairman  will  inquire  first. 

Chairman  Rostenkowski.  Dr.  Delgado,  you  testified  smoking  is 
increasing  more  rapidly  in  the  Hispanic  community.  Why  do  you 
think  marketing  by  tobacco  manufacturers  has  been  so  successful 
in  the  Hispanic  communities  and  what  other  factors  do  you  think 
contribute  to  this  increase? 

Ms.  Delgado.  I  think  the  major  reason  for  the  increase  is  be- 
cause they  know  how  to  reach  our  community  through  bilingual 
ads,  by  buying  time  on  Spanish  TV  and  Spanish  radio,  by  going  to 
our  fiestas  and  giving  out  free  cigarettes,  by  sponsoring  our  events. 

They  have  targeted  our  markets  and  advertising  works,  market- 
ing works,  and  they  have  gone  

Chairman  Rostenkowski.  But  why  more  in  the  Hispanic  com- 
munity than  any  other  community? 

Ms.  Delgado.  Oh,  because  when  they  looked  at  cancer  charts  in 
the  past,  the  reason  blacks  and  Hispanics  were  targeted,  you 
looked  at  smoking  rates  and  we  used  to  be  much  lower,  so  from  a 
marketing  point  of  view,  those  are  people  who  are  smoking  less, 
let's  get  them  to  use  more  of  our  product. 

They  also  sell  the  idea  of  glamour  and  beauty  and  success  and 
all  these  things,  and  if  you  look  at  someone  in  the  end  stages  of 
lung  cancer  and  put  them  on  a  poster,  that  would  not  be  what  they 
would  be  selling.  So  they  have  reached  our  communities  in  ways 
that,  you  know,  they  have  had  the  dollars  to  do. 

Chairman  Rostenkowski.  Is  your  organization,  Dr.  Delgado,  in- 
volved in  any  other  educational  programs  to  counter  marketing  to- 
bacco products  to  Hispanic  use? 

Ms.  Delgado.  Yes,  sir.  We  got  funded  by  the  National  Cancer  In- 
stitute. But  even  though  we  got  a  very  good  priority  score,  we  only 
funded  at  20  percent  of  what  the  National  Advisory  committee  had 
recommended,  which  was  $200,000  for  the  National  Hispanic  Lead- 
ership Initiative  in  cancer. 

Chairman  Rostenkowski.  Is  it  your  judgment  that  you  are  suc- 
cessful in  combating  this? 

Ms.  Delgado.  Not  at — we  need  the  kind  of  action  that  only  you 
can  take,  which  is  something  massive  and  across  the  board.  Like 
the  doctor  said,  some  of  us  can  save  some  lives.  You  can  save  a  lot 
more,  and  also  generate  some  revenue. 

Chairman  Rostenkowski.  Ms.  Scheg  can  save  a  lot  more.  She 
wants  to  tax  the  hell  out  of  everybody.  You  ought  to  run  for  public 
office. 

Ms.  Scheg.  I  doubt  I  would  get  elected  if  I  ran  for  public  office. 

Chairman  Rostenkowski.  That  really  is  our  problem.  You  know, 
the  minute  we  start  telling  everybody  we  are  going  to  raise  taxes, 
our  opponents  are  out  there  saying,  oh,  no,  you  don't  have  to  do 
that,  cut  defense.  Well,  that  golden  cow  is  gone. 

Ms.  Scheg.  Mr.  Chairman,  I  think  that  is  where  you  have  a 
unique  opportunity  with  cigarette  taxes.  Every  study  that  has  been 
done  shows  at  least  75  percent  of  the  people  support  raising  the 
cigarette  tax,  they  support  raising  it  to  $2  or  more.  There  has  been 
this  year  alone  over  15  States,  which  have  raised  their  cigarette  ex- 
cise tax  and  because  some  are  still  in  session,  additional  states  are 
expected  to  also  raise  the  cigarette  tax.  Not  one  of  them  had  any 
difficulty  with  their  constituents. 
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When  it  was  put  on  the  ballot  in  Washington  State,  the  people 
supported  the  cigarette  tax  increase.  It  is  one  of  the  few  things  that 
you  can  do  that  is  a  revenue  raiser  that  is  extremely  popular  with 
your  constituents. 

Chairman  Rostenkowski.  And  you  don't  think  that  there  will  be 
a  diminishing  return?  You  think  that  we  can  tax  them  out  of  exist- 
ence and  have  money  come  into  the  Treasury  Department,  to  pay 
for  all  the  health  services  that  we  expect  to  render? 

Ms.  Scheg.  Sir,  the  cost  of  a  lung  removal,  the  cost  of  treating 
coronary  bypass  is  far  in  excess  of  any  loss  that  you  are  going  to 
achieve  over  time  with  decreased  consumption.  This  is  a  winner.  I 
mean,  the  fact  of  decreasing  revenues  is  something  they  have  been 
saying  over  and  over  again,  and  no  State  and  no  country  that  has 
raised  it  has  experienced  decreased  revenues. 

Chairman  Rostenkowski.  We  are  not  going  to  eliminate  coro- 
nary bypasses  by  eliminating  smoking,  are  we? 

Ms.  Scheg.  No,  but  we  happen  to  know  that  40,000  to  50,000 
cases  of  heart  attacks  each  year  are  caused  by  smoking,  so  we  are 
going  to  decrease  the  number  substantially  when  we  decrease  the 
smoking  in  this  country. 

Chairman  Rostenkowski.  Let  me  just  point  out  to  you  that  yes- 
terday the  country  had  a  World  Series  event  in  the  House  of  Rep- 
resentatives. The  big  question  was  whether  we  could  pass  NAFTA, 
or  whether  we  couldn't  pass  NAFTA.  The  big  question  was:  Is  the 
President  buying  all  these  votes  or  is  he  not  buying  all  these  votes? 

You  know,  winners  laugh  and  losers  say  deal.  Tomorrow  every 
job  that  is  lost  will  be  credited  to  the  fact  that  they  have  gone  to 
Mexico  because  we  passed  NAFTA. 

What  I  am  suggesting  here  is  that — and  don't  misunderstand  me, 
I  think  that  there  is  support  for  the  passage  of  a  very  high  ciga- 
rette or  tobacco  tax,  but  I  don't  think  that  that  is  going  to  cure  all 
our  evils,  and  I  don't  think  that  we  can  exclusively  tunnel  our  vi- 
sion on  an  industry  like  tobacco  and  think  that  we  are  going  to 
raise  all  the  revenues  that  are  necessary  to  include  in  this  Presi- 
dent's package  on  health  reform.  There  are  going  to  be  revenues 
raised  elsewhere  as  well. 

Now,  the  question  here  over  the  long  haul  is  what  we  anticipate 
in  revenues.  And,  boy,  let  me  tell  you  something,  economists  make 
mistakes  every  15  minutes.  The  nice  thing  about  them  is  they  will 
say,  well,  that  is  because  of  circumstances  I  didn't  look  at  here  or 
didn't  exist,  just  good  excuses. 

That  is  why  it  is  a  lot  more  fun  being  a  legislator.  If  you  are  an 
executive,  you  have  got  to  meet  a  budget.  If  you  are  a  legislator  you 
say,  what  the  heck,  we  will  just  appropriate  more  money,  or  if  this 
didn't  happen  someplace  else,  we  would  be  in  better  shape  finan- 
cially. 

But,  you  know,  it  pains  me,  it  really  does.  I  don't  smoke.  I  gave 
up  smoking — I  was  on  the  Commerce  Committee  with  Oren  Harris 
who  was  chairman  from  Arkansas,  and  we  took  the  first  testimony 
on  tobacco  and  how  it  affected  your  life.  As  a  matter  of  fact,  we 
were  just  starting  to  argue  about  the  disclaimer,  you  know,  this 
cause  and  effect. 

When  I  was  young,  I  watched  pictures  of  these  mice  developing 
cancer,  and  I  thought  I  was  a  pretty  bright  kid,  I  was  only  about 
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13  years  old  then,  and  I  thought,  you  know,  if  there  is  evidence  of 
this,  I  just  took  the  old  Pall  Malls  and  threw  them  away  and  that 
was  the  end  of  my  smoking. 

I  am  not  that  successful  with  my  family.  And,  you  know,  I  get 
outvoted  five  to  one  in  my  family,  because  I  have  got  four  daugh- 
ters and  a  wife.  I  can't  even  get  a  second  to  a  motion.  But  the  met 
of  the  matter  is,  I  think  that  there  are  people  that  want  to  smoke. 
And  I  just  feel  that  that  is  an  option.  That  is  an  option  that  they 
have,  to  try  to  put  an  industry  out  of  business  and  kill  that  option 

1  think  is  kind  of  unpatriotic. 

I  am  not  against  you  and,  you  know,  I  just  want  you  to  know 
that  we  have  got  to  make  some  decisions  up  here  that  are  going 
to  be  very  tough. 

Ms.  Delgado.  Right,  but  you  are  talking  about  an  industry,  the 
only  industry,  I  know  you  heard  it  a  hundred  times,  that  when  you 
use  the  product  like  the  manufacturer  says,  it  kills  you.  That 
makes  that  industry  very  unique. 

Chairman  Rostenkowski.  I  know  a  lot  of  people  that  live  to  be 
100  years  old  that  smoke  cigarettes.  I  mean,  you  know,  I  think  it 
depends  on  the  chemistry  of  the  individual,  too. 

Mr.  Brown.  I  was  just  curious  about  your  rationale,  since  in  the 
past  we  took  the  asbestos  industry  and  when  we  found  out  that  it 
was  a  disease  producer,  in  essence  killed  that  industry  and  have 
tried  to  work  asbestos  out  of  our  society,  why  is  it  that  we  would 
not  do  the  same  with  tobacco,  and  also  work  it  out  of  our  society 
now  that  we  know  that  it  is  a  disease  producing  product? 

We  don't  go  around  advocating  that  we  should  start  wars  in 
order  to  hold  munitions  workers,  hold  jobs  for  munitions  workers, 
so  why  should  we  do  that  for  the  tobacco  industry?  We  can  find 
ways,  as  we  have  in  the  past,  and  will  continue  to,  ways  of  which 
we  can  lessen  the  impact  on  the  elimination  of  an  industry  that  is 
clearly  deadly  to  us,  not  only  to  us  as  an  individual,  but  deadly  to 
our  pocketbooks  as  a  Nation. 

We  can't  afford  to  continue  to  pay  the  costs  of  even  those  who 
choose  to  smoke,  we  still  got  to — we  got  to  take  them  into  our  hos- 
pitals and  ultimately  I  have  got  to  say  last  rights  over  them  some- 
where along  the  way.  We  can  make  choices  not  to  have  that  to  hap- 
pen in  our  Nation. 

Dr.  Richardson.  Mr.  Chairman,  as  sympathetic  as  I  am  to  the 
sentiments  being  expressed  by  my  fellow  panelists,  the  fact  is  that 
a  $2  per  pack  tax  will  not  kill  off  the  tobacco  industry.  It  will  cause 
a  decrease  in  consumption  of  about  23  percent. 

Unfortunately,  in  my  view,  that  means  that  77  percent  of  the 
smokers  will  continue  to  smoke  and  that  is  what  will  raise  the 
more  than  $20  billion  in  revenue.  I  would  like  you  to  think  of  this 
perhaps  a  different  way. 

If  I  knew  of  a  preventive  health  care  program  that  would  save 

2  million  lives,  and  that  cost  $20  billion,  I  would  be  here  to  support 
it.  I  would  tell  you  it  is  cheap  at  $10,000  a  life. 

You  have  a  preventive  health  program  that  will  raise  $20  billion 
in  revenue.  This  is  easy.  I  mean  this  is  about  as  attractive,  I  would 
think,  as  legislation  can  get. 

Chairman  Rostenkowski.  I  wish  raising  taxes  was  easy. 

Thank  you,  Mr.  Chairman. 
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Mr.  Kopetski  [presiding].  You  are  welcome.  Dr.  Richardson,  why 
don't  we  pick  up  from  there?  A  23  percent  reduction  in  users,  and 
you  are  also  representing  the  Heart  and  Lung  Association  here  as 
well. 

Dr.  Richardson.  American  Heart  Association,  American  Lung 
Association,  and  the  American  Cancer  Society. 

Mr.  Kopetski.  Now,  this  is  a  great  tool  for  them  to  help  achieve 
their  objectives,  but  they  will  continue  on  with  the  campaign  to 
stop  people  from  beginning  smoking  or  get  them  to  quit  smoking; 
isn't  that  correct? 

Dr.  Richardson.  I  expect  that  they  will  because  unfortunately 
the  $2  per  pack  tax  would  not  be  sufficient  to  end  smoking  in  this 
country. 

Mr.  Kopetski.  And  their  goal  is  to — -is  100  percent,  right,  getting 
everybody  to  not  use  a  cigarette? 

Dr.  Richardson.  Their  goal  is  to  optimize  the  health  of  every  in- 
dividual in  America.  And  certainly  that  means  that  there  are  any 
number  of  bad  habits  that  they  would  like  to  see  Americans  give 
up,  and  a  number  of  good  healthful  habits  we  would  like  to  see  all 
Americans  acquire. 

I  am  not  sure  how  realistic  it  is  to  expect  that  all  of  those  things 
will  happen. 

Mr.  Kopetski.  All  right.  Now,  Reverend  Brown  would  like  us  to 
maybe  pass  a  law  and  just  put  them  out  of  existence.  Is  that  safe 
to  say? 

Mr.  Brown.  No,  I  didn't  say  that  either.  We  assume  that  over 
time  as  people  are  educated  as  to  the  dangers  of  tobacco,  and  we 
eliminate  the  ability  of  the  companies  to  advertise,  as  we  take 
away  their  deductibility  and  in  essence  make  the  companies  less 
profitable  by  taking  away  some  of  their  deductibility  to  advertise 
these  products,  over  time  we  would  see  a  substantial  decrease  or 
we  would  hope  we  would  see  a  substantial  decrease  in  the  con- 
sumption of  tobacco. 

At  the  same  time,  if  you  will  read  what  I  did  not  read  in  my  tes- 
timony, I  also  would  have  suggested  to  you  that  we  should  look  at 
making  sure  that  there  are  revenues  to  underpin  those  other  insti- 
tutions that  support  tobacco  companies  so  that  they  will — that  the 
burden  that  they  might  share  would  be  far  less. 

That  is  retooling  of  manufacturing  plants  as  tobacco  goes  out  of 
business,  subsidizing  other  crops,  and  new  crop  productions  for 
farmers  that  would  be  impacted  by  this.  The  packaging  industry 
would  be  certainly  affected  by  this,  printing  industry,  warehouses 
that  would  have  to  change  and  move  over  to  other  areas. 

This  tax  could  be  used,  partials  of  this  money  could  be  ear- 
marked in  order  to  make  sure  that  these  companies  and  organiza- 
tions are  not  simply  forced  out  of  existence  one  day. 

Mr.  Kopetski.  That  is  very  noble,  and  so  what  you  would  do  is 
take  revenues  from  this  tax  to  pay  for  the  displaced  workers  and 
displaced  industry,  and  those  do  involve  social  programs  or  tax 
credit  programs  which  costs  us  money  which  we  have  to  fund  as 
a  Congress. 

But  I  guess  my  problem  with  all  of  this  is  that  if  the  Heart  and 
Lung  Association  and  you  folks  as  organizations  are  successful,  the 
fact  is  that  down  the  road,  maybe  it  is  5  years,  maybe  it  is  10 
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years,  we  do  have  a  diminished  funding  base  to  fund  health  care 
in  this  country. 

And  we  have  to  set  policy  not  for  just  next  year  or  the  next  2 
years,  but  for  the  next  30,  40,  50  years.  And  that  is  my  substantial 
problem  that  I  have  with  all  of  this,  is  why  fund  something  so 
basic,  so  important  for  Americans,  as  health  care,  on  something 
that  is  a  declining  industry  in  this  Nation? 

And  I  still  haven't  gotten  a  good  answer  on  that. 

Dr.  Richardson.  Well,  I  am  not  sure  I  am  willing  to  predict 
what  will  be  happening  50  years  from  now,  but  I  think  we  can  pre- 
dict with  fair  accuracy  out  5,  10,  15  and  20  years. 

And  unfortunately,  these  products  are  so  addictive  that  even 
with  the  increase  in  excise  taxes,  there  will  remain  a  segment  of 
the  population  which  will  continue  to  use  them  and  will  continue 
to  provide  a  base  of  revenue. 

Attached  to  my  written  testimony,  and  I  think  some  of  the  other 
members  of  the  panel  have  similar  documentation,  you  can  look  at 
the  experience  of  other  countries  when  they  have  done  this  very 
thing.  There  is  a  decrease  in  consumption  and  that  is  how  you  save 
the  lives. 

But  there  continues  to  be  people  who,  even  with  price  increases 
of  200  and  300  percent  as  the  result  of  a  $2  tax,  would  continue 
to  smoke.  And  so  you  can  estimate  how  much  in  revenues  you  can 
expect  at  what  given  price  levels  of  tax  for  a  long  time. 

This  will  be  a  source  of  revenue  because  there  will  be  people  who 
continue  to  smoke  no  matter  what  it  costs. 

Mr.  Kopetski.  Let  me  just  say,  we  have  to  predict  what  those 
revenues  will  be.  We  are  required  to  do  it  by  law  and  we  are  re- 
quired to  do  it  as  our  responsibility  in  funding  health  care. 

So  we  don't — we  can't  just  kind  of  walk  away  with  a  guess.  We 
have  to  be  highly  accurate  at  this.  The  fact  is,  though,  that  the 
antismoking  campaign  has  been  very  successful  in  this  country, 
both  with  children,  maybe  it  has  just  white  America,  but  the  cam- 
paign has  worked  or  it  is  working. 

Cigarette  consumption  is  on  the  decline  in  this  Nation.  Isn't  that 
a  fact  

Ms.  Delgado.  That  is  true. 

Mr.  Kopetski  [continuing].  With  white  America  where  the  pro- 
grams have  been  focused?  Now,  that  doesn't  mean  we  shouldn't, 
can't  expand  that  to  the  Hispanic  community,  black  community, 
and  other  minority  communities,  and  we  should. 

But  I  am  just  saying  that  if  you  look  at  where  the  campaign  has 
been  focused,  it  has  been  successful.  And  you  are  going  to  step  up 
those  efforts. 

Ms.  Delgado.  No,  I  think  what  has  happened  is  if  you  look  at 
the  advertising  of  the  tobacco  industry,  is  they  have  shifted  their 
focusing  on  white  males  to  focusing  on  women,  Hispanics,  blacks, 
and  low-income  people  of  all  races  and  ethnicity. 

If  you  look  at  the  trends  among  those  peoples,  their  rates  of 
smoking  have  not  gone  down.  So  overall,  you  miss  who  they  have 
targeted,  whom  they  have  targeted,  certainly  are  smoking  more. 

And  that  is  how  come  more  women  die  of  lung  cancer  now  than 
die  of  breast  or  cervical  cancer. 
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Chairman  Rostenkowski.  We  really  ought  to  try  to  raise  reve- 
nues just  out  of  advertising.  I  mean  if  that  industry  is  that  power- 
ful, can  you  imagine  all  the  money  that  we  could  make  just  putting 
a  tax  on  advertising? 

You  have  got  these  airline  companies  going  belly  up,  and  yet 
they  are  advertising  every  15  minutes  on  every  one  of  our  shows. 
They  are  bankrupt. 

Dr.  Richardson.  Not  only  do  you  not  tax  it,  you  subsidize  it  by 
allowing  it  for  a  tax  deduction  for  those  companies. 

Chairman  Rostenkowski.  We  subsidize  tobacco,  too.  We  sub- 
sidize wheat,  we  subsidize  farmers.  Let  me  ask  you  a  question,  Dr. 
Richardson.  Why  do  you  think  children  are  so  easily  susceptible  to 
taking  on  smoking?  Why  do  kids  do  that? 

Dr.  Richardson.  Well,  I  think  one  very  important  reason  is  be- 
cause the  tobacco  manufacturers  are  aggressively  marketing  to  get 
children  to  start  smoking.  They  are  targeting  their  advertising 
campaigns. 

Chairman  Rostenkowski.  Well,  you  know,  they  didn't  do  that 
when  I  was  a  kid,  and  I  bet  you  I  started  smoking  when  I  was 
about  8  years  old. 

Dr.  Richardson.  Well,  I  think  that  is  certainly  true.  I  am  sorry. 

Chairman  Rostenkowski.  I  just  said  that  we  didn't  have  this 
concentration  of  advertising,  we  didn't  have  television  when  I  was 
a  kid.  Why  is  it  that  you  think  that  children  are  so  susceptible  to 
smoking? 

Dr.  Richardson.  As  I  said,  I  think  they  are  really  targets  for 
these  advertisers.  I  think  there  are  many  behaviors  that  children 
are  particularly  susceptible  to,  and  I  think  we  have  to  try  to  do  a 
better  job  of  educating  children  to  the  dangers  of  smoking. 

But  I  have  to  come  back  to  the  fact  that  the  choices  here  are  for 
organizations  like  the  American  Heart  Association,  American  Lung 
Association,  American  Cancer  Society,  to  spend  money  to  try  to 
counter  the  effects  of  advertising  by  the  tobacco  companies,  or  to 
decrease  consumption  by  raising  money  that  can  be  used  to  pay  for 
some  of  the  medical  expenditures  that  smoking  causes. 

This  just  makes  so  much  sense,  Mr.  Chairman.  Whatever  else  is 
going  on,  it  just  doesn't  make  sense  to  not  do  this  as  well.  Yes,  we 
need  further  educational  efforts,  but  if  you  have  an  opportunity  to 
do  something  that  really  only  Congress  can  do  

Chairman  Rostenkowski.  State  legislators  can  do  it,  too.  I  don't 
argue  that  raising  revenues  could  very  well  be  a  deterrent.  But  I 
think  young  people  start  smoking  because  they  feel  that  they  are 
older  when  they  start  smoking.  They  have  a  perception  of  being 
older. 

I  think  that  raising  the  price  of  cigarettes  will  be  the  greatest  de- 
terrent to  young  people. 
Dr.  Richardson.  No  question  about  it. 

Chairman  Rostenkowski.  There  are  studies  that  demonstrate 
that  if  you  raise  

Dr.  Richardson.  About  75  percent  will  try  to  stop  smoking  if  you 
raise  it  by  $2. 

Chairman  Rostenkowski.  Kids  can't  afford  it,  so  they  will  iust 
quit  it.  But,  I  don't  know,  I  think  there  is  a  great  deal  more  than 
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just  advertising  that  the  parents  ought  to  start  thinking  about, 
maybe  by  setting  examples  of  

Mr.  Brown.  Mr.  Rostenkowski,  I  don't  know  if  you  have  walked 
in  my  neighborhood  in  any  recent  times,  but  in  African-American 
neighborhoods  around  the  Nation  in  the  cities,  tobacco  advertising 
constitute  as  much  as  60,  70,  and  80  percent  of  all  advertising  on 
billboards,  bus  shelters,  on  bus  routes. 

Our  kids  see  these  things  day  in,  day  out,  with  no  other  counter- 
vailing message  being  provided  for  them  in  any  way.  Since  Con- 
gress has  not  yet  seen  fit  to  provide  moneys  for  counteradvertising 
and  since  they  still  allow  advertising  through  news  reports  and 
broadcasts  from  the  baseball  fields  and  softball  fields  around  the 
Nation  and  hasn't  really  pushed  the  law  to  stop  them  from  continu- 
ing to  advertise,  the  reality  is  we  see  an  inordinate  amount  of  ad- 
vertising in  our  communities. 

Chairman  Rostenkowski.  Well,  actually,  if  they  are  going  to 
spend  money,  Reverend  Brown,  they  are  going  to  spend  it  in  adver- 
tising in  your  neighborhoods  because  they  can't  spend  it  on  tele- 
vision anymore,  can  they?  I  mean  they  have  got  a  budget  to  adver- 
tise, don't  they? 

Dr.  Richardson.  Indeed  they  do.  They  spent  about  $4  billion  on 
advertising  last  year.  And  I  think  if  you  looked  at  the  combined 
moneys  spent  by  all  antismoking  organizations,  that  clearly  they 
have  us  out  spent. 

Chairman  Rostenkowski.  Well,  I  don't  disagree  with  that. 

Ms.  Scheg.  Mr.  Chairman,  there  isn't  a  week  that  goes  by  that 
I  don't  get  a  call  by  somebody  in  one  of  the  local  communities 
across  the  Nation  wanting  to  know  what  can  they  do  to  get  rid  of 
their  tobacco  billboards. 

And  we  have  to  say  to  them,  Congress  put  a  preemption  clause 
in  the  Federal  Cigarette  Advertising  Act  and  you  have  got  some 
real  difficulties  in  getting  rid  of  those.  The  people  in  the  commu- 
nity are  tired  of  being  the  targets  of  the  tobacco  industry.  They  are 
tired  of  having  their  children  pushed  to  become  drug  addicts. 

I  mean  tobacco  is  the  beginning  of  many  children's  drug  addic- 
tion. We  know  that  a  child  who  smokes  cigarettes  is  far  more  likely 
to  go  on  to  other  drug  products,  cocaine,  heroin,  et  cetera.  These 
parents  want  to  do  something,  but  they  are  hampered. 

Congress  hasn't  given  them  the  tools.  And  the  one  thing  that 
Congress  can  do  right  now  as  part  of  the  health  care  reform  is  to 
raise  the  cigarette  tax.  It  is  to  give  the  parents  a  little  bit  of  help 
in  trying  to  stop  this  scourge  inflicted  on  their  children  by  the  to- 
bacco industry. 

Ms.  Delgado.  Mr.  Kopetski,  back  to  your  question  about  the  di- 
minishing revenues,  I  think  when  you  think  about  that,  you  also 
have  to  think  about  the  diminishing  expenses  which  you  will  have 
because  of  the  benefits  of  health  care  reform,  because  we  hope  that 
there  will  be  more  prevention  and  things  like  that. 

So  while  there  will  be  diminishing  revenues,  you  will  have  dimin- 
ishing people  going  into  the  health  care  system  with  certain  health 
care  problems. 

Mr.  Kopetski.  Well,  I  appreciate  what  you  are  saying,  but  the 
fact  is  we  spend  the  overwhelming  amount  of  our  health  care  dol- 
lars during  the  last  few  months  of  our  lives.  And,  you  know,  even 
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though  we  get  people  to  stop  smoking,  which  is  very  well  and  good 
and  we  will  see  reduction  in  numbers  of  certain  kinds  of  procedures 
and  people  will  have  more  healthier  latter  part  of  their  lives,  the 
fact  is  that  we  are  all  going  to  die,  we  are  all  going  to  get  sick  and 
we  are  going  to  die. 

And  we  have  to  deal  with  that  and  we  have  to  pay  for  it.  Because 
usually  people  go  to  a  hospital  and  die.  And  so  we  have  got  to  fig- 
ure out  a  way  to  fund  it  and  that  is  why  we  have  the  great  respon- 
sibility of  figuring  out  a  solid  way  that  is  going  to  be  there  for  a 
while  in  terms  of  funding  our  health  care  system. 

It  has  been  a  great  discussion  and  I  truly  appreciate  your  not 
being  shy  whatsoever  in  taking  on  Mr.  Rostenkowski.  By  the  way, 
the  committee  is  adjourned. 

[Whereupon,  at  2:57  p.m.,  the  committee  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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Testimony  of  Norman  Hill 
President  of  the  A.  Philip  Randolph  Institute 
Before  the  House  Committee  on  Ways  and  Means, 
United  States  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 


Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Norman  Hill  and  I  am  the  president  of  the  A.  Philip  Randolph  Institute  (APRI), 
an  organization  of  African-American  trade  unionists  established  in  1965  by  the  late  Civil 
Rights  and  labor  leaders,  A.  Philip  Randolph  and  Bayard  Rustin.  APRI  has  over  150 
chapters  nationwide,  and  I  am  proud  that  our  voter  participation  campaigns  have  brought 
millions  of  African  Americans  to  the  polls. 

On  behalf  of  our  two  million  members,  I  want  to  express  our  support  for  President  Clinton's 
efforts  to  reform  the  nation's  ailing  health  care  system.  All  Americans  are  anxious  to  see 
health  care  costs  brought  under  control  and  universal  access  to  health  care  assured  -  two 
major  goals  of  the  Clinton  program. 

African  American  workers  comprise  a  large  proportion  of  the  uninsured.  Even  those  who 
have  health  insurance  live  in  fear  of  losing  their  jobs  and  the  health  insurance  benefits  that 
often  are  provided  with  employment.    For  this  reason,  we  are  particularly  pleased  with  the 
President's  commitment  to  providing  universal  access  to  health  insurance  benefits  for  all 
Americans.  The  Health  Security  Act  includes  a  provision  requiring  employers  to  pay  80 
percent  of  an  employee's  insurance  premium.  Although  this  provision  is  controversial,  we 
view  it  as  one  of  the  most  important  elements  of  the  President's  plan.  For  those  employers 
who  cannot  afford  to  bear  the  full  burden  of  this  cost,  the  plan  provides  significant  subsidies 
to  ease  that  burden. 

APRI  also  applauds  President  Clinton's  recognition  that  skyrocketing  health  care  costs  must 
be  controlled  for  health  care  reform  to  be  successful.  We  believe  that  limiting  the  annual 
increase  in  health  insurance  premiums  will  be  a  significant  step  forward  in  reducing  these 
costs.  In  addition,  as  fewer  health  plans  compete  for  larger  shares  of  the  consumer  market, 
costs  increases  among  insurance  companies  may  also  be  reduced. 

APRI  is  concerned,  however,  that  the  health  care  access  and  security  that  we  so  desperately 
need  may  come  at  the  expense  of  low-  and  middle-income  African  Americans.  Last  year,  we 
released  a  study  titled  Fair  Taxes:  Still  a  Dream  for  African  Americans.  The  study  shows 
that  low-  and  middle-  income  African  Americans  pay  a  far  higher  share  of  their  income  in 
federal  payroll  and  excise  taxes  as  well  as  state  and  local  taxes  than  wealthy  Americans.  In 
fact,  an  African  American  family  of  four  with  a  combined  income  of  $25,000  can  pay 
proportionately  almost  six  times  more  of  its  income  in  federal  excise  taxes  on  products  like 
gasoline  or  tobacco  than  a  family  making  $250,000  a  year. 

Whether  you  are  African-American,  Hispanic  or  Caucasian,  if  you  are  poor  or  middle-class, 
you  will  pay  a  higher  percentage  of  your  income  in  all  of  these  taxes  than  if  you  are  very 
rich.  Our  concern  with  the  Health  Security  Act  is  that  it  relies  heavily  on  flat  premiums  and 
tobacco  excise  taxes  for  financing.  Based  on  the  evidence  provided  in  our  own  study,  in 
addition  to  a  number  of  studies  and  analyses  by  groups  like  Citizens  for  Tax  Justice,  this 
legislation  places  an  unnecessary  burden  on  the  backs  of  all  low-and  middle-income 
Americans,  including  African  Americans. 

Health  care  reform  is  desperately  needed,  but  a  new  health  care  system  should  not  exacerbate 
existing  inequities  in  this  country.  Over-reliance  on  regressive  taxes  will  do  just  that. 

As  the  President's  health  care  reform  plan  moves  through  Congress,  we  call  upon  lawmakers 
to  work  with  President  Clinton  to  finance  health  care  reform  in  a  fair  and  equitable  manner  - 
in  a  way  that  asks  all  Americans  to  contribute  based  on  their  ability  to  pay,  rather  than  taking 
more  from  those  who  can  least  afford  it. 


680 


Testimony  of  David  McCarty 
President  of  the  American  Agriculture  Movement 
Before  the  House  Committee  on  Ways  and  Means, 
United  States  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 


Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  David  McCarty.  I  am  president  of  the  American  Agriculture  Movement 
(A AM),  an  organization  composed  of  and  dedicated  to  the  survival  of  America's  family 
farmers.  We  have  members  in  35  states  who  represent  farmers  producing  a  wide  variety  of 
commodities  across  North  America,  and  it  is  on  their  behalf  that  the  AAM  submits  this 
testimony. 

Rural  Americans  are  well  aware  of  the  problems  this  country  is  facing  in  the  health 
care  debate,  and  we  wholeheartedly  support  President  Clinton's  efforts  to  reform  the  nation's 
ailing  health  care  system.  We  applaud  his  efforts  to  ensure  health  coverage  for  all 
Americans,  and  at  lower  costs.  Unfortunately,  we  feel  the  Administration's  plan  fails  to 
consider  the  pocketbooks  of  all  citizens  in  all  regions  of  the  country.  Yes,  the  nation's 
health  care  system  needs  an  overhaul  —  but  not  at  the  expense  of  the  families  who  farm  this 
country's  land. 

The  AAM  has  a  long  history  of  opposition  to  excise  taxes  such  as  those  levied  on 
gasoline,  alcohol  and  tobacco.  These  excise  taxes  are  regressive  and  just  plain  unfair.  It  is 
not  fair  that  rural  men  and  women  must  pay  a  significantly  higher  proportion  of  their  income 
on  these  taxes.  For  this  reason,  the  AAM  supports  fair  taxation  for  all  Americans, 
regardless  of  how  they  earn  their  living. 

Rural  families  rely  heavily  on  the  income  generated  from  one  of  its  most  profitable 
crops  ~  tobacco.  Tobacco  is  one  of  only  two  crops  allowed  by  federal  policy  to  return 
adequate  profit  to  growers.  The  other  is  peanuts.  The  tobacco  and  peanut  programs  are 
model  agriculture  programs  that  other  commodity  programs  should  copy. 

Because  tobacco  is  one  crop  that  sustains  so  many  rural  families  and  communities  in 
this  country,  the  AAM  strongly  opposes  the  President's  proposed  quadrupling  of  the  tobacco 
tax  --  the  only  new  tax  being  proposed  --  to  finance  a  national  health  care  program.  This  tax 
will  only  serve  to  wipe  out  thousands  of  farms  and  farming  communities  that  have  already 
been  devastated  by  flood,  drought  and  past  tax  increases. 

Farmers  are  under  siege  and  are  being  hit  coming  and  going.  Earlier  this  year,  we 
were  hit  with  an  increase  in  the  gas  tax  which  significantly  raised  the  cost  of  driving  our 
products  to  market.  Now,  on  top  of  everything  else,  the  President's  plan  seeks  to  add  yet 
another  tax  to  an  already  overburdened  segment  of  the  population. 

It  is  ironic  that  currently,  rural  Americans  pay  a  considerably  larger  portion  of  their 
income  on  excise  taxes  -  33%  more  than  urban  families  -  and  yet  it  is  these  very  people 
who  are  being  singled  out  to  finance  a  health  care  program  for  the  entire  nation.  Have  not 
rural  families  and  communities  been  targeted  enough?  Is  it  not  time  to  find  a  more  equitable 
way  to  solve  the  health  care  crisis?  The  AAM  thinks  so. 

Mr.  Chairman,  the  AAM  believes  that  the  President's  plan  will  set  the  wheels  in 
motion  for  the  long  road  ahead  in  the  quest  for  a  national  health  care  program.  Rural 
families  and  communities  would  like  nothing  more  than  to  see  the  light  at  the  end  of  the 
tunnel  in  this  journey.  However,  it  cannot  come  at  the  expense  of  their  livelihoods,  their 
farms  and  their  local  economies.  The  Congress  should  adopt  a  more  equitable  plan  that 
considers  all  citizens  in  all  regions  of  the  United  States  —  not  a  plan  that  asks  one  segment  of 
the  population  to  shoulder  the  burden  for  a  national  program. 


Thank  you. 
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STATEMENT  ON  BEHALF  OF  THE  AMERICAN  BAR  ASSOCIATION 
SECTION  OF  TAXATION 

SUBMITTED  TO  THE  COMMITTEE  ON  WAYS  AND  MEANS 
OF  THE  UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
REGARDING  TAX,    FINANCING,   AND  EMPLOYEE  BENEFIT 
ISSUES  ARISING  IN  HEALTH  CARE  REFORM  LEGISLATION 


INTRODUCTION 

The  Section  of  Taxation  of  the  American  Bar  Association 
("ABA"),  on  behalf  of  the  Association's  Working  Group  on  Health 
Care  Reform,  offers  the  following  comments  on  the  tax,  employee 
benefits,  and  financing  aspects  of  health  care  reform  legislation 
now  pending  before  the  United  States  Congress.  A7    The  ABA 
strongly  supports  legislation  which  controls  health  care  costs 
and  provides  every  American,  regardless  of  income,  with  access  to 
quality  health  care.     To  assist  in  implementing  comprehensive 
health  care  reform,  the  ABA  has  formed  an  association-wide 
working  group  on  health  care  reform  to  provide  technical 
expertise  on  significant  legal  issues  as  health  care  proposals 
are  further  developed  and  considered.     The  Section  of  Taxation  of 
the  ABA  ("Tax  Section")     participates  in  this  working  group  to 
contribute  its  particular  expertise  in  the  areas  of  tax,  ERISA 
and  financing  issues.     The  Tax  Section  recognizes  that  enacting 
health  care  reform  involves  many  decisions,  but  for  purposes  of 
this  submission  to  the  House  Ways  and  Means  Committee 
("Committee")  we  will  focus  primarily  on  tax  and  financing 
issues. 

We  have  been  studying  many  alternative  health  care  reform 
proposals,   including  the  Administration's  proposal.     In  this 
submission,  however,  we  describe  generally    the  more  salient  tax 
policy  issues  raised  by  the  Administration's  proposal.   We  plan  to 
provide  the  Congressional  tax  writing  committees  more  detailed 
comments  on  various  proposals,   including  the  Administration's 
proposal,  as  they  are  considered  by  Congressional  committees. 

OVERVIEW 

The  array  of  health  care  reform  proposals  Congress  must 
consider,  and  in  particular  the  Administration's  proposal,  call 
for  a  re-examination  of  several  fundamental  tax  policies  that 
underlie  the  current  health  care  system.     For  example,  the 
existing  system,   in  large  part  an  employment-based  system, 
includes  a  number  of  tax  subsidies  having  a  significant  revenue 
effect.     One  of  the  most  significant  of  these  tax  subsidies  — 
the  exclusion  of  employer  contributions  toward  health  benefits 
from  an  employee's  income  and  employment  taxes  —  would  be 
subject  to  new  limits  under  the  Administration's  proposal. 
Another  subsidy  that  allows  employees  to  contribute  toward  health 
care  benefits  on  a  pre-tax  basis  under  a  cafeteria  plan  would  be 
limited  as  well. 

Another  consequence  of  the  Administration's  proposal, 
including  as  it  does  an  employer  mandate,   is  to  magnify  the 
importance  of  the  employee/ independent  contractor  distinction. 
Concerns  already  have  been  raised  as  to  whether  some  employers 
may  be  able  to  shift  their  workforce  to  independent  contractor 
status  to  avoid  new  responsibilities  under  health  care  reform  or 
to  qualify  for  subsidies  that  may  be  available  to  small 
employers.     Under  the  Administration's  proposal,  the  effects  of 


-        The  material  in  this  statement  has  not  been  reviewed  or 
approved  by  the  House  of  Delegates  or  Board  of  Governors  of  the 
American  Bar  Association  and  does  not  necessarily  represent  the 
views  of  the  American  Bar  Association  unless  clearly  stated. 
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statutory  and  agency  modifications  of  the  employee/ independent 
contractor  analysis  would  not  be  limited  to  health  care  reform 
but  would  also  apply  in  the  withholding  and  employment  tax  areas. 

Health  care  reform  also  places  the  tax  status  of  health  care 
providers  under  renewed  scrutiny.     A  majority  of  hospitals  and  a 
significant  portion  of  other  institutional  health  care  providers 
are  tax-exempt  under  current  law.     Health  care  reform  may 
influence  the  extent  to  which  the  tax-exempt  sector  will  continue 
to  play  a  central  role  in  the  delivery  of  health  care. 

Finally,  while  issues  such  as  those  mentioned  above  require 
Congress  to  re-examine  tax  policies  underlying  the  existing 
system,   other  aspects  of  health  care  reform,  and  the 
Administration's  proposal  in  particular,  raise  entirely  new  tax 
policy  issues  as  well.     For  example,  the  Administration's 
proposal  would  provide  a  federal  subsidy  for  early  retirees, 
i.e.,  retirees  who  are  not  otherwise  eligible  for  Medicare. 
Under  the  proposal,  many  employers  would  be  able  to  shift  their 
liabilities  for  retiree  health  benefits  to  Regional  Health 
Alliances.     Some  of  these  employers  have  been  funding  retiree 
health  benefits  through  tax-favored  arrangements  such  as  Code 
section  401(h)   accounts  and  VEBA's  qualified  under  Code  section 
501(c)(9).     This  raises  questions  about  the  disposition  of  assets 
in  existing,  tax-favored  accounts. 

LIMITING  THE  EXCLUSIONS  FROM  INDIVIDUAL 
INCOME  AND /OR  EMPLOYMENT  TAXES 

The  health  care  proposals  to  be  introduced  will  raise  other 
tax  and  health  policy  issues.     Nevertheless,  the  major  proposals 
probably  will  be  based  on  the  premise  that  the  existing 
employment-based  system  produces  unacceptable  results  from  both  a 
health  and  a  tax  perspective. 

Historically,  the  subsidies  that  exist  under  the  current 
system  have  been  justified  on  the  assumptions  that  society  as  a 
whole  benefits  if  there  is  widespread  medical  benefits  coverage, 
and  that  employers  are  more  efficient  purchasers  of  coverage  than 
individual  employees.     Over  the  years,  however,  as  coverage  (and 
associated  revenue  costs)  have  increased,  many  health  and  tax 
policy  analysts  have  begun  to  question  the  efficacy  of  the 
subsidies.     For  example,  some  health  economists  argue  that 
current  tax  expenditures  lead  to  higher  spending  on  health  care, 
because  such  subsidies  disguise  the  real  cost  of  care.  In 
addition,   economists  are  concerned  that  the  unlimited  exclusion 
encourages  the  purchase  of  health  insurance  not  worth  its  full 
cost,   i.e..  that  tax  subsidies  encourage  employees  to  buy  more 
generous  health  plans  than  workers  would  purchase  themselves  with 
after-tax  dollars.     Finally,  many  economists  are  concerned  that 
generous  health  insurance  plans  lead  to  higher  health  spending. 
Making  individuals  and  families  bear  a  greater  portion  of  the 
cost  for  additional  use  of  health  services,  these  economists 
suggest,  would  make  us  more  cost-conscious  in  choosing  health 
insurance  plans  and  in  using  health  services. 

Tax  policy  generally  attempts  to  provide  equivalent  benefits 
to  similarly  situated  individuals.     Thus,   in  theory,  two 
similarly  situated  individual  taxpayers  with  equal  health 
expenditures  should  receive  equal  tax  subsidies.     The  present  law 
scheme  does  not  reflect  these  tax  policy  goals.     Instead,  the 
availability  of  the  $70  billion  subsidy  reflected  by  the  present 
tax  exclusion  for  employer-provided  benefits  varies  based  on: 

•  whether  the  taxpayer  is  an  employee, 

•  if  the  taxpayer  is  an  employee,  whether  the  employer 
provides  medical  benefits, 

•  if  the  taxpayer  is  employed  by  an  employer  who  provides 
medical  benefits,  the  value  of  such  benefits,  and 

•  the  taxpayer's  marginal  tax  rate. 
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These  horizontal  and  vertical  disparities  have  long  been 
controversial.     See,  e.g. .  the  1990  Treasury  Report  Financing 
Health  and  Long-Term  Care.     Many  proponents  argue  that  it  is 
appropriate  to  moderate  them  by  limiting  or  capping  the  relevant 
exclusions. 

Opponents  of  this  proposal  note,  however,  that  capping  the 
relevant  exclusions  will  have  a  regressive  impact  (i.e.  that  tax 
costs  associated  with,  or  tax  revenues  raised  by,  any  cap,  if 
measured  as  a  percentage  of  income,  will  be  borne  dispropor- 
tionately by  lower-income  individuals) .     Conceptually,  this  is 
not  surprising.     If  measured  as  a  percentage  of  income,  the 
benefits  provided  by  the  present  law  unlimited  exclusion  are 
weighted  in  favor  of  middle  income  individuals. 

Tax  and  health  policy  concerns  regarding  the  appropriateness 
or  level  of  tax  exclusions  are  exacerbated  by  the  provision  of 
additional  benefits  through  employer-sponsored  "cafeteria" 
arrangements.     These  arrangements  permit  employees  to  pay  their 
share  of  premium  costs,    (plus  health  plan  deductibles  and 
employee  co-payments)   on  a  pre-tax  basis.     From  a  tax  policy 
perspective,  these  arrangements  produce  the  same  disparate 
treatment  as  the  exclusion  for  employer-provided  benefits 
generally. 

The  proposed  limit  on  employer-paid  premiums  for 
supplemental  coverage  will  create  practical  problems  in 
implementation,  since  it  will  require  identification  of  the  value 
of  each  employee's  medical  benefits.     This  entails  significantly 
greater  administrative  difficulties  than  present  law.  Under 
present  law,  because  the  exclusion  is  unlimited,  the  employer  has 
no  obligation  to  break  down  the  aggregate  value  of  employer 
medical  benefits  on  an  individual  basis.     If  the  exclusion  were 
limited,  however,  the  employer  would  have  to  be  able  to  quantify 
each  employee's  benefits. 

Moreover,  absent  specific  changes  to  the  present  law  wage 
withholding  system,  employers  would  be  required  to  maintain  and 
update  this  information  on  a  per-payroll-period  basis.2'  This 
occurs  because  the  employer  is  required  not  only  to  report  total 
income  on  an  annual  basis   (usually  on  Form  W-2)   but  also  to 
withhold  income  and  employment  taxes  ratably  during  the  year. 
Thus,  where  the  exclusion  for  medical  benefits  is  limited,  the 
employer  will  be  unable  properly  to  withhold  income  and 
employment  taxes  unless  per  employee  costs  can  be  determined. 

Valuation  Issues  —  Per  Employee  Cost 

To  implement  any  proposed  limit,   such  as  on  supplemental 
coverage  under  the  Administration's  proposal,  an  employer  will 
need  to  know  the  value  of  the  medical  benefit  coverage  provided 
to  each  covered  employee.     Assuming  that  the  employer  can 
retrieve  the  data  necessary  to  identify  the  type  and  level  of 
coverage  selected  by  each  employee,  the  employer  will  need  the 
ability  to  value  such  coverage   (again,   absent  a  specific 
provision  to  the  contrary)  on  a  per-payroll-period  basis. 
Numerous  issues  arise.     Many  apply  equally  to  insured  and  self- 
insured  arrangements;  others  are  uniquely  applicable  to  various 
self -insured  arrangements. 

The  threshold  task  is  establishing  the  per-employee  value  of 
benefits.     Even  in  the  simplest  situation  (i.e. .  a  fully  insured 
arrangement,  where  costs  are  defined  as  the  employer  premium) , 


-       Some  of  these  difficulties  could  be  mitigated  if  employers 
were  permitted  (or  required)   to  adopt  an  irregular  withholding 
method  for  nonexcludable  medical  benefits  (e.g. ,   one  annual 
filing) .     However,  these  alternative  approaches  present  their  own 
difficulties,  discussed  below.     Thus,  the  remainder  of  this 
discussion  assumes  compliance  with  the  generally  applicable  wage 
withholding  structure. 
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there  typically  is  no  per-emplcyee  cost  determination.  Rather, 
the  insurer  sets  a  premium  that  reflects  application  of 
underwriting  principles  to  a  specified  group  of  employees. 
Moreover,  where  a  group  policy  exists,  the  value  of  health 
coverage  often  will  be  greater  than  for  comparable  individual 
coverage.     This  is  addressed  under  the  Administration's  proposal 
by  requiring  inclusion  of  the  average  cost  of  providing 
supplemental  coverage.     One  issue,  however,   is  whether  this  is 
fair,   since  the  actual  value  of  the  coverage  will  differ  based  on 
different  age,  utilization  or  health  status  of  any  one  employee. 
Thus,   by  taking  average  cost,  the  inclusion  will  be  creating 
intra-employee  subsidies  which  perhaps  should  be  reported  as 
taxable  income  to  some.     In  addition,    if  covered  employees  are 
geographically  dispersed,   premiums  may  average  out  the, 
geographically  different  real  costs  of  coverage. 

On  the  other  hand,   if  a  more  accurate  assessment  of  cost 
were  determined,   a  number  of  other  issues  would  be  raised.  For 
example: 

•  Where  premiums  blend  costs  for  single  and  family 
coverage,  how  is  the  employer  to  allocate  costs  among 
employees? 

•  For  those  who  elect  family  coverage,  will  the  employer 
be  permitted  or  required  to  allocate  premiums  based  on 
the  number  of  covered  dependents  (e.g. .  self  plus  one, 
self  plus  two,  etc.)? 

•  If  an  employer  operates  in  different  geographical 
areas,   how  should  premiums  be  allocated  among  covered 
employees?     (Will  the  employer  be  permitted  or  required 
to  calculate  premiums  separately  for  employees  in  lower 
or  higher  cost  areas?     Does  the  answer  depend  on 
whether  the  insurer  calculates  premiums  based  on 
blended  costs?) 

Once  these  issues  are  resolved  initially,   another  series  of 
questions  arises  with  respect  to  the  necessity  and  frequency  of 
required  updates.     Premiums  can  change  during  a  calendar  year  for 
a  variety  of  reasons.     At  the  insurer  level,   this  could  occur  if 
the  policy  period  were  less  than  12  months   (6  months  is  becoming 
increasingly  common)   or  if  the  policy  year  is  a  non-calendar 
fiscal  year.     At  the  employee  level,   this  could  occur  as  a  result 
of  a  personal  event  such  as  a  death,  divorce,  marriage,  birth, 
adoption,   or  attainment  of  majority, or  through  changes  in 
coverage  (e.g. ,  moving  between  a  covered  and  non-covered 
division;  moving  between  full  and  part-time  employment;   or  taking 
advantage  of  open  season  to  change  benefits) . 

Valuation  Issues  —  Self  Insured  Plans 

For  employers  maintaining  self -insured  plans,   Congress  must 
face  not  only  the  issues  noted  above  but  also  concerns  relating 
to  the  cost  structure  of  such  plans.     In  a  self-insured  plan, 
there  is  no  "premium"  calculation  that  reflects  the  value  of 
coverage.     Rather,  the  sponsoring  employer  tracks  actual  costs, 
which  may  vary  significantly  from  year-to-year,   reflecting  actual 
plan  experience.     If  there  is  a  limit  on  the  employees' 
exclusion,   the  employer  will  be  required  to  develop  valuation  and 
allocation  mechanisms. 

In  determining  per-participant  costs,   a  threshold  issue  is 
whether  the  employer  should  start  with  total  costs   (i.e. ,  actual 
current  year  disbursements)   or  calculate  an  imputed  premium 
reflecting  the  value  of  the  coverage.     Presumably,   actual  cost 
calculations  should  be  inappropriate  because  of  their  volatility 
(due  to  their  direct  dependence  on  current  year  experience  which 
may  not  be  representative  of  ongoing  costs)   and  their  impact 
(which  taxes  most  heavily  those  who  are  sickest) .     To  avoid  this 
result,   Congress  might  provide  for  "imputed  premium"  value  for 
the  available  package  of  medical  benefits. 

If  an  actual  cost  approach  is  permitted  or  required,  the 
next  series  of  issues  involve  the  treatment  of  indirect  costs. 
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For  example,  will  the  employer  be  permitted  or  required  to  take 
plan  administrative  costs  into  account  (because  such  costs  would, 
of  course,  be  included  in  the  premiums  charged  by  an  insurer 
under  a  fully  insured  plan)?     Similarly,  will  the  employer  be 
permitted  to  take  the  costs  of  implementing  the  limit  into 
account  (because,  again,  such  costs  will  be  included  in  insurance 
premiums) ? 

In  addition,  because  few  self -insurance  arrangements  are 
fully  self-insured,   issues  arise  related  to  stop-loss  coverage. 
If  the  actual  cost  approach  is  used,  will  the  employer  be 
permitted  or  required  to  take  stop-loss  or  reinsurance  premiums 
into  account?    Or  are  such  amounts  to  be  disregarded,  because 
they  do  not  provide  medical  benefits  but  merely  limit  the 
employer's  risk? 

Finally,  a  variety  of  issues  relate  to  various  intra-group 
subsidies.     If  the  actual  cost  approach  is  used,  will  the 
employer  be  permitted  or  required  to  eliminate  demographic  cross 
subsidies?    Geographic  differences?     Utilization  adjustments? 
(i.e. ,  Should  the  per-participant  cost  be  an  individually  rated 
cost  or  a  smoothed  (community  rated)   average  cost?) 

Congress  has  previously  confronted  the  difficulties  of 
valuation  of  welfare  benefits  and  the  difficulties  inherent  in 
valuation  played  a  role  in  the  1989  repeal  of  section  89  of  the 
Internal  Revenue  Code. 

EMPLOYERS'   OBLIGATION  TO  PROVIDE  BENEFITS 

The  Administration's  health  reform  proposal  treats  employees 
differently  from  independent  contractors   (self-employed  persons) 
in  various  respects.     For  example,  while  the  total  premiums 
charged  to  obtain  coverage  for  a  worker  are  generally  the  same, 
regardless  of  whether  he  or  she  works  as  an  employee  or 
independent  contractor,   legal  liability  for  the  premiums  is  split 
between  the  employee  and  his  or  her  employer,   but  is  placed 
entirely  on  the  independent  contractor.     In  addition,  subsidies, 
in  the  form  of  limits  on  the  maximum  percentage  of  payroll  that  a 
business  may  be  required  to  pay  in  premiums,   generally  will  be 
available  with  respect  to  coverage  of  independent  contractors 
(because  they  are  treated  as  employing  themselves  and  their  total 
payroll  will  be  small)   but  will  not  be  available  with  respect  to 
coverage  of  employees,  unless  they  work  for  a  small  employer. 

In  order  to  ensure  that  workers  are  correctly  classified 
under  this  system,   the  Administration's  proposal  would,  among 
other  things,   direct  the  Treasury  Department  to  issue  regulations 
defining  an  employee  and  would  limit  the  protection  now  provided 
to  employers  who  inadvertently  misclassify  workers  as  independent 
contractors  by  section  530  of  the  Revenue  Act  of  1978. 

The  Tax  Section  understands  the  Administration's  desire  to 
ensure  that  workers  are  correctly  classified  as  either  employees 
or  independent  contractors  under  this  system  and  appreciates  its 
concerns  that  current  law  may  not  always  be  adequate  to  this 
task.     In  assessing  the  Administration's  approach  to  this 
problem,  however,  the  Committee  may  wish  to  consider  several 
issues: 

•        Need.     For  many  years,   reform  efforts  have  focused  on 
reducing  the  differences  in  treatment  of  employees  and 
independent  contractors,  as  the  easiest  and  least 
controversial  way  of  reducing  the  incidence  of 
misclassif ication.     As  a  result,   the  FICA  and  SECA  tax 
bases  and  rates  are  now,  with  few  exceptions,  generally 
identical.     (Although  legal  liability  for  FICA  taxes  is 
split  between  the  employee  and  his  or  her  employer,  as 
a  general  matter  both  costs  reduce  compensation,  so 
this  difference  generally  is  not  material.)  By 
treating  independent  contractors  as  employed  by 
themselves,  the  Administration's  proposal  generally 
follows  this  approach  and  maintains  parity  in  the 
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calculation  of  premiums  between  employees  and 
independent  contractors.     However,   by  making 
qualification  for  subsidies  turn  on  a  percentage  of 
payroll,  the  proposal  creates  a  new  incentive  for 
misclassif ication  of  workers  as  independent 
contractors.     The  Committee  may  wish  to  consider 
whether  anti-abuse  provisions  along  the  lines  of  Code 
section  414(m),    (n)  and  (o)  may  be  necessary. 

•  Process.     Virtually  every  review  of  this  area  has 
concluded  that  the  2  0-factor  common  law  tests  and 
their  enforcement  need  improvement.     Various  committees 
and  subcommittees  of  the  Section  of  Taxation^  of  the  ABA 
have  spent  considerable  time  —  as  has  the 
Congressional  staff,  the  Treasury  Department-,   the  GAO 
and  others  —  analyzing  and  developing  reform 
proposals.     These  proposals  require  tradeoffs  between 
simplicity  on  the  one  hand  and  accuracy  and  fairness 
(whether  to  taxpayers  or  the  government)   on  the  other. 
Their  merits  sometimes  differ  depending  on  the  context, 
e.g. ,    income  tax  withholding  or  ERISA  protection.  The 
Committee  may  wish  to  consider  how  far  such  changes 
should  be  left  to  administrative  agencies. 

•  Uniformity.     The  Administration's  proposal  generally 
would  apply  the  same  definition  of  employee  for 
employment  tax,   income  tax,  and  health  care  premium 
purposes.     The  distinction  between  employees  and 
independent  contractors  is  used  for  different  purposes 
in  these  areas   (and  in  federal  and  state  labor  law) . 
For  example,   it  serves  primarily  an  administrative 
function  in  the  income  tax  withholding  area,  but  helps 
protect  individuals  with  little  bargaining  power  in  the 
labor  context.     The  Internal  Revenue  Service's 
experience  with  its  Compliance  2000  initiative  suggests 
that  the  same  standards  may  not  even  be  appropriate  for 
different  industries.     While  there  are  obvious  benefits 
in  maintaining  a  single  definition  that  applies  for  all 
purposes,   the  Committee  may  wish  to  consider  whether 
this  is  the  right  approach  in  this  context. 

The  task  of  collecting  health  premiums  under  the 
Administration's  proposal  may  well  resemble  in  many  respects  the 
task  of  collecting  employment  taxes  under  current  law.  Current 
law  already  places  a  tremendous  administrative  burden  on 
employers  who  are  required  to  act  as  agents  of  the  government. 
While  the  Administration's  proposal  does  not  provide  much 
concrete  guidance  on  how  premiums  will  be  collected  and  enforced, 
the  development  of  these  rules  should  take  into  account  the  need 
to  coordinate  with  current  law  and  to  minimize  the  administrative 
burden  on  individuals  and  businesses. 

TAX  TREATMENT  OF  ORGANIZATIONS  PROVIDING 
HEALTH  CARE  SERVICES 

The  Administration's  proposal  contains  new  requirements 
governing  the  tax-exempt  status  of  health  care  providers.  These 
provisions  raise  the  following  preliminary  questions  and  issues: 

•  The  Administration's  proposal  requires  that  hospitals 
and  other  non-profit  health  providers  assess  the  health 
needs  of  their  community  and  develop  a  plan  to  meet 
those  needs.     The  community  needs  assessment  must  be 
made  "with  the  participation  of  community 
representatives."     The  proposal  is  silent  as  to  how 
adequate  community  participation  will  be  determined  and 
judged  and  whether  an  organization  is  obligated  to  do 
anything  more  than  conduct  the  study  itself.  Community 
participation  on  the  organization's  board  does  not 
appear  to  be  required.     However,   if  a  health  care 
organization  already  has  significant  community 
representation  on  its  board  of  directors,  will  the 
community  participation  requirement  be  met  if  it  can  be 
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demonstrated  that  those  persons  have  been  involved  in  a 
formal  needs  assessment? 

•  The  community  needs  assessment  requirement  contained  in 
the  Administration's  proposal  applies  to  hospitals  and 
"other  entities"  providing  "health  care  services." 
There  is  no  definition  of  what  "other  entities"  are 
intended  to  be  covered,  or  what  constitutes  "health 
care  services."     It  is  important  to  clarify  what 
organizations  other  than  hospitals  are  subject  to  this 
requirement.     For  example,  does  it  apply  to  exempt 
clinics,   faculty  practice  plans  and  similar 
organizations  that  promote  health  through  the  delivery 
of  patient  care?    This  requirement  also  appears  to 
apply  to  Code  section  501(c)(3)   organizations  that 
qualify  for  exemption  on  the  basis  of  relief  of  the 
poor  and  distressed,  such  as  nursing  homes  and  homes 
for  the  elderly.     Is  this  the  intention? 

•  The  Administration's  proposal  contains  additional  rules 
governing  the  exemption  requirements  for  HMOs, 
including  requirements  that  the  HMO  actually  must  own 
its  own  facilities  and  provide  services  through  health 
care  providers  who  do  not  provide  substantial  outside 
services.     These  requirements  effectively  limit  Code 
section  501(c)(3)   exemptions  to  staff  model  HMOs,  and 
may  effectively  preclude  most  start-up  HMOs  from 
qualifying  for  exemption  because  they  may  have 
insufficient  resources  to  acquire  facilities  or 
insufficient  enrollment  of  essentially  full-time  staff. 
Also,  a  number  of  HMOs  are  not  operated  on  a  stand- 
alone basis,  but  in  conjunction  with  medical  schools, 
teaching  hospitals  or  other  major  health  care 
facilities  that  are  exempt  under  Code  section 
501(c)(3).     It  is  uncertain  whether  such  organizations 
could  continue  to  operate  these  HMOs  as  an  exempt 
activity  under  the  Administration's  proposal.  For 
example,  where  medical  school  faculty  members  spend 
one-third  of  their  time  providing  clinical  services  to 
the  medical  school  HMO  patients,  one-third  of  their 
time  providing  clinical  services  to  their  patients  and 
one-third  of  their  time  performing  educational/research 
activities,  the  HMO  appears  to  fail  to  qualify  under 
proposed  section  501 (m) (6) (B) (i)   because  the  health 
care  professionals  provide  substantial  health  care 
services  other  than  through  the  HMO.     Similarly,  where 
the  HMO  is  not  a  legally  separate  entity,  the 
combination  of  hospital  operations  available  to  the 
general  public  and  HMO  operations  in  the  same  nonprofit 
corporation  might  not  comply  with  this  section.  We 
question  whether  this  would  result  in  needless 
duplication  of  facilities  or  services. 

•  The  Administration's  proposal  creates  a  new  category  of 
non-private  foundations  under  proposed  Code  section 
509(a)(4)   for  parent  organizations  of  health  care 
providers.     This  provision  raises  a  number  of  issues. 
It  is  unclear  how  these  rules  relate  to  current  law 
since  such  organizations  may  already  be  covered  by  Code 
section  509(a)(3).     If  this  provision  is  intended  as  an 
expansion  of  current  law,  why  is  its  application 
limited  to  parents  of  hospitals  described  in  Code 
section  170 (b) ( 1) (A) ( iii) ?    Other  types  of  exempt 
organizations  have  supporting  parent  organizations.  Is 
new  Code  section  509(a)(4)   intended  to  be  the  exclusive 
basis  for  non-private  foundation  status  for  these 
organizations?    Finally,  how  will  this  provision  apply 
in  the  case  of  health  care  providers  with  multiple 
parents  or  with  for-profit  subsidiaries? 

SPECIAL  RULES  FOR  RETIREES 

While  Medicare  typically  provides  primary  coverage  for 
elderly  Americans,  many  retirees  receive  supplemental  coverage 
through  employer-paid  medical  plans.     In  addition,  for  those  who 
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retire  before  attaining  age  65  and  becoming  eligible  for 
Medicare,   employer-paid  coverage  is  often  the  only  available 
medical  coverage.     These  benefits  can  be  quite  expensive,   as  many 
employers  noted  when,   for  the  first  time  in  1993,   new  financial 
accounting  rules  required  them  to  recognize  such  liabilities. ^ 

The  Administration's  proposal  would  shift  much  of  the 
liability  of  employers  for  these  benefits  to  Health  Alliances. 
This  early  retiree  health  liability  relief  raises  issues  of 
fairness.     Clearly  there  may  be  windfalls  for  employers  liable 
for  retiree  health  coverage.     At  the  same  time,   there  are  many 
employers  who  had  not  been  paying  such  amounts  for  whom  there 
will  be  no  assessment.     Moreover,  there  may  be  a  substantial 
question  whether  a  legal  liability  exists  for  retiree  health 
coverage  from  which  an  employer  could  be  relieved.     On  the  other 
hand,  where  a  current  liability  does  exist,  will  an  employer 
recognize  taxable  income  upon  the  satisfaction  of  its  liabililty 
under  health  care  reform?    Also,   some  employers  had  scheduled 
cutbacks  in  retiree  health  benefits,  but  because  of  the  look  back 
to  earlier  periods  for  determining  liability,  there  may  be 
greater  than  anticipated  liability  for  these  employers. 

Another  issue  that  must  be  addressed  is  what  to  do  with 
reserves  that  have  been  accumulated  to  cover  retiree  health 
obligations  in  the  event  it  becomes  unnecessary  to  pay  benefits 
due  to  the  shifting  of  liabilities  to  a  Health  Alliance.  It 
might  seem  fair  to  permit  these  assets  to  be  used  to  provide 
other  benefits  for  employees  including  the  use  of  a  Code 
section  401(h)   reserve  for  the  payment  of  pension  benefits.  If 
such  use  is  permitted,   legislation  should  clarify  that  it  will 
not  trigger  any  income  or  excise  tax  on  reversions  to  employers. 

CONCLUSION 

This  is  only  a  brief  summary  of  some  of  the  more  salient 
aspects  of  the  tax  policy  of  the  Administration's  proposal  as 
originally  released  to  the  public.     As  this  statement  was 
finalized,  Representative  Gephardt  introduced  the 

Administration's  proposal  as  H.R.   3600  in  the  House,   and  Senator 
Mitchell  introduced  S.1757  in  the  Senate.     We  have  not  had  an 
opportunity  to  review  these  bills  in  detail,  but  we  understand 
that  a  number  of  important  changes  have  been  made  from  the 
original  Administration  proposal.     Our  comments  do  not  reflect 
these  changes.     The  Tax  Section  intends  to  file  additional 
comments  to  address  the  finalized  legislative  language  introduced 
in  H.R.   3600  and  S.1757,   and  would  be  pleased  to  meet  with  the 
Committee  staff  to  discuss  any  of  the  financing  or  employee 
benefit  related  provisions. 

M.  Carr  Ferguson 

Chair  —  Section  of  Taxation 

American  Bar  Association 


l:      Financial  accounting  statement  (FAS)   106,  which  became 
effective  for  fiscal  years  beginning  after  December  31,  1992, 
requires  employers  to  accrue  liabilities  for  post-retirement 
welfare  benefits  ratably  over  an  employee's  active  years  of 
service. 
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TESTIMONY  OF  RONALD  B.  GEORGE,  FCCP 
AMERICAN  COLLEGE  OF  CHEST  PHYSICIANS 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  this  opportunity  to 
present  testimony  for  the  record  on  behalf  of  the  American  College  of  Chest  Physicians 
(ACCP),  a  multi-specialty  medical  society,  representing  approximately  13,500  physicians 
across  the  United  States  and  another  2,500  physicians  in  ninety-eight  countries  around  the 
world.  I  am  Ronald  Br  George,  M.D.,  FCCP,  President  of  the  ACCP  and  the  Chairman  of 
the  Department  of  Medicine  at  the  Louisiana  State  University  Medical  Center.  Fellows  in 
the  College  study  and  treat  diseases  of  the  chest,  and  are  trained  in  pulmonology,  cardiology, 
cardiothoracic  surgery,  critical  care  medicine,  infectious  disease,  allergy,  and  related 
specialties.  As  a  pulmonologist,  I  have  witnessed  and  treated  a  multitude  of  patients 
suffering  from  diseases  caused  by  cigarettes.  I  am  especially  pleased,  therefore,  to  testify 
before  this  Committee  in  support  of  what  the  College  views  as  a  very  important  and  sound 
health  policy  matter:  an  increased  cigarette  excise  tax  as  a  financing  mechanism  in  President 
Clinton's  Health  Security  Act. 

The  importance  to  the  College  of  this  health  policy  issue  cannot  be 
understated.  Founded  in  1935  as  a  medical  and  scientific  society,  the  ACCP  is  dedicated  to 
providing  postgraduate  medical  education  for  physicians  involved  in  the  diagnosis  and 
treatment  of  chest  diseases,  including  those  long-term  debilitating  cardiopulmonary  diseases 
induced  or  exacerbated  by  smoking  tobacco,  e.g..  lung  cancer,  emphysema,  coronary  artery 
disease,  arteriosclerosis  obliterans  affecting  the  lower  extremities,  bronchitis,  and  asthma. 
Just  last  month,  the  College  held  its  59th  Annual  International  Scientific  Assembly  in 
Orlando,  Florida,  where  more  than  50  original  peer-reviewed  investigations  were  presented 
related  to  diseases  of  the  chest. 

During  the  Assembly's  convocation  ceremony,  the  232  new  Fellows  of  the 
College,  just  like  their  predecessors  for  more  than  a  decade,  voluntarily  pledged  to  promote 
the  cessation  of  smoking  among  their  patients.  For  the  Committee  to  appreciate  the  ACCP's 
commitment  to  smoking  cessation,  I  would  like  to  state  the  pledge  here  for  the  record: 

AS  A  MEMBER  OF  AMERICAN  COLLEGE  OF  CHEST 
PHYSICIANS  AND  A  LEADER  IN  THE  MOST  IMPORTANT 
STRUGGLE  FACED  BY  CHEST  PHYSICIANS,  THE  PREVENTION 
AND  CONTROL  OF  OUR  MAJOR  HEALTH  PROBLEMS  OF 
LUNG  CANCER,  CARDIOVASCULAR  AND  CHRONIC 
PULMONARY  DISEASE,  I  SHALL  MAKE  A  SPECIAL  PERSONAL 
EFFORT  TO  CONTROL  SMOKING  AND  TO  ELIMINATE  THIS 
HAZARD  FROM  MY  OFFICE,  CLINIC  AND  HOSPITAL.  I 
SHALL  ASK  ALL  OF  MY  PATIENTS  ABOUT  THEIR  SMOKING 
HABITS  AND  I  SHALL  ASSIST  THE  CIGARETTE  SMOKER  IN 
STOPPING  SMOKING.  I  MAKE  THIS  PLEDGE  TO  MY 
PATIENTS  AND  TO  SOCIETY. 

Consistent  with  the  College's  commitment  to  fulfill  this  pledge  has  been  its 
efforts  throughout  the  years  to  educate  the  public  about  the  harms  of  smoking.  We  support 
legislative  initiatives  intended  to  curb  smoking.  All  too  familiar  with  the  medical  harms 


690 


caused  by  smoking,  as  physicians,  we  view  the  cigarette  excise  tax  first  as  a  health  promoter 
and  second  as  a  revenue  raiser. 

There  has  been  a  lot  of  debate  in  the  press  and  in  the  Congress  about  the  tax 
rate  at  which  revenues  generated  through  a  federal  tax  on  cigarettes  and  other  tobacco 
products  begin  to  fall.  Representing  the  physicians  who  are  on  the  "front  lines"  treating 
patients  suffering  from  tobacco-induced  diseases,  I  would  urge  that  the  focus  of  this  debate 
be  on  how  we  as  a  nation  can  improve  the  long-term  health  of  our  citizens,  not  at  what  point 
the  revenue-producing  slope  begins  its  downward  turn.  This  is  not  to  say  that  the  revenue 
concerns  are  not  real  or  need  not  be  addressed.  No  doubt  they  must. 

But  we  only  need  to  turn  our  heads  north  to  Canada  to  learn  that  an  increase 
in  the  cigarette  excise  tax  will  save  lives  and  raise  revenue.  The  excise  tax  in  Canada  on  a 
pack  of  cigarettes  is  now  greater  than  $3.25,  more  than  three  times  the  overall  federal  tax 
included  in  the  President's  proposal.  Consumption  in  Canada  did  not  start  to  drop  until  the 
overall  price  of  a  pack  of  cigarettes  reached  $5.75.  Given  the  fact  that  the  price  of  a  pack  of 
cigarettes  in  the  United  States,  including  state  and  federal  taxes,  is  still  under  $2.00,  it  will 
be  some  time  before  the  Congress  needs  to  worry  about  a  declining  source  of  revenue 
through  a  federal  cigarette  tax.  Given  the  recent  reaction  of  the  tobacco  industry  to  slash  its 
prices  in  anticipation  of  a  cigarette  tax  increase,  the  Congress  can  unfortunately  rely  on  the 
industry  to  enable  it  to  continue  to  raise  the  excise  tax  significantly  before  revenues  generated 
begin  to  decline. 

And  I  say  "unfortunately"  because  the  goal  of  the  ACCP  -  to  eradicate 
smoking  in  this  country  -  becomes  increasingly  difficult  when  the  tobacco  industry  makes 
cigarettes,  an  addictive  product,  more  affordable  to  the  children  and  teens  to  whom  it 
markets  with  a  $4  billion  budget.  The  tobacco  industry  currently  recruits  more  than  one 
million  young  people  each  year  to  its  smoking  ranks  —  this  translates  to  approximately  3,000 
new  youngsters  smoking  daily.  And  half  of  these  new  recruits  are  under  the  age  of  thirteen! 
Tobacco  companies  maintain  that  their  advertising  is  intended  to  lure  existing  smokers  to 
their  brand  rather  than  recruit  youngsters.  Yet  they  do  it  with  cartoon  characters,  hat  and  T- 
shirt  give-aways. 

It  is  the  youth  of  this  country  -  our  future  -  who  we  must  protect  by 
increasing  the  price  of  cigarettes.  We  should  challenge  our  nation's  youth  to  dispose  of  their 
limited  funds  in  a  way  more  responsible  than  buying  cigarettes,  chewing  tobacco,  or  using 
snuff.  All  of  the  education  in  the  classrooms  and  warning  labels  on  cigarette  packs  do  not 
match  the  pervasive  advertising  by  the  tobacco  industry.  And  as  physicians  we  know  that 
once  a  person  is  addicted  to  tobacco,  it  is  extremely  difficult  to  quit.  We  also  know  that  an 
increase  in  the  price  of  tobacco  will  have  a  deterrent  effect  on  smoking  among  our  youth. 

Canada  again  provides  the  evidence.  From  1980  to  1991,  Canada  raised  its 
tax  on  cigarettes  from  46  cents  a  pack  to  $3.27.  During  that  time,  teen  smoking  decreased 
by  about  two-thirds.  Interestingly  enough,  during  these  eleven  years  overall  consumption  in 
Canada  decreased  by  36%  while  revenues  continued  to  climb  from  $2  billion  to  $7.1  billion 
per  year. 
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The  ACCP  supports  the  Administration's  effort  to  increase  the  price  of 
cigarettes  and  other  tobacco  products.  We  urge  the  Congress  to  go  beyond  the  75  cent 
increase  recommended  by  the  White  House  and  advocated  by  your  colleagues  Representative 
Mike  Andrews  and  Senator  Bill  Bradley  through  their  companion  bills,  H.R.1246  and  S. 
513.  The  ACCP  has  and  will  continue  to  be  an  ardent  supporter  of  this  legislation.  In  light 
of  the  figures  discussed  above,  however,  and  the  known  harms  of  tobacco  ~  killing  435,000 
Americans  annually,  more  than  alcohol,  heroin,  crack  cocaine,  automobile  and  airplane 
accidents,  homicides,  suicides  and  AIDS  combined  —  the  ACCP  urges  the  Congress  to  take 
the  bold  step  to  raise  the  cigarette  excise  tax  by  $2.00  per  pack  and  an  equivalent  increase  on 
other  tobacco  products.  It  is  estimated  that  nearly  two  million  premature  deaths  would  be 
averted  if  the  excise  tax  on  cigarettes  was  raised  to  $2.00  per  pack,  as  compared  to  900,000 
premature  deaths  averted  with  an  increase  to  one  dollar. 

We  are  aware  that  the  Tobacco  Institute  has  testified  during  these  hearings  to 
the  effect  that  an  increase  in  the  cigarette  excise  tax  will  create  a  greater  financial  burden  on 
our  nation  on  the  theory  that  more  people  will  live  longer  and  therefore  create  a  greater  drain 
on  the  provision  of  health  services.  This  logic  should  offend  all  of  our  sensibilities.  As  a 
physician,  it  certainly  offends  mine.  Not  only  is  the  thinking  misguided,  it  fails  to  take  into 
account  an  anticipated  decrease  in  the  need  for  costly  medical  care  (provided  by  our 
members)  for  those  people  suffering  from  smoking-related  diseases.  We  should  not  forget 
that  healthier  people  tend  to  be  more  productive  members  of  society. 

We  also  understand  that  "tax"  is  a  word  to  be  avoided  on  Capitol  Hill.  You 
and  your  colleagues  could  adopt  the  view  espoused  by  the  College  in  an  effort  to  avoid  the 
political  turmoil  that  often  accompanies  such  word  usage.  As  I  stated  earlier,  the  focus  of 
this  measure  should  be  on  its  health  promotion  characteristics,  not  on  its  revenue  raising 
capabilities.  The  College  would  suggest  this  measure  be  labeled  a  "health  enhancer"  or  a 
"disease  deterrent".  As  the  statistics  have  borne  out,  some  of  which  I  mentioned  above,  this 
disease  deterrent  has  an  immediate  impact  on  our  collective  behavior  and  especially  on  the 
young.  The  ACCP's  pledge  reflects  the  part  we,  as  physicians,  play  to  help  our  patients 
modify  their  behavior.  The  Congress  has  the  opportunity  to  act  on  a  grander  scale  to  modify 
our  nation's  use  of  tobacco. 

We  are  aware  of  the  fact  that  many  of  your  colleagues  are  against  using  taxes 
as  a  means  towards  modifying  behavior.  The  implications  for  other  products  we  use  or 
consume,  and  the  role  the  Congress  should  play,  can  be  frightening.  But  I  would  suggest 
tobacco  is  a  unique  product  for  which  decisive  action  by  the  Congress  is  needed.  Tobacco  is 
the  only  product  that  when  used  as  intended  causes  innumerable  diseases  and  eventually 
death.  The  medical  facts  have  been  known  for  decades.  Now  is  the  time  for  decisive  action. 


Thank  you  for  this  opportunity  to  present  this  testimony  on  behalf  of  the 
American  College  of  Chest  Physicians. 
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ISSUES/POINTS  TO  COVER  IN  ACCP  TESTIMONY 

O  ACCP  HI STORY /EDUCATE  THE  PUBLIC  ABOUT  HARMS  OF  SMOKING 

O  ACCP  ADVOCATES  FOR  SMOKING  DETERRENTS /THIS  IS  ONE 

O  DO  NOT  USE  THE  WORD  "TAX" 

O  RAISE  THE  PRICE  OF  CIGARETTES  TO  AT  LEAST  ONE  DOLLAR 

O  RAISE  PRICE  TO  TWO  DOLLARS 

O  INCLUDE  OTHER  TOBACCO  PRODUCTS  IN  PRICE  INCREASE^ 

O         ACCP  PHYSICIANS  ARE  ON  THE  FRONT  LINE  TREATING  SMOKING 
DISEASES 

O         ACCP  SUPPORT  FOR  BRADLEY /ANDREWS  LEGISLATION  WHICH  INCREASES 
FEDERAL  PRICE  TO  ONE  DOLLAR  CONSISTENT  WITH  PRESIDENT'S 
PROPOSAL 

O         HEALTH  ENHANCER/ADDICTION  DETERRENT 

O         REDIRECT  HEALTH  DOLLARS  TO  TREAT  OTHER  DISEASES 

O         ERADICATE  SMOKING  -  MOVE  TOWARDS  A  SMOKE-FREE  SOCIETY 
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TESTIMONY  OF  CORNELIUS  J.  PINGS,  PH.D. 
PRESIDENT,  ASSOCIATION  OF  AMERICAN  UNIVERSITIES 

SUBMITTED  FOR  THE  RECORD 
HEARING  ON  HEALTH  CARE  REFORM 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 

NOVEMBER  19,  1993 


Mr.  Chairman  and  members  of  this  Committee,  I  appreciate  the  opportunity 
to  share  with  you  the  interests  and  concerns  of  universities  regarding  health 
care  reform,  particularly  universities  with  academic  health  centers.  The 
Association  of  American  Universities  (AAU)  represents  the  nation's  leading 
public  and  private  research  universities.  This  statement  and  the  positions  noted 
are  fully  supported  by  the  National  Association  of  State  Universities  and 
Land-Grant  Colleges  (NASULGC)  and  its  President  Peter  Magrath.  Together, 
with  some  overlap  in  membership,  we  represent  the  sizable  majority  of 
institutions  with  academic  health  centers. 

I  understand  that  this  hearing  is  intended  to  focus  on  financing  issues,  and  I 
assure  you  that  the  administrators  of  comprehensive  universities  are  deeply 
concerned  about  the  financial  as  well  as  organizational  implications  of  health 
care  reform  at  our  institutions.  The  AAU  and  NASULGC  have  recently 
established  a  Task  Force  on  Health  Care  Reform  comprising  university 
presidents  and  chancellors,  as  well  as  medical  school  deans  and  vice 
presidents  of  academic  health  centers.  Two  senior  university  financial  officers 
also  serve  on  the  task  force  for  the  precise  purpose  of  assisting  us  in 
understanding  all  of  the  potential  financial  implications  of  reform  on 
universities.  The  task  force  is  examining  the  key  issues  of  interest  to  universities 
in  health  care  reform  in  order  to  inform  our  membership  and  serve  as  a 
resource  to  the  university  community,  as  well  as  to  the  Administration  and  the 
Congress.  The  issues  the  task  force  is  concentrating  on  include  universities  as 
providers  of  health  care,  as  educators  of  health  care  professionals,  and  as 
employers,  as  well  as  the  role  of  university-based  biomedical  research  in  health 
care  reform. 

Under  the  Clinton  plan,  universities,  like  all  employers,  will  be  required  to 
pay  80  percent  of  health  care  premiums  and  cover  part-time  as  well  as  full-time 
employees.  In  addition  to  the  other  employer  mandates  required  by  the 
Clinton  plan,  universities  will  need  to  make  certain  decisions  similar  to  other 
large  employers.  For  example,  many  private  universities  have  5,000  or  more 
employees  and  could  qualify  for  corporate  alliance  status.  Private  universities 
and  colleges  will  need  to  consider  the  pros  and  cons  of  becoming  a  corporate 
alliance  or  joining  a  regional  alliance.  State  universities  and  colleges  will  need 
to  adapt  university  policies  and  procedures  to  comply  with  regional  alliance 
decisions  made  by  the  states  and  localities. 

To  some  extent,  individual  universities  may  find  that  the  Clinton  plan 
affects  some  element  of  current  practice  on  campus.  For  example,  some  of  our 
institutions  offer  retiree  health  benefits,  while  others  do  not.  In  still  other 
instances,  decisions  will  be  made  for  us.  If  the  Clinton  plan  is  adopted  in  its 
present  form,  Medicare  coverage  will  be  extended  to  all  state  and  local 
government  employees,  including  employees  of  state  colleges  and  universities. 
At  the  present  time,  coverage  of  state  and  local  government  workers  is  limited 
to  employees  hired  on  or  after  April  1,  1986,  and  to  state  employees  hired 
before  that  date  pursuant  to  an  agreement  with  the  Secretary  of  the  Department 
of  Health  and  Human  Services. 

All  of  these  choices  and  changes  will  affect  university  resources  and,  in 
many  cases,  significant  changes  will  be  required  in  the  content  and  manner  in 
which  health  care  benefits  and  services  are  provided  and  paid  for. 
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Of  great  interest  to  us  under  the  Clinton  plan  and  any  other  plan  to  reform 
the  health  care  system  is  the  recognition  of  the  essential  role  played  by 
academic  health  centers  and  the  importance  of  providing  sufficient  resources 
to  support  the  multiple  missions  of  these  centers.  While  the  Clinton  plan  does 
identify  academic  health  centers  as  integral  to  our  health  care  system,  we  want 
to  ensure  that  the  funds  essential  to  fulfilling  the  multiple  missions  of  academic 
health  centers  are  provided.  Academic  health  centers  educate  health 
professionals,  conduct  world-class  research,  and  provide  care  to  many  people, 
including  a  significant  portion  of  those  who  now  are  uninsured  and  cannot 
afford  to  pay  for  services.  At  many  academic  health  centers  a  significant 
portion  of  the  care  provided  is  uncompensated.  While  the  AAU  and 
NASULGC  appreciate  the  call  for  universal  coverage,  we  know  this  guarantee 
of  coverage  will  require  a  carefully  considered  transition  period  which  does  not 
pull  the  financial  rug  out  from  under  the  centers  that  will  continue  to  be  relied 
upon  to  provide  health  care  services  to  many  people,  with  or  without  a  health 
security  card,  in  both  the  short-term  and  the  long-term.  We  urge  you  and  the 
Committee  to  pay  particular  attention  to  the  support  that  will  be  needed  for 
academic  health  centers  in  any  new  health  care  system,  particularly  during  the 
transition  period  from  the  current  system  to  a  new  one. 

The  restructuring  of  our  health  care  system  will  have  a  significant  impact  on 
the  many  teaching  hospitals  that  have  traditionally  served  as  the  sites  for  care 
delivery,  clinical  research,  and  the  education  of  health  professionals  in  primary, 
secondary  and  tertiary  care  services.  Before  coming  to  the  AAU,  Mr. 
Chairman,  I  was  the  Provost  at  the  University  of  Southern  California  for  12 
years.  The  teaching  hospital  associated  with  the  USC  health  center  is  Los 
Angeles  County  Hospital,  one  of  the  largest  and  busiest  public  hospitals  in  the 
country.  Health  care  reform  proposals  to  change  the  various  funding  streams 
that  have  been  supporting  the  county's  efforts  to  maintain  this  hospital  will  not 
only  affect  those  who  rely  on  Los  Angeles  County  Hospital  for  services,  but  it 
will  also  affect  the  providers  and  the  county  budget  as  well.  There  are  clearly 
many  reasons  to  reform  a  health  care  system  that  is  overwhelming  facilities  like 
the  Los  Angeles  County  hospital  with  increasing  demand  and  decreasing 
resources.  But  as  we  reform  our  system,  I  urge  a  careful  assessment  of  how 
each  aspect  of  the  proposals  considered  by  Congress  will  affect  the  ability  of 
academic  health  centers  to  continue  to  provide  care,  conduct  research,  and 
educate  health  care  professionals. 

Let  me  turn  for  a  minute  to  the  issue  of  educating  health  professionals,  a 
topic  that  has  received  a  good  deal  of  attention  in  the  health  care  debate.  The 
Clinton  plan  calls  for  at  least  55  percent  of  all  medical  residents  to  be  enrolled 
in  generalist  training  programs  by  the  year  2002.  As  I  understand  it,  generalists 
would  include  family  medicine,  internal  medicine,  pediatrics  and  OB/GYN. 
Other  proposals  have  called  for  a  50-percent  ratio,  with  mechanisms  built  in 
for  determining  the  need  for  and  allocation  of  residency  positions  over  time. 
Mr.  Chairman,  there  is  clearly  a  demand  and  need  for  more  primary  care 
providers  in  a  new  system  that  will  rely  heavily  on  primary  care  and  prevention 
services.  However,  I  raise  three  issues  for  your  consideration  in  this  area.  First, 
whatever  the  final  decision  about  primary  vs.  specialty  residency  training 
programs,  the  physicians  of  tomorrow  will  need  to  be  educated  in  our  medical 
schools.  Some  of  the  education  process  may  be  provided  in  the  community, 
outside  the  medical  school  and  the  teaching  hospital,  but  medical  schools  will 
and  should  continue  to  be  the  focus  for  quality  medical  education,  whether  a 
student  is  planning  to  be  a  primary  care  provider  or  a  specialist.  Any  changes 
in  the  funding  level  and  mechanism  for  graduate  medical  education  should  be 
carefully  considered  for  the  impact  such  changes  may  have  on  academic  health 
centers  and  schools  of  medicine. 

Second,  universities  and  academic  health  centers  around  the  country  all 
have  different  histories,  different  cultures,  and  frankly,  different  strengths.  I 
hope  any  proposal  to  increase  the  number  of  primary  care  providers  will 
recognize  and  affirm  the  diversity  of  our  institutions  while  we  strive  to  meet 


695 


certain  national  health  care  provider  goals. 

Finally,  it  is  increasingly  important  that  we  look  to  many  other  health  care 
professionals  to  serve  as  primary  care  providers  in  a  reformed  health  care 
system.  Nurses,  dentists,  physician  assistants,  to  name  just  a  few,  will  be 
needed  to  provide  services,  and  sufficient  resources  will  be  needed  to  support 
education  programs  for  these  providers.  While  the  Clinton  plan  authorizes 
additional  dollars  for  these  programs,  the  money  will  need  to  be  appropriated 
from  an  already  severely  constrained  discretionary  budget.  We  could  well  find 
ourselves  in  a  situation  where  we  have  created  a  system  that  relies  on 
additional  primary  care  providers  (doctors  and  other  professionals)  before  we 
actually  have  the  providers  in  place  to  provide  the  services.  It  will  take  time  for 
the  55/45  or  50/50  mix  of  generalists  and  specialists  to  be  realized  and,  without 
sufficient  resources,  we  will  be  unable  to  educate  the  other  health  professionals 
the  system  will  need  to  succeed. 

Another  area  of  concern  to  many  universities  is  the  role  of  biomedical 
research  in  health  care  reform  and,  indeed,  the  impact  of  reform  on  our  current 
investment  in  research.  Of  particular  concern  is  the  future  of  clinical  research 
conducted  at  academic  health  centers  around  the  country.  As  I  indicated 
earlier,  academic  health  centers  have  funded  their  various  missions  through 
multiple  financing  streams.  Many  of  these  financing  streams  have  supported 
aspects  of  clinical  care  and  research  that  are  not  covered  by  a  research  grant  or 
other  outside  source.  As  we  move  toward  a  system  that  changes  the  way  we 
finance  graduate  medical  education,  and  the  ways  we  finance  clinical  care  and 
reimburse  for  services  under  Medicare  and  Medicaid,  I  urge  that  you  remain 
diligent  in  preserving  the  kind  of  core  support  that  enables  academic  health 
centers  to  conduct  the  research  essential  to  the  development  of  new  and  more 
cost-effective  therapies  and  treatments. 

I  also  urge  that,  in  the  debate  on  health  care  reform,  we  remember  the 
importance  of  our  current  investment  in  biomedical  research  through  the 
National  Institutes  of  Health  (NIH).  The  Clinton  plan  calls  for  increases  in  the 
investment  in  research,  specifically  in  prevention  and  health  services  research. 
As  you  know,  these  increases  are  not  paid  for  under  the  Clinton  plan.  The 
funds  for  this  research  will  have  to  be  appropriated  out  of  the  discretionary 
budget,  the  same  budget  that  funds  our  current  investment  in  research  as  well 
as  many  other  vital  domestic  programs. 

Even  as  we  speak,  market  forces  are  at  work  which  are  driving  our 
institutions  to  make  changes,  many  of  them  long  overdue.  University 
presidents  and  chancellors  across  the  country  are  taking  a  critical  look  at  their 
institutions  and  thinking  strategically  about  how  to  maintain  quality  programs 
with  fewer  dollars.  Many  universities,  particularly  those  in  my  home  state  of 
California,  are  already  experiencing  the  impact  of  the  explosion  of  managed 
care  programs  and  have  begun  to  make  institutional  changes  and  adjustments. 

Mr.  Chairman,  historically,  universities  have  been  problem  solvers.  We 
have  taken  on  complex  and  difficult  problems  and  tried  to  find  solutions. 
Health  care  reform  poses  a  significant  challenge  for  the  nation  and  for  the 
university  community.  Changes  are  already  occurring  and  clearly  more  are  on 
the  way.  Many  of  these  changes  will  not  be  easy,  but  the  university  community 
wants  very  much  to  work  with  you  and  with  the  President  to  make  the  kinds  or 
changes  that  address  the  significant  weaknesses  in  our  current  health  care 
system  while  we  preserve  and  support  some  of  our  greatest  strengths.  My 
colleagues  and  I  look  forward  to  working  with  you  as  you  address  the 
challenges  ahead. 
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Testimony  of  Gloria  Johnson 
President  of  the  Coalition  of  Labor  Union  Women 
Before  the  House  Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 


My  name  is  Gloria  Johnson.  I  am  President  of  the  Coalition  of  Labor  Union  Women 
(CLUW),  the  nation's  only  organization  of  trade  union  women.  CLUW  is  an- organization  of 
20,000  members  from  75  affiliated  chapters,  representing  7.5  million  women  in  unions  from 
diverse  geographic,  industrial  and  occupational  backgrounds.  Since  its  inception  in  1974, 
CLUW  has  been  a  strong  voice  on  issues  ranging  from  reproductive  rights  and  affirmative 
action,  to  family  leave  and  national  health  care  reform. 

The  Coalition  of  Labor  Union  Women  applauds  the  courage  and  commitment  of  President 
Clinton  and  First  Lady  Hillary  Rodham  Clinton  to  take  on  the  issue  of  health  care  reform. 
Thanks  in  large  part  to  their  leadership,  we  now  have  an  historic  opportunity  to  enact  a 
national  health  care  plan  that  will  guarantee  everyone  in  this  country  access  to  high  quality, 
affordable  and  comprehensive  health  care  benefits. 

The  Coalition  of  Labor  Union  Women  is  on  record  in  support  of  a  single-payer  approach  to 
health  care  reform.  We  have  endorsed  and  strongly  support  the  American  Health  Security 
Act  (H.R.  1200  and  S.  491)  introduced  by  Congressman  Jim  McDermott  (D-WA)  and 
Senator  Paul  Wellstone  (D-MN).  CLUW  believes  that  ultimately  the  United  States  will  have 
to  move  to  a  single-payer  system  in  order  to  solve  the  many  fundamental  problems  we  face 
in  our  health  delivery  system.  That  being  said,  CLUW  is  committed  to  passage  of  health 
care  reform  that  meets  the  principles  of  a  single-payer  system  and  serves  the  needs  of 
working  women  and  their  families.  On  close  examination,  the  Administration's  Health 
Security  Act,  meets  several  of  CLUW's  basic  principles  for  reform. 

One  of  these  key  principles  is  universal  access  and  we  commend  President  Clinton's 
commitment  to  providing  universal  coverage  by  1998.  No  other  health  reform  proposal 
under  consideration  -  other  than  single-payer  —  comes  close  to  achieving  this  important  goal. 

Currently  15  million  American  women  have  no  health  insurance  and  nine  million  children  are 
uninsured.  Together,  women  and  children  comprise  over  two-thirds  of  the  37  million 
Americans  without  coverage.  All  too  often  jobs  that  are  typically  "women's  work"  like  food 
service,  clerical  or  retail  jobs  have  little  or  no  health  coverage.  Women  also  make  up  two- 
thirds  of  the  part-time  workforce  and  most  part-time  jobs  provide  no  health  benefits. 
Women,  particularly  working  women,  will  benefit  disproportionately  from  the  inclusion  of 
universal  coverage  in  the  Clinton  bill. 

Strong  cost  containment  is  a  second  principle  by  which  CLUW  evaluates  any  health  reform 
legislation.  The  Administration's  bill  effectively  puts  the  breaks  on  spiraling  health  care 
costs  through  statutory  limits  on  the  annual  increase  in  insurance  premiums.  This  single 
feature  of  the  Clinton  bill  would  likely  save  working  women  and  men  and  all  consumers 
billions  of  dollars  every  year. 

Comprehensive  benefits,  including  the  full  range  of  women's  health  care  needs,  is  a  crucial 
provision  of  the  health  reform  package.  We  applaud  the  Clinton  plan  for  guaranteeing  a 
uniform,  national  benefit  package  that  mirrors  some  of  the  best  private  health  plans  currently 
available.  Better  still,  the  Administration's  plan  emphasizes  preventive  care  services 
designed  to  keep  Americans  healthy  rather  than  treat  them  only  after  they  become  ill. 

Delivery  of  routine  mammograms,  Pap  smears,  pre-  and  post-natal  health  care  top  the  list  of 
preventative  measures  that,  if  available  to  all  women,  could  dramatically  improve  women's 
health  and  save  lives.  This  year,  44,000  women  will  die  of  breast  cancer;  13,200  of  these 
deaths  could  have  been  prevented  by  early  detection  through  mammograms  and  early 
treatment.  Nine  out  of  10  deaths  from  cervical  cancer  could  be  prevented  by  early  detection 
through  regular  Pap  smears.  Similarly,  25%  of  all  pregnant  women  do  not  receive  adequate 
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prenatal  care,  a  major  cause  of  low  birth  weight  in  infants. 

The  Administration's  Health  Security  Act  goes  a  long  way  to  address  women's  health  care 
needs.  The  standard  benefit  package  combined  with  routine  physical  examinations, 
preventative  screenings  and  laboratory  tests  would  provide  millions  of  American  women  with 
basic  care  that  is  currently  out  of  reach.  In  the  area  of  family  planning,  the  plan  would  offer 
the  full  range  of  reproductive  health  services,  including  abortions. 

Under  the  Clinton  plan,  health  security  would  become  a  reality  for  the  nation's  65  million 
children.  The  standard  benefit  package  covers  children  for  well-baby  and  well-child  check- 
ups, routine  immunizations,  and  dental  and  vision  care  up  to  age  18.  Fully  funding  the 
Special  Supplemental  Food  Program  for  Women  and  Children  (WIC)  will  help  meet  the 
nutritional  needs  of  low-income  women  and  children.  Together,  these  benefits  would 
enhance  not  only  health  of  millions  of  children,  but  also  the  peace  of  mind  of  their  parents. 

The  Clinton  Administration  has  displayed  foresight  and  leadership  by  introducing  a  bill  that 
acknowledges  that  chronic  care  needs  are  as  important  as  acute  care.  The  creation  of  a  long- 
term  home  and  community-based  care  program  for  Americans  of  all  ages  takes  the  crucial 
first  step  of  meeting  the  chronic  care  needs  that  particularly  burden  our  elderly.  A  new 
prescription  drug  benefit  for  the  elderly  and  a  commitment  to  mental  health  coverage  are 
additional  elements  of  the  expansion  of  coverage  many  Americans  would  achieve  under  the 
President's  plan. 

The  financing  of  health  care  reform  may  be  the  most  difficult  aspect  of  developing  a  plan. 
Yet,  when  it  comes  to  fairness  and  equity,  it  is  also  the  single  most  important  component  of 
any  reform  package.  CLUW  believes  that  health  care  reform  must  be  financed  in  a 
progressive  manner  based  on  ability  to  pay.  To  that  end,  we  have  consistently  supported 
income  taxes  as  the  preferable  funding  mechanism  for  die  nation's  health  care  program.  The 
Administration  plan's  reliance  on  flat  premiums  and  excise  taxes  is  a  matter  of  much  concern 
to  the  working  women  of  CLUW.  Consumer  excise  taxes  -  whether  broad-based  value 
added  taxes  or  narrow  tobacco  taxes  such  as  those  in  the  Administration's  proposal  —  are 
regressive,  costing  those  with  the  least  the  greatest  share  of  their  income.  Unfortunately, 
working  women  would  bear  a  disproportionate  burden.  We  would  like  to  see  the  new  health 
care  program  improve  rather  than  exacerbate  this  workplace  inequity  and  hope  that  mis  is 
achieved  as  health  reform  moves  through  Congress. 

America's  health  care  system  is  in  critical  condition  and  is  in  urgent  need  of  reform. 
President  Clinton  has  taken  an  admirable  first  step  by  introducing  legislation  that  will  address 
many  of  the  most  serious  problems  which  exist  in  our  current  system.  CLUW  applauds  the 
Administration's  efforts  on  three  of  our  most  important  principles  for  health  care  reform: 
universal  coverage,  comprehensive  benefits  and  cost  control. 


Thank  you. 
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STATEMENT  BY  CONGRESSWOMAN  CARDISS  COLLINS 
FOR  THE  WAYS  AND  MEANS  COMMITTEE  HEARINGS 
ON  INCREASING  THE  CIGARETTE  TAX 
NOVEMBER  17,  1993 

Mr.  Chairman,   I  appreciate  the  opportunity  to  submit  this 
statement  for  the  record  as  the  Ways  and  Means  Committee  examines 
the  benefits  and  disadvantages  of  an  increase  in  the  tax  on 
cigarettes.     This  is  an  important  issue  that  deserves  serious 
consideration  and  discussion. 

I  am  submitting  this  statement  today  because  I  .strongly 
support  an  increase  of  cigarette  taxes .     One  of  the  reasons  that 
I  support  such  an  increase  is  because  of  the  rising  number  of 
young  people,   some  of  them  just  children,  who  are  smoking.  With 
the  help  of  a  bombardment  of  advertising  using  cartoon  characters 
that  has  a  clear,  unquestionable  appeal  to  children,   it  is 
estimated  that  as  many  as  3,000  children  a  day  start  the  habit  of 
smoking.     Since  young  people  and  teenagers  usually  have  limited 
access  to  spending  money,  a  significant  increase  in  the  tax  on 
cigarettes  would  hamper,  if  not  completely  prevent,  many  kids 
from  starting  a  habit  which  can  lead  directly  to  death. 
Moreover,   since  approximately  90  percent  of  smokers  begin  smoking 
as  teen-agers,  a  higher  tax  could  have  a  profoundly  positive 
impact  on  the  health  of  our  young  people  today  and  in  the  years 
and  decades  ahead. 

In  addition,   our  country  is  in  the  midst  of  a  healthcare 
crisis.     With  3  7  million  Americans  without  healthcare  insurance, 
the  rest  of  us  are  picking  up  the  bill  indirectly  through  the 
soaring  cost  of  our  health  insurance.     This  simply  cannot 
continue.     As  a  result,   in  order  to  overhaul  the  broken  system, 
additional  revenue  is  needed.     A  cigarette  tax  is  the  most 
appropriate  and  fairest  source  of  revenue  available.  Since 
cigarette  smoking  and  its  related  ailments  and  deaths  causes  $68 
billion  a  year  in  health  care  and  the  loss  of  productivity,   it  is 
entirely  appropriate  and  it  is  only  fair  that  there  is  a 
substantial  tax  on  cigarettes  to  pay  for  the  damage  that  they 
cause  to  our  society. 

Finally,  Mr.  Chairman,  as  the  Representative  of  a  District 
with  many  low- income  and  minority  constituents,   I  am  angered  and 
frustrated  with  the  efforts  and  success  of  the  tobacco  companies 
in  targeting  poor  neighborhoods  with  cigarette  advertising.     As  a 
result  of  these  successful  campaigns,  millions  of  African- 
American  and  low- income  Americans  are  dying  from  cigarette 
smoking.     An  increase  in  the  tax  on  cigarettes  would  discourage 
many  of  these  individuals  from  starting  the  habit  and  could  be  a 
true  life-saver. 

Again,  thank  you  for  permitting  me  to  contribute  my  views  to 
this  important  discussion. 
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TESTIMONY  OF  FRED  A,  MEISTER 
DISTILLED  SPDUTS  COUNCIL  OF  THE  UNITED  STATES,  INC. 

My  name  is  Fred  Meister  and  I  am  President/CEO  of  the  Distilled  Spirits  Council 
of  the  United  States  (DISCUS).  DISCUS  represents  producers  and  marketers  of 
distilled  spirits.  DISCUS  and  its  member  companies  commend  President  Clinton  for 
his  commitment  to  improving  America's  health-care  system  and  his  sound  policy 
decision  of  not  proposing  another  tax  increase  on  distilled  spirits  to  help  pay  for  this 
most  important  endeavor. 

The  nation's  distillers  oppose  any  new  taxes  on  any  form  of  beverage  alcohol. 
Unfortunately,  however,  recent  discussions  have  suggested  that  there  should  be  a 
broadening  of  the  financing  package  included  in  the  President's  plan,  to  include 
increases  in  the  Federal  excise  tax  on  alcohol  in  general  or,  in  some  instances,  on 
spirits  in  particular. 

There  is  absolutely  no  justifiable  basis  to  single  out  spirits  for  another  tax  hit. 
There  are  particularly  strong  facts  and  public  policy  arguments  that  support  exempting 
spirits  from  an  FET  increase.  Why  is  a  further  increase  in  distilled  spirits  taxes 
particularly  unfair? 

1 .  IT  IS  A  FACT  THAT  SPIRITS  TAXES  WILL  NOT  RAISE  ANYWHERE  NEAR  THE 
REVENUE  ESTIMATED. 

•  For  the  first  time  ever,  after  the  1991  8%  spirits  tax  increase.  Federal 
government  statistics  report  that  the  government  actually  collected  less  in  total 
revenue  --  $89  million  --  than  the  year  before.  As  a  result  of  the  1 985  spirits- 
only  tax  increase  of  19%,  over  the  next  three  fiscal  years  the  government 
actually  collected  $2.7  billion  less  than  anticipated  due  to  severely  falling  spirits 
sales. 

•  The  FET  on  spirits  is  29%  higher  today  than  it  was  in  1985.  One  spirits  tax 
increase  took  place  in  1 985  and  another  in  1 991 .  Additionally,  there  have  been 
200  state  tax  increases  affecting  spirits  since  1 980. 

•  Despite  these  two  increases  on  the  Federal  level,  the  government's  own  figures 
show  that  1992  collections  were  $29  million  less  than  in  1980. 

•  Spirits  are  the  most  highly  taxed  consumer  product  in  the  United  States.  Taxes 
on  a  typical  purchase  of  distilled  spirits  total  42%  of  the  retail  price.  The 
federal  tax  burden  on  spirits  is  much  higher  than  that  on  either  beer  or 
cigarettes. 

•  Third  quarter  (nine-month)  results  for  1993  show  collections  to  be  2.4%  less 
than  the  same  time  period  in  1992. 

2.  A  SPIRITS  TAX  INCREASE  WILL  NOT  DEAL  WITH  THE  SERIOUS  PROBLEMS 
OF  ALCOHOL  ABUSE,  ESPECIALLY  AMONG  SENSITIVE  GROUPS  SUCH  AS 
UNDERAGE  DRINKERS. 

•  By  increasing  the  tax  on  spirits,  the  government  is  sending  a  wrong  message 
that  one  form  of  alcohol  is  qualitatively  different  from  other  forms  of  alcohol. 
This  undermines  effective  public  education.  Alcohol  is  alcohol  is  alcohol. 

•  There  is  no  drink  of  moderation,  only  responsible  practice  by  each  and  every 
citizen. 

•  Every  Federal  agency  understands  that  alcohol  is  alcohol  is  alcohol.  Unlike 
some  products,  the  Federal  government  has  recognized  that  an  increasing 
number  of  scientific,  medical  studies  may  point  to  potential  health  benefits  from 
moderate  consumption  of  beverage  alcohol.  The  extent  that  there  are  any  such 
benefits  is  unknown,  but  if  such  benefits  exist,  they  are  equally  accrued  from 
spirits  as  well  as  beer  and  wine. 

•  The  Federal  government  also  recognized  alcohol  as  alcohol  as  alcohol  when,  in 
1988,  identical  health  warning  labels  were  placed  on  beer,  wine  and  spirits. 
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•  A  spirits-only  tax  will  not  be  politically  viable.  Voters  are  responsible  citizens, 
parents  and  people  of  logic  with  a  strong  understanding  of  what  is  good  public 
policy.  They  will  support  a  tax  policy  that  treats  all  beverage  alcohol  products 
fairly  and  will  oppose  one  that  does  not. 

3.  A  SPIRITS  TAX  WOULD  DRAMATICALLY  AND  UNFAIRLY  REVERSE  CURRENT 
FEDERAL  TAX  POLICY  THAT  RECOGNIZES  THAT  SPIRITS  ARE  UNFAIRLY 
TAXED. 

e  In  1991,  excise  taxes  were  raised  on  spirits,  beer  and  wine.  The  House  and 
Senate  Conference  Report  supporting  that  increase  states,  "there  are 
substantial  differences  among  the  different  alcohol  beverages  in  present-law 
effective  tax  rates  on  alcohol  content.  The  increased  rates  are  designed  to 
ameliorate  such  differences  in  part." 

•  Despite  the  1 991  tax  increases  on  beer,  wine  and  spirits,  the  alcohol  in  spirits 
is  burdened  with  an  FET  that  is  twice  that  imposed  on  beer  and  almost  three 
times  the  tax  rate  for  table  wine.  The  present  FET  on  distilled  spirits  is  $1 3.50 
per  proof  gallon  (defined  as  a  standard  U.S.  gallon  containing  50  percent  by 
volume  of  ethyl  alcohol).  The  comparable  FET  per  proof  gallon  for  beer  is 
$6.45  and  for  table  wine,  $4.86. 

•  On  a  per-drink  basis,  the  Federal  tax  on  a  typical  spirits  cocktail  is  1 0.5  cents, 
compared  to  5.4  cents  for  12  ounces  of  beer  and  4.2  cents  for  5  ounces  of 
standard  table  wine. 

•  Only  31  percent  of  the  alcohol  consumed  is  spirits,  but  spirits  still  account  for 
49  percent  of  the  Federal  excise  tax  revenue  received  from  the  beverage 
alcohol  industry. 

4.  A  HIGHER  SPIRITS  TAX  WILL  HURT  LOW  AND  MIDDLE  INCOME  AMERICANS 
AS  MUCH  AS  ANY  OTHER  TYPE  OF  TAX. 

•  An  excise  tax  on  spirits  is  just  as  regressive  and  damaging  as  is  a  tax  on  beer. 
Beer  is  not  the  "drink  of  the  working  man  or  Joe  Six-Pack"  any  more  or  less 
than  spirits. 

•  The  demographics  of  drinkers  are  virtually  identical  by  income  levels.  There  are 
virtually  as  many  drinkers  of  spirits  as  of  beer  in  the  $30,000  and  less  income 
range  and  in  the  $30-  $60,000  income  range. 

5.  A  HIGHER  SPIRITS  TAX  WILL  PUT  HUNDREDS  OF  THOUSANDS  OF 
AMERICANS  OUT  OF  WORK  AND  REDUCE  ECONOMIC  ACTIVITY  BY  BILLIONS 
OF  DOLLARS. 

•  As  a  result  of  the  1985  and  1991  spirits  tax  increases,  87,000  American 
workers  lost  their  jobs.  That  is  more  than  the  population  of  any  one  of  1 7  state 
capitals.  These  lost  jobs  are  represented  substantially  by  small  "Mom  and  Pop" 
operations,  because  almost  two-thirds  of  U.S.  alcohol  retail  establishments  have 
fewer  than  five  employees. 

In  summary,  a  spirits  tax  increase  will  not  raise  anywhere  near  the  revenue 
estimated.  A  spirits  tax  increase  will  not  deal  with  the  serious  problem  of  alcohol 
abuse.  A  spirits  tax  increase  will  not  meet  any  standard  of  fairness.  A  spirits  tax 
increase  will  not  avoid  hurting  low  and  middle  income  working  Americans  and  would 
put  thousands  of  people  out  of  work  as  well  as  reduce  overall  economic  activity  by 
billions  of  dollars. 

Again,  the  nation's  distillers  commend  the  President  for  his  decision  to  exclude 
distilled  spirits  from  the  health  care  financing  package.  We  urge  the  Congress  to 
stand  by  the  President's  decision.  Thank  you. 
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STATEMENT  OF  JAMES  V.  HANSEN 
FIRST  DISTRICT  OF  UTAH 
NOVEMBER  18,  1993 


Mr.  Chairman,  thank  you  for  allowing  me  to  testify  before  this 
committee.  I  appreciate  the  opportunity  to  state  my  support  of  the  proposal 
to  increase  the  federal  exicise  tax  on  cigarettes  and  other  tobacco  products. 

I  am  the  Co-Chairman  of  the  Congressional  Task  Force  on 
Tobacco  and  Health.  As  co-chairman,  Representative  Dick  Durbin  and 
myself  work  with  a  bipartisan  group  to  educate  members  of  Congress  on 
tobacco  use  and  its  health  effects.  Frequently,  we  coordinate  our  efforts  with 
coalitions  and  groups  to  develop  strategies  for  advancing  tobacco-related 
legislation.  We  also  work  to  assist  members  in  their  efforts  to  address  the 
problems  associated  with  tobacco  use.  I  have  consistently  supported  efforts 
on  both  sides  of  the  aisle  to  promote  a  tobacco-free  society  and  believe  my 
record  on  this  issue  is  clear. 

As  this  committee  knows,  I  am  one  of  the  more  fiscally 
conservative  members  of  our  legislative  body  and  generally  do  not  support 
tax  increases  for  the  sake  of  generating  revenue.  However,  I  think  a  tobacco 
tax  is  very  reasonable.  The  known  health  risks  associated  with  its  use  and 
the  burden  the  cost  of  care  for  tobacco-related  illness  places  on  our  system 
continue  to  afflict  all  of  our  lives.  As  individuals  who  pay  both  health 
insurance  premiums  and  taxes,  tobacco  use  affects  each  and  every  one  of 
our  lives. 

In  my  home  state  of  Utah,  the  majority  of  the  population  does 
not  smoke.  Utah's  health  care  costs  compete  with  the  lowest  in  the  nation, 
and  as  a  native,  I  can  personally  attest  to  the  clean  air  and  high  standard  of 
living  experienced  there.  In  1991,  Utah  raised  its  tobacco  excise  tax  from 
.23  to  26.5  cents  per  pack  and  the  sale  of  tobacco  in  any  form  through 
vending  machines  or  tobacco  product  machines  is  prohibited.  This  small  tax 
increase  has  helped  reduce  the  number  of  smokers,  as  well  as  discouraged 
young  people  from  spending  their  money  on  cigarettes. 

I'll  let  the  experts  site  the  facts  and  statistics  about  the  harm 
tobacco  use  causes,  but  I  think  it  is  important  to  note  that  more  than  400,000 
deaths  occur  each  year  which  are  linked  to  the  use  of  tobacco.  This  number 
is  staggering.  If  there  is  any  way  to  prevent  further  addiction  and  curtail 
these  unnecessary  deaths,  I  will  support  it. 

A  .75  cent  per  pack  increase  is  substantial,  but  I  would  support 
an  even  larger  proposal.  I'll  back  it  as  high  as  you  want  to  go.  I  would  also 
recommend  that  the  tax  on  smokeless  tobacco  be  equally  raised  in  order  to 
discourage  a  shift  from  cigarette  smokers  to  tobacco  chewers.  An  equal 
percentage  tax  increase  will  ensure  that  a  clear  message  is  sent,  especially 
to  young  people. 

There  are  other  lives  to  consider  than  just  that  of  the  smoker. 
There  is  scientific  evidence  showing  that  second-hand  smoke  poses  a 
serious  threat  to  the  health  of  other  people.  Those  who  don't  smoke  still  run 
the  risk  of  contracting  cancer,  emphysema,  pneumonia  and  other  respiratory 
complications  from  the  effects  of  environmental  tobacco  smoke.  My  father- 
in-law,  who  has  never  smoked,  has  been  diagnosed  with  emphysema.  Why 
did  a  man,  who  never  smoked  a  day  in  his  life,  contract  this  terminal  illness? 
He  swears  it's  because  he  rode  in  a  carpool  with  smokers  and  worked  in  an 
office  where  people  smoked  for  over  twenty-six  years.  There  is  no  question 
that  his  lung  disease  was  complicated,  if  not  caused  by  his  work 
environment. 
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Our  colleagues  from  the  tobacco  growing  states  scream  loudly 
about  any  increase  in  excise  taxes,  but  I  would  remind  all  of  you  that  tobacco 
is  probably  the  greatest  single  health  threat  to  society  -  especially  to  our 
youth.  By  increasing  the  tax,  we  will  be  saving  lives.  Tobacco  is  deadly  and 
those  who  use  it  charge  billions  of  dollars  to  our  health  care  tab.  I  see 
nothing  wrong  with  using  this  tax  as  a  means  to  fund  mechanisms  to  reform 
our  health  care  system. 

I  support  the  idea  of  an  increase  in  the  federal  excise  tax  on 
tobacco,  but  want  to  make  it  clear  that  I  am  not  endorsing  the 
Administration's  plan  for  health  care  reform.  I  will  support  a  tobacco  tax,  but 
respectfully,  I  hope  it  will  be  to  fund  a  different  proposal. 

Mr.  Chairman,  I  hope  an  increase  in  federal  excise  tax  on 
tobacco  is  favorably  considered.  I  thank  you  and  the  committee  for  your 
time. 
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Testimony  of  Ralph  Jimenez,  President, 
Labor  Council  for  Latin  American  Advancement 
Before  the  House  Committee  on  Ways  and  Means, 
United  State  House  of  Representatives 
on  the  Financing  Provisions 
of  the  Administration's  Health  Security  Act 


Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Ralph  Jimenez  and  I  am  President  of  the  Labor  Council  for  Latin 
American  Advancement  (LCLAA).  On  behalf  of  the  1.4  million  LCLAA  members,  I  want 
to  express  our  support  for  President  Clinton's  proposed  health  care  reform  plan.  The 
President  is  to  be  commended  for  taking  action  to  resolve  a  serious  crisis  for  millions  of 
Americans. 

As  the  Hispanic  arm  of  the  AFL-CIO,  LCLAA  joins  with  countless  working  men  and 
women  who  are  anxious  to  see  health  care  costs  brought  under  control  and  universal  access 
to  health  care  assured.  Hispanic  workers  comprise  a  large  segment  of  the  37  million 
Americans  without  health  insurance.  Even  those  who  have  health  insurance  live  in  fear  of 
losing  their  jobs  and  the  health  insurance  benefits  that  often  are  provided  with  employment. 

We  are  proud  of  the  union  health  care  protection  provided  to  members  of  LCLAA, 
particularly  in  this  time  of  escalating  health  care  costs  and  efforts  by  employers  to  cut  back 
on  health  care  benefits.  However,  we  also  recognize  that  these  benefits  have  an  adverse 
affect  on  the  cost  of  health  care  which  has  depressed  wages  and  benefits.  For  this  reason, 
LCLAA  strongly  supports  the  President's  plan  to  contain  health  care  costs  by  limiting  annual 
increases  in  insurance  premiums. 

In  addition,  LCLAA  strongly  endorses  the  Administration's  effort  to  provide  universal 
health  care  protection  for  the  uninsured.  Far  too  many  employers  fail  to  offer  health 
insurance  to  their  employees.  When  Hispanics  and  other  minority  Americans  are  fortunate 
enough  to  find  work,  they  rarely  enjoy  the  benefits  of  health  care  coverage.  Not  only  does 
the  President's  plan  require  employers  to  offer  coverage,  it  also  offers  subsidies  to  employers 
who  are  unable  to  bear  the  full  cost  of  insuring  their  employees. 

We  applaud  President  Clinton's  vision  on  the  health  care  issue.  But  essential  to  any 
health  care  plan  is  a  source  of  funding  that  is  fair  and  equitable  to  all  Americans.  The 
President's  reliance  on  flat  premiums  and  excise  taxes  as  sources  of  funding  for  health  care 
will  not  only  put  serious  reform  in  jeopardy,  but  also  unfairly  discriminate  against  low-  and 
middle-income  Americans. 

Last  year,  LCLAA  released  a  study  entitled  Hispanics  and  Taxes:  A  Study  in 
Inequality,  which  shows  that  Hispanics  in  the  United  States  pay  a  far  higher  share  of  income 
in  payroll  and  consumer  excise  taxes  than  do  the  very  wealthy.  Financing  the  new  health 
care  program  should  improve,  rather  than  exacerbate,  this  inequity.  We  are  concerned  that, 
to  the  extent  the  plan  relies  on  excise  taxes  as  a  major  source  of  new  financing,  this  goal  will 
not  be  met. 

As  our  study  shows,  federal  taxes  in  the  United  States  are  becoming  more  and  more 
regressive.  In  particular,  consumer  excise  taxes  take  a  greater  share  of  income  from 
Americans  of  low  and  moderate  incomes  than  from  the  wealthiest  Americans.  This  policy  of 
regressive  taxation  is  extremely  detrimental  to  the  growing  Hispanic  population  in  the  United 
States,  which  still  predominantly  falls  into  the  low-  and  moderate-income  categories. 

The  LCLAA  study  provides  telling  statistics  of  just  how  biased  the  current  United 
States  tax  system  has  become  on  Hispanic  Americans.  Following  are  three  key  findings  of 
the  study: 

1 .       A  Hispanic  family  of  four  with  an  income  of  around  $18,000  will  pay  in  federal 

consumer  excise  taxes  a  share  of  their  income  between  10  to  15  times  greater  than  a 
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family  in  the  richest  two  percent  of  the  nation. 

2.  A  female  Hispanic  head  of  household  with  one  child  and  an  income  of  $17,200  will 
pay  in  federal  payroll  taxes  proportionately  three  times  as  much  as  a  family  whose 
income  falls  in  the  top  two  percent  of  the  nation. 

3.  The  third  major  federal  tax,  an  income  tax,  is  much  fairer  for  Hispanics.  Still,  the 
income  tax  has  undergone  dramatic  changes  due  to  Reagan-Bush  tax  policies  of  the 
past  decade,  many  of  which  have  worked  to  the  advantage  of  the  wealthy  and  at  the 
expense  of  minorities  such  as  Hispanics. 

These  findings  point  toward  one  obvious  conclusion:  President  Clinton's  health  care 
plan  relies  too  heavily  upon  regressive  taxes  and  insurance  premiums  and  not  heavily  enough 
on  fairer,  more  progressive  income  taxes.  In  essence,  President  Clinton,  like  many 
Presidents  in  the  past,  is  counting  on  low-  and  middle-income  Americans  to  bear  the  brunt  of 
financing  a  plan  that  will  benefit  all  Americans. 

As  the  health  care  issue  is  debated  over  the  coming  months,  please  keep  in  mind  that 
it  was  Presidential  candidate  Bill  Clinton  who  said  that  he  would  not  raise  taxes  to  finance 
health  care  reform.  We  now  have  President  Bill  Clinton  who  seeks  to  have  lower-  and 
middle-income  Americans  bear  the  financial  brunt  of  his  health  care  plan. 

We  all  want  the  President  to  succeed  in  his  health  care  reform  efforts,  and  controlling 
health  care  costs  and  providing  universal  coverage  is  essential  to  any  health  care  plan.  But 
relying  on  flat  premiums  and  a  tobacco  excise  tax  as  major  sources  of  funding  is  an  accident 
waiting  to  happen. 


Thank  you. 
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NEWS 

Third  District,  Kentucky  RELEASE 

Congressman 

Ron  Mazzoli  


Statement  of  the  Honorable  Romano  L.  Mazzoli 
before  the 
House  Committee  on  Ways  and  Means 
on  Health  Care  Reform 
November  18,  1993 


I  want  to  thank  you  Chairman  Rostenkowski  and  all  of  your 
colleagues  on  the  Ways  and  Means  Committee  for  your  careful 
examination  of  all  the  complex  financing  questions  related  to 
national  health  care  reform. 

When  this  process  is  ultimately  completed  and  health  care 
reform  legislation  is  brought  to  the  Floor  for  debate,   this  will 
be  looked  upon  as  one  of  the  most  important  accomplishments  in 
the  long  and  storied  history  of  the  United  States  Congress. 

Now  that  President  Clinton  has  more  clearly  outlined  his 
plan  for  health  care  reform,   it  is  our  task  to  shape  and  mold  it 
and  all  the  other  major  pending  reform  proposals  into  a  final 
work  product  which  will  provide  an  affordable,  quality  and 
available  system  of  health  care  for  all  Americans. 

I  wish  to  speak  today  about  one  aspect  of  the  President's 
plan,   one  which  is  of  great  importance  to  my  home  state  of 
Kentucky  —  an  increased  federal  excise  tax  on  tobacco  to  provide 
a  financial  underpinning  for  the  health  care  plan. 

Mr.  Chairman,  there  is  growing  evidence  which  establishes 
direct  links  between  the  use  of  tobacco  and  the  health  of  the 
user.     All  levels  of  government  in  virtually  all  states  of  the 
Union  are  moving  to  limit  or  prohibit  tobacco  use  on  health, 
lifestyle  and  aesthetic  grounds. 

It  comes  as  no  surprise,   therefore,   that  the  Administration 
proposes  an  increase  in  the  federal  excise  tax  on  tobacco  as  one 
mechanism  to  help  finance  health  care  reform.     And,   it  is  equally 
unsurprising  to  predict  that  a  tobacco  tax  will  be  approved  at 
the  end  of  the  day. 

If  a  tobacco  tax  is  to  be  included  in  health  care  reform 
legislation,  Mr.  Chairman,   it  must  take  into  account  the 
inevitable  dislocations  —  the  human  toll  —  that  it  will  visit 
upon  tobacco  farmers  and  production  workers,  many  of  whom  live 
and  work  in  Kentucky  and  the  Third  District.     Such  a  tax  has  to 
be  fair  in  amount  and  part  of  its  proceeds  should  be  earmarked  to 
prepare  tobacco  farmers  and  production  workers  for  the  new 
futures  they  face  as  tobacco  use  declines. 

Mr.  Chairman,   let  me  quickly  add  that  I  realize  how  easy  it 
is  for  me  to  talk  about  such  programs  and  how  greatly  difficult 
it  is  to  design  such  programs  and  make  them  work.     After  all, 
even  as  tobacco  leaves  are  designed  into  the  very  buildings  we 
occupy  on  Capitol  Hill,  tobacco  is  part  of  America's  and 
Kentucky's  culture,  tradition  and  heritage,  not  to  mention  our 
economy.     But,  there  is  little  doubt  that  the  future  for  tobacco- 
related  activities  will  be  different  than  the  past  has  been. 
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H.R.   1246,  the  Tobacco  Health  Tax  Act  of  1993,   introduced  by 
our  colleague  Michael  Andrews  of  Texas,  addresses  my  concerns. 
It  includes  specific  earmarks.     A  portion  of  the  tobacco  tax  will 
assist  those  experiencing  financial  hardship  as  a  result  of 
excise  tax  increases  on  tobacco  products.     It  is  a  conversion 
program  for  tobacco  similar  to  the  ones  provided  to  defense 
industries  and  their  workers  to  accommodate  to  the  post-Cold  War 
era. 

The  good  people  of  my  state  who  —  for  reasons  of  tradition 
and  history  —  have  made  their  living  from  tobacco  and  who  will 
be  affected  by  these  national  trends  and  the  actions  of  their 
federal  government  should,  as  in  the  case  of  their  brothers  and 
sisters  in  the  defense  industry,  be  given  assistance  as  they 
enter  a  new  and  challenging  era  of  their  lives. 

I  look  forward  to  working  with  you,  Mr.  Chairman,  and 
members  of  your  distinguished  Committee  and  I  thank  you  for 
allowing  me  the  opportunity  to  express  my  sentiments  about  the 
proposed  tax  on  tobacco. 
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STATEMENT  BY  U.S.  REP.  MARTIN  T.  MFITHAN  m-MAl 


Mr.  Chairman,  I  strongly  support  President  Clinton's  proposal  to  raise  tobacco  taxes  to  help  pay 
for  the  Health  Security  Act.  A  tax  on  tobacco  products  will  raise  revenue  and  save  lives  by 
significantly  reducing  tobacco  use.  The  tobacco  industry  spends  nearly  4  billion  dollars  a  year  to 
advertise  and  promote  smoking  while  causing  health  problems  that  raise  costs  to  our  medical  system 
by  billions  of  dollars  a  year  and  kill  more  than  11  hundred  Americans  a  day. 

One  in  four  Americans  will  die  from  a  tobacco-related  disease  this  year.  Tobacco  taxes  are  a  life 
and  death  issue.  Smoking  adds  an  estimated  $24  billion  dollars  to  health  costs  and  takes  another 
$40  billion  in  productivity  from  our  nation's  work  force.  This  amounts  to  an  estimated  $565  per 
taxpayer  per  year.  A  tobacco  tax  is  the  most  effective  way  to  reduce  smoking  and,  most 
importantly,  prevent  our  children  from  taking  up  the  habit.  Some  estimates  indicate  that  90  percent 
of  all  smokers  started  smoking  before  the  age  of  21.  A  75  cent  tobacco  tax  would  save  900,000 
lives  and  raise  $11  billion  a  year.  A  $2  tobacco  tax  would  double  that  figure  and  save  almost  2 
million  American  lives  while  raising  $25  billion  a  year. 

In  Canada,  where  cigarette  taxes  were  raised  to  more  than  $3  a  pack  in  1991,  smoking  among 
children  has  dropped  by  60  percent  and  total  cigarette  consumption  is  falling  faster  than  in  any 
major  industrialized  nation.  In  addition,  last  January,  my  home  state  of  Massachusetts  approved  a 
25  cent  increase  in  its  cigarette  tax  and  smokers  have  been  quitting  in  record  numbers.  In  the  first 
eight  months,  more  than  80,000  people  in  Massachusetts  have  kicked  the  habit. 

Smoking  is  a  personal  decision,  but  it  raises  public  health  issues  that  affect  everyone.  Smoking  is 
the  single  most  preventable  cause  of  premature  death  in  the  United  States.  Cigarettes  kill  more 
Americans  each  year  than  alcohol,  heroin,  crack,  automobile  and  airplane  accidents,  murders, 
suicides  and  AIDS  combined.    Tobacco  use  causes  cancer  of  the  lung,  esophagus,  mouth  and 
throat,  pancreas,  kidney  and  bladder.  It  is  also  a  major  risk  factor  for  heart  disease,  stroke  and 
high  blood  pressure.  It  can  cause  pneumonia  and  lung  disease  and  causes  low-birth-weight  in 
babies. 

A  tax  on  tobacco  products  could  prevent  these  diseases  and  premature  deaths.  I  believe  that  this 
would  constitute  one  of  the  most  significant  contributions  of  President  Clinton's  health  care 
proposal  even  if  it  failed  to  raise  a  single  penny  of  revenue. 

Opponents  will  contend  that  millions  of  jobs  depend  on  the  tobacco  industry  and  an  increase  in  the 
tobacco  tax  will  result  in  the  loss  of  hundreds  of  thousands  of  jobs.  The  truth  is  that  an  increase  in 
the  tobacco  tax  will  only  affect  a  fraction  of  those  jobs  and  it  would  create  new  jobs  as  the  money 
not  spent  on  tobacco  products  is  spent  on  other  goods  and  services. 

The  decline  in  the  use  of  tobacco  is  inevitable.  The  only  question  is  how  many  people  have  to  die 
before  everyone  in  our  society  gets  the  message  that  smoking  kills.  I  urge  my  colleagues  ~  even 
those  from  tobacco  states  -  to  have  the  courage  to  stand  up  to  the  tobacco  lobby  and  put  the  health 
of  America  first. 
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PHONE  502-964-5666 
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FOOD  MART 


5619  OUTER  LOOP 
LOUISVILLE,  KY  40219 


November  15,  1993 

The  Honorable  Dan  Rostenkowski 
Room  2111 

United  States  House  of  Representatives 
Washington,  DC  20S1S 

I  am  very  concerned  about  the  recent  $7.50  per  carton  cigarette  tax  proposed  by 
President  Clinton.  I  AM  NOT  A  SMOKER  and  am  totally  against  cigarette  smoking.  However, 
I  feel  that  singling  out  one  group  of  individuals  is  unfair.  There  are  many  other  items  that  are 
harmful  to  our  health  such  as: 

1)  Alcohol  (Please  read  attached  editorial  by  Lin d lev  Clark) 

2)  Fast  foods 

3)  Red  meat 

4)  Soft  drinks 

5)  Junk  food  -  candy,  chips,  etc. 

Why  not  tax  all  of  the  above  items  equally? 

As  you  know,  more  than  80%  of  all  cigarette  smokers  will  continue  to  smoke  even  with 
this  unfair  tax.  Smokers  will  take  money  that  is  needed  to  feed  their  families  and  use  it  towards 
the  purchase  of  cigarettes. 

Black  markets  will  flourish  and  crime  will  increase  drastically..  It  will  be  unsafe  to  work 
in  any  business  that  sells  cigarettes.  Innocent  citizens  will  be  murdered  during  cigarette  holdups 
and  robberies.  See  the  attached  editorial  by  Jon  Newton. 

Remember,  this  tax  is  not  paid  for  by  cigarette  companies  but  by  hard-working  middle- 
glass  citizens- 

I  would  like  a  written  response  detailing  your  position  on  this  gigantic  cigarette  tax 
proposed  by  President  Clinton.  I  would  also  like  the  opportunity  to  visit  with  you  concerning 
thc^jnancing  of  health  care.  Thank  you  for  your  time  and  I  expect  to  hear  from  you  soon. 


Joe  Melton,  III,  President 
Melton  Food  Mart 
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Sin  Tax  Creates  Jobs — for  Bootleggers 

By  Jon  N£*tun 
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The  Sin  Tax  Clinton  Overlooked 


gress,  Ihe  plan's  MmnchU  future  isn't  com*  slop  people  from  drinking  and  Uien  dri* 
plelely  clear.  ving.  The  folks  who  null  Iroin  a  bur  to  a 


from  raising  the  federal  tax  in  cigarettes     to  their  own  health  but  to  the  health  of 


there  is  at  least  mate  doubt  whether  Con-        The  eUurt  to  curb  the  oar-to-car  habit 

tress  will  pass  such  a  huge  cigarette  tax  has  been  lot-used  heavily  on  teenagers  and 

increase.  The  president  probably  figured  young  adults,  according  to  a  recent  Na-     abuse,  many  economists  argue,  is  price, 
ease  and  the  health  bill  tional  Bureau  o!  Economic  Research  work- 
perfect  couple.  After  all.  cigarettes  ing  paper.  "This  focus  has  been  adopted."     as  a  device  to  control  alcohol 


Speaking  of  Business 


creased  in  1W1  for  the  f  irst 
Ing  cause  of  death  of  persons  under  the  age    The  federal  excise  tax  on 
i.    i  ■   11     „  „    ,  ,        u(  35,  and  alcohol  is  involved  in  over  hall  ol     also  was  increased  in  MM  for  only  the  see- 
By  Luullcy  H.  Clark  Jr.      these  fatal  crashes."  ood  tune  since  W51.  The  increases  were 


After  World  War  11  there  was  a  move  to 
lower  the  drinking  age  to  111  from  21.  If  a 
man  was  asked  to  risk  his  life  for  his  coun- 

*  as  old  dozen  Jobs,  including  17 

•ever.  Snokewn  deny  that  the  cutbacks  have 

ivinced  anything  to  do  with  the  big  tax  increase. 

It  can  hardly  be  that  the  adiuuustra-     many  people  that  there  was  something  but  some  tobacco  firms  surely  aren't 

tion  has  decided  that  a  few  swigs  from  a     wrong  with  this  reasoning.  So  the  federal  pleased  by  the  proposed  boost. 

pushed  the  stales  into  restor-  It's  hard  to  be  happy  about  any  tax  in- 

Ing  the  dnnkuig  age  to  21  by  threatening  crease,  but  if  the  i  ' 
to  withhold  part  of  their  federal  highway 
funds  if  they  didn't  comply. 
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Lung  cancer  linked 
to  diets  high  in  fat 


By  PAUL  RECER 
Associated  Press 

WASHINGTON  —  Add  lung  can- 
cer to  the  list  of  diseases  that  seem 
to  be  influenced  by  high-fat  diets. 

A  National  Cancer  Institute  study 
of  non-smoking  Missouri  women 
found  that  those  who  eat  diets  with 
15  percent  or  more  saturated  fat  are 
about  six  times  more  likely  to  get 
lung  cancer  than  those  whose  meals 
have  10  percent  or  less  of  the  fat. 

"We  found  that  as  you  increase 
the  amount  of  saturated  fat,  you  in- 
crease the  amount  of  lung  cancer," 
said  Michael  Alavanja,  an  institute 
researcher. 

A  report  on  the  study  is  to  be 
published  Friday  in  the  Journal  of 
the  National  Cancer  Institute. 

Earlier  studies  have  linked  high- 
fat  diets  with  cancers  of  the  colon, 
prostate  and  breast.  High-fat  diets 
also  are  thought  to  increase  the  risk 
of  heart  disease. 

The  research  involved  1,450  non- 
smoking women. 

"The  leading  contributors  of  di- 
etary saturated  fat  were  hambur- 
gers, cheeseburgers  and  meat  loaf 
. . .  followed  by  weekly  consump- 
tion of  cheeses  and  cheese  spreads, 
hot  dogs,  ice  cream  and  sausages/' 
the  report  said. 


These  foods,  by  themselves,  can- 
not be  considered  good  or  bad,  Ala- 
vanja said,  but  they  appear  to  create 
a  risk  of  lung  cancer  when  they  rep- 
resent 15  percent  or  more  of  the 
calories  in  the  diet. 

Health-plan  warning 

President  Clinton's  health-care 
plan  may  not  cover  children  suffer- 
ing from  birth  defects  or  some  long- 
term  problems,  a  hospital  president 
told  a  Senate  subcommittee  yester- 
day. 

The  Clinton  bill  would  limit  treat- 
ment to  children  suffering  only 
from  "illness  or  injury,"  which  may 
exclude  birth  defects,  said  Randall 
O'Donnell,  president  and  chief  ex- 
ecutive officer  of  Children's  Mercy 
Hospital  of  Kansas  City,  Mo. 

Nor  might  the  plan  cover  enough 
treatment  to  allow  children  with 
chronic  health  problems  to  go  to 
school  or  live  at  home.  The  proposal 
mentions  only  treatment  that  results 
in  "improvement,"  O'Donnell  said. 

Clinton's  plan  is  "not  designed  as 
a  chronic-care  benefit,"  Judith 
Feder,  deputy  assistant  secretary  at 
the  Department  of  Health  and  Hu- 
man Services,  told  the  committee. 
"There  are  some  gaps,  ...  but  we 
need  to  start.*' 
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Mexican  American  Grocers  Association 

Los  Angeles,  California 

My  name  is  Steven  A.  Soto  and  I  am  President  and  Chief  Executive  Officer  of  the 
Mexican  American  Grocers  Association.  I  want  to  thank  the  Committee  for  the  opportunity 
to  submit  my  testimony  in  conjunction  with  the  November  hearings  on  health  care  reform. 

The  Mexican  American  Grocers  Association  is  a  national  trade  association  with  over 
16,000  members  made  up  of  supermarket  chains  and  independent  grocers.  These  businesses 
serve  primarily  Mexican-American  and  Latino  communities  and  provide  economic  stability  to 
those  communities  by  providing  jobs  and  financially  supporting  youth  groups,  churches  and 
schools.  MAGA  supports  the  concept  of  health  care  reform,  but  we  oppose  the  75-cent  increase 
in  the  federal  cigarette  tax  which  the  Administration  has  proposed  as  a  revenue  source  for  its 
plan. 

Tobacco  sales  are  a  major  source  of  income  for  retail  outlets.  They  represent  more  than 
20  percent  of  all  convenience  and  small  mom  &  pop  store  sales,  and  make  an  equally  important 
contribution  to  the  incomes  of  all  retail  outlets  owned  and  operated  by  MAGA  members. 

Since  it  is  estimated  that  the  proposed  increase  in  the  cigarette  tax  would  reduce  tobacco 
sales  by  approximately  12  percent,  it  is  clear  that  this  proposal  would  have  an  adverse  impact 
on  any  business  that  depends  on  tobacco  sales  for  a  portion  of  its  income.  In  the  case  of 
businesses  located  in  minority  communities,  the  impact  is  likely  to  be  particularly  severe. 

Grocers,  both  large  and  small,  typically  operate  on  small  margins  2-3%  and  are 
particularly  vulnerable  to  a  sudden  decrease  in  income  that  which  would  be  caused  by  the 
Administration's  cigarette  tax  proposal.  In  addition  to  the  direct  losses  caused  by  a  drop  in 
tobacco  sales,  store  owners  would  experience  losses  in  other  product  categories  due  to  a 
reduction  in  the  ancillary  purchases  consumers  make  when  they  enter  the  store  to  buy  cigarettes. 

At  a  minimum,  these  businesses  would  be  forced  to  curtail  new  hiring.  More  likely, 
workers  will  be  laid  off  and,  in  some  cases,  stores  will  close  entirely,  exacerbating  the  already 
bleak  employment  picture  in  many  Hispanic  neighborhoods.  You  may  think  that  this  is  an  over 
exaggeration  of  the  impact  of  tobacco  sales  but  it  is  not.  In  this  truly  competitive  climate,  every 
sale  lost  is  a  sale  lost  forever.  Hasn't  our  industry  already  lost  enough  jobs? 
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Wouldn't  these  results  be  particularly  tragic  given  the  important  role  retail  outlets  play 
in  many  urban  communities?  Frequently,  they  serve  as  anchors  in  chaotic  inner-city 
neighborhoods.  They  send  a  message  to  youth  in  these  neighborhoods  that  it  is  possible  to  make 
a  go  of  it  in  America,  to  own  one's  own  business  and  lead  a  productive  life.  MAGA  is  proud 
of  its  efforts  in  job  training  and  scholarship  assistance,  programs  made  possible  by  our  members' 
stores.  When  such  stores  are  forced  to  close,  due  to  an  inappropriate  government  tax  policy, 
it  sends  the  wrong  kind  of  message  and  obviously  lessens  the  tax  base  for  government. 

Some  supporters  of  the  excise  tax  proposal  would  view  a  loss  of  businesses  in  the  tobacco 
category  favorably,  as  a  sign  that  tobacco  consumption  has  been  reduced.  This  would  not 
necessarily  be  the  case.  When  Canada  drastically  increased  its  cigarette  tax,  sales  were  lost  and 
stores  were  closed;  but  a  significant  portion  of  the  loss  was  due  not  to  a  drop  in  consumption 
but  to  a  decline  in  legal  purchases.  Today,  one  in  every  six  cigarettes  smoked  in  Canada  is 
contraband,  compared  with  an  insignificant  number  of  illegally  purchased  cigarettes  before  the 
tax  was  increased.  If  a  punitive  cigarette  tax  were  enacted  in  America,  one  could  expect  a 
similar  surge  in  illegal  purchases. 

Beyond  its  direct  effect  on  businesses,  the  proposed  increase  in  the  cigarette  tax  would 
have  a  disproportionate  impact  on  the  Hispanic  community  at  large.  Hispanics  tend  to  have 
significantly  lower  incomes  than  average,  with  the  median  family  income  for  the  general 
population  exceeding  that  of  Hispanics  by  50  percent. 

As  a  result  of  this  income  disparity,  excise  taxes  impose  a  higher  effective  tax  rate  on 
Hispanics  than  they  do  on  the  total  population.  A  KPMG  Peat  Marwick  study  commissioned 
by  the  League  of  United  Latin  American  Citizens  reports  that  the  effective  excise  tax  rate  for 
Hispanics  is  45  percent  higher  than  for  the  population  at  large.  The  same  study  determined  that 
of  five  proposed  revenue  sources  for  health  care  reform  -  excise  taxes,  an  income  tax  surcharge, 
removal  of  the  payroll  tax  cap  for  Social  Security  and  Medicare,  an  employer  tax  on  excess 
health  care  contributions,  and  taxation  of  employer-provided  health  care  benefits  -  excise  taxes 
were  the  most  regressive  and  most  disproportionately  affected  the  Hispanic  population. 
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In  summary,  we  welcome  proposals  from  the  Administration  to  overhaul  America's 
costly,  inefficient  and  inequitable  health  care  system.  However,  we  must  oppose  the  financing 
mechanism  it  has  proposed  to  fund  its  health  care  reform  plan.  The  proposed  increase  in  the 
cigarette  tax  would  place  a  disproportionate  tax  burden  on  Hispanics  and  others  in  the  minority 
community. 

Consequently,  we  believe  that  alternative  financing  sources  should  be  explored  with  great 
care,  thereby  assuring  equity  and  fairness. 


715 


TESTIMONY  OF  EUGENE  GLOVER 
NATIONAL  COUNCIL  OF  SENIOR  CITIZENS 

Introduction 

Good  afternoon,  Mr.  Chairman,  Members  of  the  Committee.  It  is  a  pleasure 
to  be  here  today.  My  name  is  Eugene  Glover.  I  am  the  President  of  the  National 
Council  of  Senior  Citizens  (NCSC).  NCSC  represents  over  five  million  older 
Americans  nationwide  through  our  5,000  affiliated  clubs  and  State  Councils.  The 
National  Council  was  founded  in  1961  to  lead  the  fight  for  Medicare.  After  its 
enactment — an  event  we  considered  to  be  the  first  step  in  the  creation  of  a 
universal  national  health  care  system — the  Council  continued  its  emphasis  on 
health  reform.  At  the  same  time,  we  expanded  our  commitment  to  programs  for 
older  workers,  transportation,  housing,  civil  rights  and  Social  Security  protections. 
We  do  this  not  just  for  today's  retirees,  but  also  for  current  workers  who  will  one 
day  enjoy  the  fruits  of  their  labor. 

Support  for  Clinton  Health  Plan 

Before  I  begin,  I  would  like  to  take  a  moment  to  let  the  Committee  know 
what  position  the  National  Council  has  taken  with  regard  to  the  overall  direction 
of  health  care  reform.  As  you  may  recall  from  my  previous  appearances  before 
your  Committee,  Mr.  Chairman,  the  National  Council  of  Senior  Citizens  is  a 
single-payer  organization  and  supports  the  bills  introduced  by  Congressman  Jim 
McDermott  (D-Wash.)  and  Senator  Paul  Wellstone  (D-Minn.).  NCSC  believes  that 
ultimately  the  United  States  will  have  to  move  to  a  single-payer  system  in  order 
to  solve  the  many  fundamental  problems  we  are  facing  with  our  health  care 
system.  This  being  said,  we  have  carefully  examined  the  Clinton  health  care 
program  and  have  found  good  reasons  to  support  it. 

There  are  many  reasons  for  seniors  to  support  the  Clinton  health  proposal. 
Universal  coverage  by  1998  is  a  key  reason  the  National  Council  supports  this 
legislation.  No  other  health  care  proposal,  other  than  single-payer,  comes  close 
to  meeting  this  important  goal. 

Strong  cost  containment:  if  we  as  a  nation  cannot  hold  down  the  spiraling 
growth  in  private  health  care  expenditures,  we  will  never  be  able  to  control 
Medicare  and  Medicaid  costs — leaving  us  unable  to  achieve  any  meaningful,  long- 
term  deficit  reduction. 

Medicare  is  strengthened  with  the  addition  of  a  prescription  drug  benefit 
for  which  out-of-pocket  costs  are  capped.  Balance  billing  is  finally  eliminated 
under  Medicare.  The  National  Council  fought  for  many  years,  both  here  in 
Congress  and  in  State  Houses  across  the  nation,  to  have  this  onerous  and 
regressive  cost-sharing  provision  removed  from  the  Medicare  program. 

Early  retirees  are  covered.  While  some  in  Congress  may  see  this  as  a  boon 
to  those  corporations  which  now  provide  retiree  health  benefits,  it  is  actually  a 
necessary  component  for  reaching  universal  coverage.  Of  the  ten  million  early 
retirees,  only  about  forty  percent  have  any  business-provided  health  insurance. 
Only  about  four  percent  of  all  U.S.  companies  provide  retiree  health  benefits. 
This  means  6  million  older  Americans  are  either  buying  individual  insurance 
policies  themselves  or  going  without  such  protection.  The  early  retiree  benefit  is 
fundamentally  not  a  business  benefit,  but  a  help  to  retired  workers.  Many  of 
these  people  were  forced  out  of  the  workplace.  They  would  have  continued 
working  had  their  employer  not  told  them  it  was  either  the  pension  check  or  the 
unemployment  line. 

This  President  has  taken  leadership  to  acknowledge  that  chronic  care  needs 
are  as  important  as  acute  care.  The  creation  of  a  long-term  home  and  community- 
based  care  program  for  citizens  of  all  ages  takes  the  crucial  first  step  of  meeting 
chronic  care  needs  that  increase  with  age. 
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This  commitment  to  the  seniors  of  America  cannot  be  found  in  the 
Cooper/Breaux  bill.  It  cannot  be  found  in  the  Michel/Lott  bill.  It  cannot  be 
found  in  Gramm/Armey  or  in  Chafee.  These  pieces  of  legislation  only  take  from 
Medicare  and  offer  nothing  in  exchange. 

The  Clinton  bill  meets  our  basic  principles.  The  Presidenf  s  commitment 
cannot  be  in  doubt.  For  this  and  the  reasons  stated  above,  the  National  Council 
has  endorsed  the  Clinton  bill  as  the  best  starting  point  for  reform  and  will  work 
with  you,  your  staff,  this  Committee  and  the  Congress  as  a  whole  to  enact  a  final 
reform  package. 

There  are  some  improvements  NCSC  would  like  to  make  to  the  bill  as 
drafted.  NCSC  believes  that  Medicare  should  be  absorbed  into  the  health  alliance 
system  within  five  years  of  the  creation  of  the  last  health  alliance.  During  the 
transition  period,  Medicare  beneficiaries  should  have  the  option  of  staying  in 
Medicare  or  moving  into  the  health  alliance  system  during  the  open  enrollment 
periods  without  higher  costs.  We  are  concerned  that  the  different  benefit  levels 
offered  to  the  elderly  through  Medicare  would  result  in  the  creation  of  a  two-tier 
system  of  medicine.  We  are  also  concerned  about  the  ability  of  Medicare  to 
absorb  another  $124  billion  in  cuts.  All  premiums  in  the  health  alliance  system 
must  be  community  rated  without  regard  to  age.  Medicare  should  then  pay  the 
eighty  percent  share  of  premium  costs,  as  Medicaid  will,  for  its  beneficiary 
population.  Without  these  protections,  Congress  runs  the  risk  of  requiring 
someone  over  65  to  pay  over  fifty  percent  of  their  health  premium  costs,  while  a 
high-risk  younger  person  only  has  to  pay  twenty  percent.  In  fairness,  since  the 
Clinton  program  provides  protections  to  those  at  150  percent  of  poverty  or  below, 
the  Qualified  Medicare  Beneficiary  (QMB)  program  should  be  raised  from  its 
current  levels  to  150  percent  of  poverty  as  well.  Finally,  we  would  like  to  see  a 
federal  minimum  benefit  level  established  for  the  long-term  home  and 
community-based  care  program  in  order  to  establish  a  uniform  system  throughout 
the  states.  The  eligibility  requirement  should  also  be  reduced  from  three  activities 
of  daily  living  to  two  at  a  date  specific  point. 

While  NCSC  is  going  to  be  pushing  for  these  "improvements"  to  the  Clinton 
health  plan,  I  must  emphasize  again  that  the  National  Council  supports  the 
overall  direction  of  the  Administration.  We  believe  the  Clinton  bill  is  the  vehicle 
to  take  us  into  the  21st  Century. 

Opposition  to  Other  Approaches 

NCSC  is  unalterably  opposed  to  the  other  health  proposals  currently  before 
Congress.  It  is  our  belief  that  these  programs  only  hurt  the  elderly  by  reducing 
Medicare  spending  without  offering  beneficiaries  needed  health  care  protections. 
NCSC  is  currently  engaged  in  educating  its  membership  about  the  dangers  these 
different  proposals  present.  We  urge  any  Members  of  Congress  and  the  Senate 
who  may  have  co-sponsored  the  Cooper/Breaux,  Michael/Lott,  Chafee,  or 
Gramm/Armey  bills  to  remove  their  names  from  the  list  of  co-sponsors.  This  is 
an  issue  the  National  Council  and  its  members  take  very  seriously  and  will  be 
watching  very  closely. 

Financing  the  Clinton  Health  Program 

Mr  Chairman,  everyone  here  knows  that  the  most  difficult  part  of  putting 
a  national  health  care  program  together  is  the  financing.  In  developing  this 
program,  the  Administration  had  to  make  many  difficult  decisions.  We  are 
grateful  that  this  President  had  the  foresight  and  courage  to  live  up  to  his 
promises  by  putting  together  a  health  reform  package  that  meets  the  needs  of  the 
nation  and  is  fully  funded. 
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Financing  the  Clinton  Health  Program  -  Progressivity 

Mr.  Chairman,  the  National  Council  has  always  believed  that  any  health 
reform  effort  must  be  financed  in  a  fair  and  progressive  manner.  NCSC  agrees 
with  the  studies  that  have  been  previously  presented  to  you  that  income  taxes 
followed  by  premiums  are  the  most  progressive  methods  of  financing  health  care. 
While  we  would  prefer  to  see  the  income  tax  system  used  to  help  finance  the 
Clinton  health  proposal,  NCSC  supports  the  Administration's  use  of  the  wage- 
based  premium.  We  are  somewhat  concerned,  however,  about  the  use  of  a 
potentially  unstable  revenue  source — proposed  excise  taxes — as  a  major 
component  of  the  financing  package.  NCSC  believes  that  excise  taxes,  even  "sin" 
taxes,  are  regressive  and  that  their  use  should  be  kept  to  a  minimum  if  they 
cannot  be  eliminated  altogether. 

Financing  the  Clinton  Health  Program  -  Medicare 

The  National  Council  of  Senior  Citizens  is  concerned  about  the  use  of 
Medicare  growth  reductions  to  help  finance  the  Clinton  health  plan.  As  I 
mentioned  earlier,  the  National  Council  is  worried  about  the  ability  of  Medicare 
to  absorb  additional  reductions  at  this  time.  Our  concern,  which  is  shared  by 
others,  is  that  Medicare  reimbursement  levels  will  fall  to  a  point  where  the 
financial  incentives  to  providers  will  be  such  that  the  providers  will  spend  less 
time  with  their  Medicare  patients,  or  perform  more  procedures  in  order  to 
increase  volume.  Our  members  are  also  worried  about  the  possibility  that 
reimbursement  differences  could  lead  to  providers  turning  Medicare  beneficiaries 
away  altogether. 

It  is  important  to  remember  that  Medicare  currently  has  a  higher  level  of 
cost  control  than  any  private  section  insurance  program.  And  it  is  working.  I  do 
not  need  to  remind  this  Committee  that  when  you  marked  up  the  Omnibus 
Reconciliation  Act  of  1990  and  included  specific  numbers  for  the  Part  B  premium, 
many  of  you  were  skeptical  that  beneficiaries  would  be  paying  twenty-five 
percent  of  program  costs  in  the  out  years.  However,  the  opposite  is  true.  The 
cost-containment  mechanisms  have  been  so  effective  that  Part  B  premiums 
currently  cover  about  twenty-eight  percent  of  program  costs,  not  twenty-five 
percent.  Medicare  costs  have  increased  more  slowly  than  anticipated  only  three 
years  ago. 

NCSC  is  also  disturbed  by  the  proposed  addition  of  a  co-payment  for  the 
home  health  care  and  clinical  laboratory  benefits.  The  addition  of  a  co-payment 
is  no  less  than  a  benefit  reduction — a  reduction  proposed  at  the  same  time  others 
would  be  seeing  their  benefits  increase  within  the  basic  alliance  plans. 

While  the  National  Council  represents  a  working-class  constituency,  we 
remain  opposed  (as  we  have  been  for  the  past  twelve  years)  to  asking  wealthier 
beneficiaries  to  pay  a  higher  Part  B  premium.  NCSC's  primary  objection,  among 
others,  is  that  the  wealthy  over  65  are  being  asked  to  pay  seventy-five  percent  of 
premium  costs,  the  wealthy  early  retiree  is  being  asked  to  pay  one  hundred 
percent  of  premiums,  while  the  wealthy  employed  person  would  only  have  to  pay 
the  same  twenty  percent  middle-income  people  would  pay.  It  is  a  fundamental 
unfairness  to  ask  people  to  pay  different  amounts  simply  because  of  their  age. 

Financing  the  Clinton  Health  Plan  -  Cost  Sharing 

Mr.  Chairman,  after  twenty-five  years'  experience  with  the  Medicare 
program,  NCSC  can  safely  say  that  cost  sharing  is  simply  an  inhibitor  to  health 
care  access  rather  than  a  way  of  eliminating  unnecessary  care  or  of  forcing 
consumers  to  be  aware  of  the  costs  involved.  If  cost  sharing  is  included  in  the 
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health  plan,  then  those  who  can  afford  it  will  buy  supplemental  insurance  to 
cover  their  potential  liability.  Those  who  cannot  will  simply  wait,  hope  to  get 
better,  and  finally  see  a  physician  after  their  illness  has  gotten  worse,  using  even 
more  resources  than  they  would  have  originally.  We  urge  this  Committee  and 
the  Congress  to  reexamine  the  cost-sharing  issue  from  the  viewpoint  of  the 
consumer  rather  than  from  the  ivory  tower  of  the  health  economist.  It  is 
providers  who  determine  the  supply  and  even  a  well-educated  consumer  is  going 
to  be  more  concerned  about  his/her  health  or  the  health  of  his/her  family  to 
worry  about  the  price.  Imposing  cost  sharing  will  not  change  that  behavior. 

Conclusion 

Mr.  Chairman,  the  American  people  want  a  health  plan  that  is  fairly  and 
progressively  financed.  While  an  income  tax-based  system  would  be  preferable, 
the  wage-based  premium  will  meet  their  needs.  They  want  a  plan  that  limits  cost 
sharing  so  they  can  receive  care  when  its  needed.  They  want  a  plan  that  depends 
on  reliable  funding  sources  rather  than  unstable  taxes.  And,  they  want  a  plan 
that  does  not  turn  the  primary  health  insurance  program  for  the  elderly — 
Medicare — into  a  poorly  funded,  second-class  system  of  medicine. 
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TESTIMONY  OF  HAROLD  R.  MARSOLAIS 
NATIONAL  RETAIL  HARDWARE  ASSOCIATION 


The  National  Retail  Hardware  Association  is  a  trade 
association  representing  independent  hardware  stores,  home 
centers  and  lumber  retailers  who  serve  the  $104  billion  nome 
improvement  and  repair  industry.     On  behalf  of  the  over  40,000 
retailers  who  own  and  operate  hardlines  establishments 
throughout  the  United  States,  we  would  like  to  thank  the 
committee  for  allowing  us  to  voice  our  opposition  to  the 
Health  Security  Act. 

Although  the  Administration's  proposal  is  noble,  well- 
intentioned  and  ambitious,  we  believe  it  is  flawed  in  its 
underlying  principal  of  funding  through  employer  mandates. 
Simply  stated,  business,  especially  small  business,  cannot 
afford  the  financial  and  administrative  burdens  imposed  by  the 
Health  Security  Act. 

Most  Americans  are  sympathetic  to  the  underlying  goal 
of  the  proposal  to  insure  health  care  coverage  for  all. 
Additionally,  most  Americans  can  agree  on  key  components  of 
the  proposal,  such  as  elimination  of  pre-existing  condition 
exclusion  and  insurance  portability.    Where  the  proposal  breaks 
down  is  in  the  funding  mechanism. 

Under  the  Health  Security  Act  all  employers  would  be 
required  to  pay  at  least  80%  of  the  premium  cost  of  a  basic 
health  package  for  full-time  employees,  while  part-time 
employees  would  have  to  be  covered  with  pro-rated  contributions. 

Low-wage  small  businesses  (75  employees  or  less)  would  be 
subsidized  through  premium  caps  ranging  from  3.5%-7.9%  of 
salary  expenditures  depending  upon  the  size  of  the  company 
and  its  average  wage. 

Our  analysis  of  the  impact  of  this  mandate  is  that  55%  of 
hardware  retailers  would  incur  higher  payroll  costs  under  this 
proposal.    These  hardware  retailers  are  already  price-constrained 
by  intense  competitive  pressures  and  are  unable  to  pass  on 
this  increased  financial  burden  in  the  form  of  price  increases. 
Additionally,  in  the  low  margin  environment  of  retailing,  with 
pre-tax  net  profit  for  an  average  hardware  store  hovering  at 
about  3%,  they  are  unable  to  absorb  increased  payroll  costs. 
The  net  effect  of  these  increased  payroll  costs  is  frequently  a 
reduction  in  employees. 

That  conclusion  was  reinforced  in  a  recent  survey  of 
retailers  which  indicated  that  nearly  one-third  of  hardware 
store  owners  would  cut  back  on  employees  under  the  scenario 
outlined  in  the  Administration's  health  care  proposal.  This 
runs  counter  to  the  Administration's  stated  goal  of  job  creation 
and  economic  growth.    Given  small  business's  reputation  as  a 
job  generator,  this  proposal  will  severely  impact  the  creation 
of  new  jobs  and  could  adversely  effect  current  levels  of 
employment. 

Small  businesses  already  feel  the  impact  of  government 
regulation  and  believe  this  type  of  mandate  is  just  another 
infringement  on  their  ability  to  conduct  business.    A  new 
government  program  with  a  built-in  bureaucracy  is  viewed  with 
suspicion.     According  to  our  Congressmen,  the  Health  Security 
Act  will  create  59  new  programs,  expand  210  others  and  impose 
79  new  federal  mandates.    That  does  not  even  address  the  changes 
required  in  the  tax  code  and  the  related  impact  of  each  change. 
Small  business  is  already  over-regulated  and  does  not  need 
additional  administrative  burdens. 
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Although  the  bill  attempts  to  subidize  small  business 
through  premium  caps,  the  question  remains  how  long  those 
subsidies  can  be  sustained.     As  proposed,  the  Health  Security 
Act  relies  on  cost  savings  to  help  fund  the  program.  Employers 
are  concerned  that  if  these  savings  do  not  materialize,  they 
will  be  assessed  for  additional  payments  because  of  "collection 
shortfal  Is." 

Hardlines  retailers  are  united  in  their  concerns  regarding 
this  legislation.    Although  we  acknowledge  that  our  current 
health  program  requires  reform  to  help  control  spiraling  costs 
and  to  expand  the  coverage  to  all  our  citizens,  we  believe  we 
must  find  alternative  funding  sources.     We  ask  that  you  give 
careful  consideration  to  tax  credits  or  pre-tax  savings 
accounts  as  an  alternative  to  mandated  employer  funding. 
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BOX  9308  •  PHILADELPHIA,  PA  19139 


On  behalf  of  the  more  than  10,000  matters  of  the  National  United  Affiliated 
Beverage  Association,  I  would  like  to  thank  the  Committee  and  its  Chairman  for 

allowing  us  to  comment  on  this  important  issue  health  care  reform,  and  the 

funding  mechanisms  put  forward  to  support  it. 

I  am  Jeff  R.  Jamison,  Chairman  of  the  Supreme  Council  of  NUABA.  NUABA 
members  are  predominately  African  American  business  men  and  women  who  operate 
retail  beverage  outlets  across  the  country. 

Although  we  salute  the  Clinton  Administration  for  its  courage  in  tackling 
the  health  care  issue,  we  are  dismayed  and  gravely  disapointed  that  the 
cigarette  excise  taxes  —  the  most  regressive  taxes  of  all,  according  to  the 
Congressional  Budget  Office  —  should  be  put  forward  as  a  means  to  fund  greater 
health  care  to  those  in  need. 

The  proposal  to  increase  the  federal  excise  tax  on  cigarettes  from  24  to  99 
cents  per  pack  is  also  of  primary  interest  to  our  members,  as  many  of  them 
relize  a  substantial  portion  of  their  income  from  the  sale  of  tobacco 
products. 

During  the  last  presidential  campaign,  President  Clinton  spoke  movingly 
and  with  understanding  of  the  plight  of  small  business  and  the  need  to  support 
them.    Small  businesses,  the  President  correctly  pointed  out,  invest  in  and 
contribute  to  the  economic  health  of  the  areas  in  which  they  operate. 
Small  businesses  also  create  the  bulk  of  new  jobs,  as  a  stated  goal  of  the 
Clinton  Administration. 
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Now,  however,  the  President  has  proposed  a  tax  increase  that  will 
directly  and  adversely  impact  those  same  small  businesses  struggling  to 
surgive  in  minority  neighborhoods. 

Our  members  operate  on  miniscule  profit  margins,  and  cigarettes  are 
among  the  most  profitable  items  sold  at  retail.    A  tax  that  will  reduce 
sales  of  cigarettes  by  11  to  13  percent  —  as  Price  Waterhouse  predicts 
this  measure  will  do  —  would  have  a  devastating  effect  on  minority-owned 
and  operated  retail  outlets  in  the  inner  city.    Some  will  close;  most  will 
be  forced  to  either  lay-off  current  employees  or  postpone  new  hiring, 
increasing  further  the  already  disproportionate  high  rate  of  unemployment 
among  African  Americans. 

Such  sharp  increase  in  such  a  regressive  tax  will  also  have  a 
disproportionate  effect  on  our  customers  in  the  African  American  community. 
The  U.S.  Treasury  ane  the  Congressional  Budget  Office  have  already  documented 
that  low- income  families  —  a  larger  share  of  whom  are  African  American  — 
already  pay  more  of  their  income  for  health  care  than  do  other,  more  affluent 
Americans. 

If  this  increase  becomes  law,  those  at  the  lowest  end  of  the  income 
scale  will  pay  a  cigarett  tax  that  is  fifteen  times  as  high  —  as  a  percentage 
of  income  —  as  that  paid  by  wealthier  consumers. 

It  is  inconceivable  to  us  as  African  American  entrepreneurs  that  a 
Democratic  Administration,  for  which  we  have  waited  so  long,  should  be 
encouraging  revenue  schemes  that  are  so  regressive  and  inequitable. 

In  conclusion,  let  me  assure  the  Committee  that  we,  as  employers  and 
citizens,  are  more  than  willing  to  do  our  share  to  support  better  health 
care  services  for  all  Americans.    But  excise  tax  increase  in  tobacco  or 
alcohol  products  would  burden  disproportionately  our  members  and  our  customers. 

We  respectfully  ask  that  you  reject  all  such  exorbitant  increases 
in  the  federal  excise  tax  on  cigarettes,  and  rely  instead  on  funding 
mechanisms  that  are  progressive  and  broadly  based. 


Thank  you. 
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TESTIMONY  FOR  THE  COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 

Submitted  by  Don  Dressier,  President  for  Insurance  Services, 
Western  Growers  Association,   Irvine,  California. 


I.  Introduction. 

Western  Growers  Association,  on  behalf  of  its  2,400  members  who 
grow  and  ship  fresh  fruits  and  vegetables  in  Arizona  and 
California,  is  vitally  concerned  about  the  Administration's 
proposed  Health  Security  Act. 

Our  members  have  been  providing  health  benefits  to  agricultural 
workers  since  the  1940 's.     The  Association  sponsors  a  non-profit 
program  known  as  Western  Growers  Assurance  Trust  which  provides 
benefits  today  for  18,000  farm  workers  and  growers  and  covers  about 
50,000  individuals  with  its  benefit  plans. 

One  major  concern  of  our  industry  is  the  proposed  mandated  cost  of 
benefits  for  employers  in  an  extremely  competitive  industry  where 
our  members  do  not  have  the  ability  to  pass  on  cost  increases 
through  increased  prices  for  their  products.     Any  mandated  costs 
therefore  will  cost  our  members  their  businesses,   force  them  to 
shift  to  less  labor  intensive  crops,  or  cut  back  the  size  and 
number  of  employees  in  their  farming  operations. 

A  major  issue  the  Ways  and  Means  Committee  has  identified  is  the 
cost  and  complexity  of  premium  collection  and  determination 
required  by  the  Administration's  proposal  for  "Health  Alliances". 

In  a  justified  effort  to  extend  health  insurance  benefits  to  the 
15%  of  our  population  which  is  now  without  coverage,  the 
Administration  proposed  to  force  a  complete  new  and  massive 
bureaucracy  on  99%  of  the  employers  in  our  country.     This  proposal 
goes  way  beyond  fixing  what  is  broken,  to  breaking  what  now  works. 

The  Ways  and  Means  Committee  has  asked  what  type  of  collection 
mechanism  for  premiums  would  be  best.     In  our  industry,  with  many 
short  term  and  seasonal  workers,  we  have  been  solving  that  problem 
for  over  thirty  five  years,  with  an  industry  association  sponsored 
employee  benefit  plan.     We  have  a  "positive"  billing  system  which 
monthly  invoices  our  members  for  the  employees  they  employed  in  the 
prior  month.     Even  when  workers  have  jobs  at  more  than  one  employer, 
and  qualify  for  health  benefits  from  both,  we  can  identify  quickly 
this  fact.     It  is  quite  common  for  our  industry  to  have  more  than 
one  family  member  working  and  the  family  members  covered  as  both 
employees  and  dependents.    We  coordinate  this  coverage  to  give  the 
employee  involved  the  benefits  under  both  plans  with  an  automated 
eligibility  system. 

We  do  all  this,  as  do  thousands  of  other  association  sponsored 
health  benefit  plans,  for  our  members  at  a  very  low  cost,  and 
without  any  federal  or  state  funds  being  needed  for  our  operation. 


II.  Background  on  Association  Sponsored  Plans. 

For  more  than  fifty  five  years,  association  sponsored  health  plans 
have  been  providing  millions  of  people  with  an  effective  way  to 
protect  themselves  and  their  families  against  financial  catastrophe 
with  access  to  quality,  affordable  health  care,  often  denied  them 
through  the  available  market.     Today,  thousands  of  U.S.  trade  and 
professional  employer  associations  provide  health  coverage  benefit 
programs  to  industry  groups  representing  millions  of  employees  and 
their  dependents. 
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According  to  a  national  survey  of  trade  and  professional 
associations  conducted  during  a  recent  William  F.  Morneau  & 
Associates  study  for  the  American  Society  of  Association  Executives 
(ASAE),   779  of  6,300  associations  reported  premiums  paid  in  1991  of 
$6.2  billion.  This  amount  is  larger  than  the  total  annual  health 
care  premiums  of  Prudential,   the  largest  health  insurance  carrier 
in  the  U.S. 

Extrapolated  against  all  associations  in  ASAE,  this  data  suggests 
that  ASAE  member  associations  may  be  directly  involved  in  the 
collection  of  $21  billion  in  annual  health  care  premiums-more  than 
the  ten  largest  insurance  companies  collectively  generate  in 
premiums . 

The  importance  of  the  wide  spread  geographic  coverage  of 
association  health  plans  can  be  seen  from  a  study  supported  by  a 
grant  from  the  Federal  Agency  for  Health  Care  Policy  and  Research, 
which  concluded  that  "reform  of  the  U.S.  health  care  system  through 
expansion  of  governmental  managed  competition  is  feasible  in  large 
metropolitan  areas.  But,    "smaller  metropolitan  areas  and  rural 
areas  would  require  alternative  forms  of  organization  and 
regulations...     "A  substantial  number  of  people  live  in  areas  that 
fall  outside"  the  realm  of  managed  competition,   said  Richard 
Krfonic,   an  assistant  professor  of  Community  and  Family  Medicine  at 
University  of  California  at  San  Diego. 

In  19  states,   the  majority  of  the  population  lives  in  areas  of  less 
than  180,000  persons,  where  hospital  services  must  be  extensively 
shared.     In  42  states,   20%  or  more  of  the  population  lives  in  such 
areas.     And,  while  23  states  and  the  District  of  Columbia  have  at 
least  one  metropolitan  area  large  enough  to  support  three  HMOs,  the 
study  found,   in  only  10  states  do  the  majority  of  people  live  in 
such  areas.     Yet  association  plans  are  active  in  all  these  areas 
currently. 

Association  plans  have  extensive  experience  in: 

*  designing  special  plans  to  meet  the  financial  needs  of 
their  members. 

*  pooling  health  risks  within  organized  industry  groups. 

*  gathering  employee  data. 

*  collecting  and  disseminating  information  on  health  care 
quality,   cost  and  resource  allocation. 

*  communicating  with  members  and  employees. 

*  administration  of  benefit  programs. 

All  Americans  should  have  equal  access  to  high  quality, 
cost-effective  health  care  through  health  plans  offered  under  a 
competitive  market  system.     Employers  within  the  U.S. 
employment -based  system  should  have  the  flexibility  and  freedom  to 
select  the  most  effective  organizational  mechanisms  available  for 
delivering  health  services.     Association  plans  have  proven  for 
years  to  be  such  a  vehicle. 

Associations  are  uniguely  structured  to  be  a  part  of  any  new  or 
revised  health  care  delivery  system.     Because  they  are  already 
structured  to  represent  their  members  in  other  areas,   they  possess 
the  infrastructure,   administrative  mechanisms  and  experience  to 
unify  employers  and  employees  into  effective  consumers  of  health 
services . 
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III.   ASSOCIATIONS'   ROLE  RECOGNIZED  BY  PRESIDENT  CLINTON'S  HEALTH 
REFORM  TASK  FORCE. 

The  importance  of  Association  plans  has  been  recognized  by  some  of 
the  members  of  President  Clinton's  Health  Reform  Task  Force. 

A  preliminary  work  paper  from  their  studies  comments,   "...  groups 
outside  of  HIPCs  can  provide  an  important  source  of  affordable 
(health)  coverage,  if  they  meet  important  solvency  and  other 
requirements.     Some  existing  groups  have  strong  political, 
historical  and  legal  precedents,  and  should  be  permitted  to 
continue. . . " 

Prohibiting  existing  group  arrangements  from  continuing  after 
health  reform  would,   in  many  cases,  needlessly  disband  arrangements 
that  successfully  provide  coverage  to  a  significant  number  of 
employees.     These  groups  are  an  important  source  of  coverage ; 
permitting  only  fully  insured  arrangements  might  raise  costs  of 
coverage.     These  associations  and  similar  plans  are  headed  by  plan 
participants  or  employers  of  plan  participants,  with  a  personal 
stake  in  successful  operation.     These  are  not  entrepreneurs  who 
create  plans  and  market  to  groups  of  unrelated  employers  who  have 
in  the  past  created  problems,  such  as  insolvencies  that  have  left 
millions  of  dollars  in  un-paid  health  care  claims. 


IV.  Western  Agriculture 

Agriculture  in  the  Western  U.S.,  particularly  California  and 
Arizona,  is  highly  seasonal,  with  fruit,  grape  and  vegetable 
production  supplying  over  half  of  the  entire  U.S.  consumers'  needs, 
as  well  as  providing  major  exports  which  assist  the  nation's 
international  balance  of  trade. 

Traditional  insurance  carriers,  and  all  current  HMO  organizations 
decline  to  provide  medical  coverage  for  the  350,000  employees  of 
this  vital  industry,  due  to  their  seasonal  employment,  wage  levels, 
and  predominately  Spanish  speaking  language  needs. 

Four  major  farm  organizations  provide  virtually  all  of  the  health 
benefits  for  these  seasonal  employees,  using  association  designed 
and  operated  programs.     Self  funding  is  a  critical  component  of 
these  benefit  plans,  due  to  the  reluctance  of  the  usual  insurance 
market  to  offer  coverages. 

The  largest  of  these  programs,  Western  Growers  Association, 
provides  benefits  to  18,000  employees,  offering  free  choice  of 
medical  provider  as  well  as  managed  care  plans. 

Grouping  the  buying  power  of  its  2,000  participating  members, 
Western  Growers  has  been  able  to  negotiate  discounts  from  hospitals 
which  saved  46%  on  billed  charges  in  1992,  saving  over  $4  million 
dollars  for  farm  employers  and  their  employees.     The  Association's 
plans  average  20%  discounts  in  contracting  doctors'  fees  and 
elimination  of  "usual  and  customary"  problems  for  patients  using 
contracting  physicians.     WGA  has  contracted  for  9%  below  wholesale 
drug  costs,  as  well  as  participation  in  manufacturers'  rebates  to 
lower  the  costs  of  its  medical  plans. 

The  Association  also  operates  a  licensed  and  admitted  workers' 
compensation  company  in  Arizona  and  California,  and  has  integrated 
on  the  job  and  off  the  job  medical  benefits  for  over  10  years, 
preventing  "double-dipping"  and  making  coordination  of  benefits 
easy. 

The  Association  offers  flexible  benefit  plans,  which  have  been  very 
well  received  by  seasonal  farm  workers,  as  well  as  services  by 
medical  providers  in  Mexico  for  workers  near  the  U.S.  border,  and 
for  those  workers  with  families  in  Mexico. 
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V.  CONCLUSION 

President  Clinton  has  recognized  the  need  for  employers  and 
individuals  to  join  together  in  pooling  their  buying  power. 
Association  plans  have  been  doing  just  that  for  over  55  years,  and 
can  provide  a  major  service  to  our  nation  by  being  allowed  to 
continue. 

We  urge  the  Committee  on  Ways  and  Means  to  provide  employers  the 
right  to  continue  to  participate  in  association  sponsored  plans. 
Requiring  employers  to  use  "health  alliances"  as  their  sole  means 
of  gaining  access  to  health  benefit  plans  will  be  adding  a  costly 
layer  of  government. 
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